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EINIOXN

Summarv of Proceeding

In the subject application, Southern California.zdison
Company (Edison) seeks authorization to increase its Califormia
jurisdictional electric rates by approximately $315.8 million
{14.4 percent) amnually at its estimated 1979 level of sales.
Edison also requests that the $11.8 million requested for con=-
servation program Costs in the form of a conservation adjustment
account revenue clause be made, pursuant to D.88650 dated
April 4, 1978 in A.5711l, additive to the requested $315.8
million base rate increase requested herein. Resolution No.
E-1766 dated May 16, 1978 in Advice Letter No. 458«E authorized
new service connection charges. These charges are estimated to yield
approximately $5.9 milliom in 1979, which would reduce the
required base rate revenues by an equal amount. Edison, there-—
fore, seeks a net increase of approximately $321.7 million for
test year 1979. Edison estimates that its requested rate increase
would vield a 1979 rate of return of 10.l7 percent on rate base
and & return on equity of 15 percent.

After notice, 47 days of public hearings were held
before the assigned Administrative Law Judge between
Decembder 6, 1977 and May 22, 1978. Public witnesses' testimony
and/or statements were made in the cities of Los Angeles, Visalia,
Santa Ana, Santa Barbara, Long Beach, Palm Springs, and San
Bernardino. Hearings on the case-in-chief were held in the cities
of Los Angeles and San Francisco. 7The matter was submitted on an
interim basis on May 22, 1978£/subject to0 receipt of late-£filed
exhibits, which have been received, and to the £filing of opening

1/ The ALJ indicated that submission would be on an interim basis
subject to reopening for further testimony on (a) criteria for
future rate of return adjustments related to Edison's conser-
vation activitiess; (b) a staff proposed management survey; and
(c) Edison's motion for partial genmeral rate relief. The
latter issue is moot because partial rate relief was granted in
D.89130. There will be no further hearings on items (a) and (b)
whick are resolved herein. .This decision is the final order in
this proceeding. o -




. A.57602 EA/ka *

briefs on June 21, 1978 and closing briefs on July 6, 1978. \/,
Opening and ¢losing briefs were submitted by Edison, the

Commission staff, the California Farm Bureau Federation (Farm

Bureau), the California Retailers Association (CRA), Airco, Inc.

and General Motors Corporation (A-GM), and General Services
Administration for Executive Agencies of the United States  (GSA).
Opening briefs were filed by the California State Energy Resources
Conservation and Development Commission (Energy Commission), the
California Manufacturers Association (CQMA), Toward Utility Rate
Normalization (TURN), and Robert P. O'Brien.

Edison's application was the £irst tendered under the
Commission's Regulatory Lag Plan authorized by Resolution No.
A=4693 dated July 6, 19277. Edison's motion for a partial general
rate increase was granted because it did not appear that a
decision based on test year 1979 would be issued by Octobex 6, 1973

v e o —————

pursuanm to the Plan. A partial general rate increase was
authorized Ln-this proceeding by-Dw89130  dated July 2551978+~
ison was authorized rate relief in the amount of $102,129,000C.
D.891.30 provided that the increase authorized is subject %o
refund at 7 percent interest to the extent that the base raxes
stablished for test year 1978 result in an actual gross revenue
increase greater than that authorized herein for test year 1979.
Reduvctions in rates were made by advice letter £ilings
resulting from ad valorem taxes on Edison's property as of
July 1, 1978 resulting from the passage of Article XIII-A of the
California Constitution (the Jarvis-Gann Initiative).
I. EDISON'S PRESENT OPERATIONS
Edison furnishes electric service to over 309 unincor-
porated communities and 153 incorporated cities, or portions
thereof, and ocutlying rural areas in 15 counties in central and
, southern California. The population of the area served was
. estimated to b‘e‘7,765,000 as of December 1976.
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Edison also sells electric power for resale to the
cities of Anaheim, Azusa, Baaning, Colton, Riverside, and Vernon.
Edison's production facilities, ¢lassified by plant
type in the following tabulation, had a generating capacity
totaling 12,502,295 kilowatts (kW) as of December 1976, This
total excludes 1,217,503 kW of £izrm capacity available for.
Edison's use under purchased power agreements; 100,000 kW from
May through September under the provisions of the Portland Jen-
'é&di"EIéEEffE”c°ﬁ§§§y”A§§iqg§§§§;ééfééﬂéﬁf- 18,500 XW_: “from March
hYouch Septomser and 14,950 XW from October throudh. Februaryviathe
United States Bureau of Reclamation at the Parker-Davis sites; v
and 321,000 XW of operating capacity available under genmerally
prevailing conditions at Hoover Dam through contracts with the
United States Govermment.

Generating Plants/Units

ml & . o
Description Gas : Coal : Nuclear : Hydro

EdLson Ownership 125/
Joint Ownexrship -
Other Ownexship -
Ed{gon Operator 1
Othexr Operxator 1

3/ Includes two coubined-cycle units consisting of
two steam turbines and seven combustion turbines.

Edison plans to add 4,789,000 kW of additional
generating capacity between 1977 and 1986, 42 percent of which
will be through combined-cycle and.combustion-turbine generation,
49 percent through nuclear generation, 1 percent through improve-

ments and additions to existing hydro facilities, and 8 percent
through fuel-cell installations.
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As of December 31, 1976 Edison had approximately
11,439.6 niles of transmission lines, approximately 43,350
niles of overhead distribution limes, (including 2,296 miles
of distridbution lines on transmission poles), and approxinately
24,369 miles of underground distribution cable of 16 XKV or less,
including 7.7 miles of submarine cable.

At year~end 1976, Edison had a total of 2,356,377
" meters supplying 2,814,403 customers of which 2,497,076 were
¢lassified as residential customers. Edison projected customer
growth of approximately 66,000 in 1977, 60,000 in 1978, and
58,900 in 1979.

IT. PUBLIC WITNESSES STATEMENTS AND/OR TESTIMONY

Seven days of public hearings were held at centxral
locations to afford Edison's customers the opportunity to be
heard concerning this increase. A total of 62 public witnesses,
out of nearly three million customers, either stated their
positions or testified at these hearings. Testimony in opposition
to the proposed increases included objections based on the impact
of the increases on people who were old, poor, and/or on fixed
incomes; the higher percentage of increases for domestic customers
compared to other customer groups; the inflationary impacts off
the'increasesj and the excessive rate of return requested.. Th?re
was testimony c¢ritical of the wages and f:inge'benefits'enjoyéa
by Edison's employces. Desert area residents stated that theb
magnitude of their summer electric bills was equal to or gréaéér
than their home mortgage payments. There was testimony in |
opposition to Edison's rate zone differentials; in opposition to
Edison's use of nuclear power £or generating clectricity; in
support of the installation of decentralized fuel-cell and solar
energy plants to generate electricity as opposed to constructing
large centralized plants and associated large transmission lines
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to bring the energy to load centers; and testimony supporting‘
regional interconnections to transmit energy hetween different
regions of the country.

Many of the public witnesses were utility shareholders
testifying in support of increasing Edison's rate of return to
the requested level. Shareholders testified that their own
retirement plans were predicated, in part, on their receipt of
reasonable earnings from their utility stock, and that the granting
of the recuested increase was necessary £or them to realize this
potential from their investuents.

Many of the customers supported the domestic lifeline
concept and/or the extension of lifeline benefits.

Witnesses for the Association of California Water Agen-

[RRURE R

b i 1o bk 1 e e kT

Gies” (CWA) prefeifdd testinony as to the. impact 6f time—of-tse (TOU)
power rates on the water and sewer utility operations and on

agricultural uses. Another witness presented testimony on
suggested TOU rates for agricultural wind machines. The TOU
testinony was recéived subject to further c¢ross-—examination and

is discussed further in the rate design section of this decision.

T™wo members of the cnergy and resources managenent

comnittee of the city of Santa Barbara, a volunteer group
dedicated to promote energy conservation, testified for themselves.
They cestified that Edison and the Southern California_Gas Company
(SoCal) had not successfully reduced energy waste; that further
efforts were necessary, inmcluding an intensive ongoing ene:gy
audit to reduce cnergy consumption; and that Edison's prihary
concern .seemed, to be reducing demand rather than energy sales.
One of the witnesses submitted the Santa Barbara Energy Conser-
vation  Project report (Reference Item G) which will be
discussed in the .conservation section of this decision.
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TTI.. RESULTS OF OPERATTON

General }

Complete results of operation testimony and exhibits
were presented by Edison and the Commission staff. All of the
staff witnesses had available later recorded information than
the information used in preparing Edison's estimates.

The staff financial examiners proposed certain adjust-
ments not incorporated in the staff results of operation reports
which are discussed herein.

The Energy Commission sta presented teut.mony on pelicy
considerations, on programs, and on the scope of program activity

related to Edison's energy management, customer service, and
informational expenses. ..

Modi<fications of +the Staff Position

The table on page 79 of the staff's opening brief
modifies the staff showing to delete the conservation adiustment

account (CAA) revenues 1ncorporatcd in 'its revenue cétima.c,,

recognized a 7 percent 1978 wage expense increase, and adds
service connection charge revenues.

2/ The staff opposed inclusion of 1978 wage increases and elimina-

. tion of CAA revenues in its brief opposing a part ;al general
rate increase. (Sce mimeo. page 7 of D.89130.) -
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The Establishment of Base Rates Which Exclude Eﬁérzy Costs

i o

TDLEST73TTaAted APTil 27, 71976 407 CL92886, the Commission
investication into electric utility fuel cost adjustment tariff
rovisions, states in part:

"Te intend to modify the base cost to zexo

in the pending SDG&E general rate proceeding.
The base cost for PG&E, Edison, and Sierrza
will be nmodified in new general rate
proceedings filed subsequent to our deter-
nination on SDG&E."

Edison's results of operation studies (Exhibits 12 and
13) do not develop estimates which eliminate all fuel, purchased
povier, and energy costerelated expenses from rovenues and expenses.
Zdison reluctantly prepared, but did not sponsdr, several exhibits
as a Commission reguirement £for acceptance ¢f its £iling in accorde-
ance with the Regulatory Lag Plan, including a supplemental exhibit
to adjust 1978 and 1979 operating revenues and ope:ating expenses
to remove enexgy costs, including the Energy Cost Adjustment
Clause (ECAC) related cxpensesi/and revenues to arrive at hase
revenues which exclude energy costs (BR-EC). The comparison of
Zdizson's and the staff's summary of carnings for test vear 1979 on
a total svstem basis at BR-EC is contained in Table 1&~C (revised)

The staff was critical of Eison for not carrying out
the Commission directive in D.85731 and requests that Edison de
ordered to make subsequent showings in general rate increase
proceedings on BR-EC. only. |

The staff accuses Edison of not using BR~EC costs because
it could demonstrate a greater need fordomestic increases and alesser
need for industrial group increases using »resent base ratesﬁ/

e e m—— - .- -

3/ Base rates were not adjusted to delete coal station ash
handling, coal weighing and gas facilities, Mono Power
Service, fuel administration, and Catalina Island fuel
expenses.

L/ The reference should have been to BR-EC derived from
present rates.

-3-
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compared to rates including fuel costs (total revenues apportioned
by jurisdictional classes). Iy illustration, the l979'doméstic,
large power, and very large péwer rates of return under the BR-EC concept
are 5-Opercent, 6.3 perceat, and 6.5 percent, respectively. The
corresponding rates of return apportioning total revenues at
present rates are 3.48 percent, 7.23 percent, and 8.8l percent.
Edison contends that: (1) this staff criticism is mis~
leading and ignores both testimony used in support of the staff
characterization of Edison's motives and of Edison's rebuttal
testimony,é/ (2) fuel-related revenmues are less than fuel-related
expeases £or the domestic customer group as a result of the
implementation of lifeline rates, (3) making the revenue shift
on a BR=-EC basis while ignoring the fact that fuel-related .
revenues are frozen for a substantial portion of domestic sales
while fuel-related expenses £for these customers continue %o
inecrease would result in further disproportionate shifts ¢o other
customer classes, and (L) Edison is not opposed to a BR-EC
concept of rate design 50 long as 3all revenues and expenses are
properly considered in the determination of total revenue require-
ments and the cost allocation between customer groups.

5/ ECAC charges are based on allowed fuel, energy, and fuel-
related costs divided by total sales, except that lifeline
ECAC charges may not exceed 0.857 cents-per-kilowatt-hour
(kWh). Any ECAC charges greater than 0.857 cents-per-xWh
attributablie to lifeline consumption are apportioned to
nonlifeline sales. Edison's witness testified that this
apportionment is $33 milliom in 1979; that greater perxcentage
energy losses between its generators and meters occur in
providing domestic service at distribution voltages compared
<0 high voltage service provided to many large customers:;
that the domestic class receives an $8 million benefit due
o greater than average energy losses incurred in supplying
domestic customers: and that the SDG&E decision was issued
on July 19, 1977, four days after the Notice of Intent (NOI)
in this proceeding was first f£iled, several weeks after the
bulk of the application and supporting documents had been
completed.
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Cost of service is ore of the factors considered in
. the adopted rate design. Cost of service should be based on

all costs to determine rate of return by customer classes. Cost
of service considerations do not prevent our establishment of
BR-EC based rates (and transfer base rate fuel, fuel-related, .
and energy ¢osts 10 the Energy Cost Adjustment Billing Factor
(ECABF) in this decision). We find that it is reasonable o
acdopt base rates without energy <¢osts because Edison and its
ratepayers will benefit in that we can more expeditiously isolate
anc investigate the reasonableness of energy costs.
Adovted Summary of Earnings

Table I on the following page contains the 1979 adopted
uummary of earnings at present raxes, modified to reflect the
removal of all fuel costs from base rates.’ B | T

A. TELECTRIC SALES AND REVENUES

Sales = General
D.8679L dated December 21, 1976 in A.549L6, Edison's

. prior general rate increase application, cites D.81919 in discussing

differences between revenue class ifications and rate scheduwle
estimates as follows:

"It ghould be noted that all of £he cus+oner
groups as used »y Edison and the staff are
not stric ly conmparable to the classes of:
service under which Edison TePOrts lt'
revenues uader the FPC's Unifornm Svsten of
Accounts. The customer ¢grouws are directly
related to the various rate schedules,
whe:eas it is nececsary to allocakte revenues

roa some sckedules in oxder o arrive at
‘CVCﬁLC’ for classes of service. Sales to
public author t;co are an example of this.
In future rate cases it would be helnful
if£ the presentations were consistcnt, and
cu*tonc. groups scem to us to e preferable
or this purpose.” o




TABLE I

SUMMARY OF EARNINGS
1979 Test Year at Present Rates

Adopted Results
Ltem System : CEVC

(Dollars 1n Jlhousands)

Onerating Revenues
Revenues '

$1,037,393

$1,180,286
Operating Expenses

Froduction ‘ 241, 582l

Transplssion

Distribution

Customer Accounts

Conservation and Ioad Management

Adninistrative and General
Subtotal

Wage AdJustment
Depreciation

Taxes Qther Than Incone
Income Taxes ‘

Total Operating Expenses

40, ,532
80,742‘
43,541

l& ,96
et
43,905
20,000

120, 667

446 ldl

167 ,'0'53
STIATS.
8,253

’

Net Operating Revenues ' 337;970  ' 318;620i
Rate Base 4,168,801 3,9&65492f
Rate of Return 8.11% -8.67%'

(RKed Flgure)
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The revenue presentations were made using custoner
groups. Zdison's presentation in future rate cases, (where
nonuniform~-nonlifeline »=ate changes are proposed), should
contain a discussion ¢f the translation from customer groups
to rate schedules o clarify thiz information for the Commission
and for the parties.

The results of operation presentations contain
nmandated jurisdictional allocation;.between sales made under
this Commiscsion's jurisdiction and those made under the Federal
Power Commiszion (FPC). The FPC jurisdiction has bdeen transferwed
=0 the Federal Energy Regulatory Commission (FERC). The
jurisdictional mandate is set forth in Federal Power Commiscsion
v _Southern Califoraia Bdison (1964) 376 US 205, 11 L ed 2& 6323,
34 Sup Ct 644.
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Edison's estimates of XWh sales and of numbers of,
customers were presented by its assistant comptroller, Mr. R.

W. Scofield. Edison's revenue estimates and rate design testimony
were presented by Mr. W. E. Ferguson, its acting manager of
tariffs in its Revenue Requirements Department. The sales
estimates were developed by a committee composed of representa~
tives from the following organizations in Edison's structure:
comptrollers; conservation, communication, and revenue-servi:es:
customer service; electric system planning: and power supply.
The committee meets periodically to prepare, review, and update
estimates of kWh sales and customers. Each committee member,
excepting the power supply representatives, prepares sales esti-
mates for residential, commercial, industrial, public
authorities-other, and resale customers. The members' estimates
are based upon a variety of methods, including a bottoms-up
approach based on field information and statistical £ore¢ésting
methodologies, which include consideration of buiiding activiey,
past and present growth trends, and economic conditions. An
average of the comnittee estimates is used £for cach class of
service. A committee member sometimes persuades the conmittee
to adopt his estimate. Agricultural sales are based upon average
precipitation conditions. Three committee members estimate cus-
tomers by class of service.

The staff's estimates of sales, numbers oL customers,
and revenues were presented by Mr. M. G. Lyons, a research
manager. His estimates were based upon trended data with primazy
emphasis given to Gata from 1973 to 1977. The trended material
was modified to reflect natiornal and regional ecomomic variables
as they pertain to particular customer groupings. Mr. Lyons'
approach pazallels that.utiiized by two of f£ive members on
Edison's committee.
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Conservation Addusements

The staff adopted Edison's estinates of reductions
2 Kk by class of customers for conservation programs,

exclusive of voltace reduction impacts. The estimates of
sales zeductions due to Edison's voltage reduction progranm
aze 1,043 million X¥h by the stafs and 385 million kWh by |
Zdison., The staff's estimates of reduced zales, due £o voltage
reduction, kased on later testimony by Mr. G. A. Amaroli, chict

£ the Commission’s Energy Consexvation Team, are reasonable

and are incorporated in the adopted sales by class of sexvice.
Commarizon of Revenue Estinmdtes

The tabulations on the following pages summarize
che estimates of Zdison, ¢f the Commission staff, and of +hc
adopted ¢stimates of customers, sales, BR-EC Tevenues, and
cTotal sevenues At present rates, as set Sorth in the subject

_application, for vest year 1979.

4 e — w2




Comparison of Estimates
of .Average Customers and Sales

Customer Group : Statl :  Jtillity :  Adopted

Average Custonmers

Domestic

Lighting end Small Power
Large Power

Very Large Power
Agricultural Power
Street Lighting

SCI

Pool - SWP

Fringe

Off Peax - MWD

Resale (FERC)

Total

2,664,306
290,673 283,816 :

2,640,606
5,715

277‘
3 7,658 T »547

5528
5,5 752

1 658 1,3“9&1;.

& L
1 s
12 12

32,780

2,664,306
’290, 673
:52 :

1,658
u

1
12

3,003,457

2,972,305

. Sales (Millions of kWh)

- Domestic

Lighting and Small Power
Large Power

Very Large Power

. Agricultural Power
ggieetxxighxing,'

Pool -~ SWP
FPringe
Resale (FERC)

Total

15,055.1
11,198.8
14 87 .7
12 g% -3
9.2 2,0
’666.2 g
11.7
1, 648-0

4 232 6

15,197. l

10’35;

s 980.7"

1,6&8‘00' .
Tl
4,232, &

3,002 :767 |

15,055.
11,159.

14,5
154
’666.2
1.7 .
1,64850
ol

60,409.0 59,581.4

59,347.2
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Comparison of Estimates
0f Operating Revenues at
Present Base Rates

customer Group Starl :  Utdility : Adopted :
(Dollars in ihousends)

Operating Revenues (Total System)

Domestic $ 509,&2& .0 $ 51l,424.6 $ 502,720
Lighting and Small Power 359,2 351, "873.7 L429

.0

0

Large Power 305 565 & 29 839 2 295 772. 8
O

Very Large Power 152 26 : 158,314.6 158 316.
Agricultural Power 53 3.6 53, > 060,

Street Lighting 33, 70 34,051 3 33,704
SCI g 673.2 g
Pool = SWP 5,4 5 0 5,485.0 5,435.0
Fringe W41.0 141.0 141.0
Resale (FERC Jurisdictional) 137.5%4.2 137,564.2 137,564.0

Base Rate Revenues/-l-/ 1,575,950.5 1,552,840.4 1,552,880.0
Removal of Fuel Costss (T03,056.0) __ (B.03L:0)_ (355,0560)
Subtotal © 1,172, 8ok .5 1,155, 909.4 1,157, TG4.0

Other Operating Revenues lg ,900.0 13 00.0 20,041. 7
FCA/CAA Revenues. - - . 248.0 9.0 .2 &51 O—

Provision for CAA Bal. Acct 270 0 _36 0
Total Oper. RévVentes ~~1,203,31275  1,185,096:471,180,286.0

(Red Figure)

At base rates established by Decision No. 86794, dated 12/31/76

in A-540L6 (last general rate increase). Refleéts removal of
ECAC revenues.

Reflects fuel costs priced at 7.39 mills/kWn.

‘Includes revenue adjustment of $5,941,000 for service connection
charges authorized by CPUC Resolution No. E-1766, dated 5/18/78.

Reflects revenue adjustment of $(Z§.§ggég§g) for conservation
c .

program costs dased on Decision NoO. A-57111.
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Residential and Commereial Sales

Mr. Lyons utilized sales comservation adjustments
developed by the staff consexvation team. His estimate reflects
a hicher number of residential customers and a lower usc-per-
custoner than develoved by Edison, which yields lower
dential XWh sales and revenue estimates than Zdigson.
cstimate of usc-per-commercial customer is lower than Edison's
Sut <his differcntial is more than offset by his higher

stimate of numbers of customers, which yields higher sales
and revenue estimates than Edizon.

The staff's custonmer cstimates for the domestic and
commercial classes, based on mere receat data, are reasonadle
and should be adopted. However, rccognition should 2e given
ro *he alternate methodologies used by Zdison in projecting use-
per-customer. In addition to adoption of the staff's istomer
and voltage reduction estimates, it is reasonable to adopt sales
and revenues to reflect an averaging of the remaining portions

of Edison's and the staff's use-per—customer estimates.
Industrial Sales

The staff's cstimate of industrial customers cxceeds
Edisoa's »y 7.1 percent. Its use-per-customes is lower than
Zéison's ¥ sult;ng in <ke s4<af<'s ectinmate being 5.9 percent
higher than Edisen's at present rates.
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Mr. Lyons testificd that use=per-industrial cus+omer’
is presently stabilizing; that this mav be'due, in part, ¢o
induﬂtrial participation in energy comservation programs; and
chat industry is expected to be a fected by voltage reduction
prograns.

In rebuttal, Mx. Fcrgusen testified that the staff's
estimate docs not recognize that the inerease in industrial cus~
tomers is due €0 an increase in the number of temporary, low=use:
construction services classified as industrial customers: th&t
fluctuations in numbers of industrial customers, including %

temporary services, were not accompanied by changes in industrial
sales; and that the key impact on industrial sales levels was
caused by variatiens in sales to the 50 largest customers, ang

in this group sales variations to eich: large oil refineries hed
the grecatest inpact.

Zdison contencs that consideration of the ;ﬁc:eagcd
number of tempordry serviges together with the staff's higher
reduction of use-per-customer, due to voltige reduction, would
decrease the staff's sales estimate below Edison's estimate, and
that the Lfailure of the staff ©o recognize any conservation effect
from its conservation rate design, inc’uding TOU pricing and
inver«ed rate blocks, supports its contontion that the staff has
overstated sales and revenues for the test year.

Neither Zdison nor the stalff reduced enezgy sales
estimates at their recommended rates. However, TOU encergy
shifts were reflected in mevenue estimates. 2dison's estinates
of industrial sales and revenues at present rates modificd to
reflect the st3ff's voltage reduction adjustment-ere reasonable

will be adopted herein. Edison should hereafter record temporary
construction sales as a separate subcategorv oI industrial sales.
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Agricultural and Other Pumping Sales

The staff estimates of agricultural sales and revenues
are based on a higher estimate of use-per—customer than Zdison's.

The staff's projectibn-of use-per—customer was modified to reflect an
increase iz pumping requirements resulting from lower water tables
and reduced reservoir storage requiring increased ground water
production and/or greater pump lifts.

Heavy rainfall in the winter of 1977-1978 has increased
ground water levels within Edison's service area and provided’
additvional storage in reservoirs supplying Edison's service area.

We will adopt Edison's sales and revenue estimates which are vased
on an average vear requirement for agricultural ﬁses and‘Edisoh's
related estimates for nomagricultural water punping and sewage pumping

because it should reflect normal test year conditions.
Prblic Authority Sales

The recent trend in cutbacks in govermmental expenditures
resulting from the passage of Article XIII~A of the California
Constitution supports our adoption of the staff's estimate for public

authority sales and revenues, which are lower than Edison's estimates.
Other Sales

The staff's estimate of Catalina Island sales and revenues
based on later information than used by Edison is reasonable.

The staff adopted Edison's resale estimates under FERC,
~o the State Water Plan, to Metropolitan Water District (none), and
for miscellaneous resale sales. Due to drought conditions, Edison's
nonjurisdictional special contract resale sales, primarily sales
©o Pacific Gas & Electric Company (PG&E), were $11,993,000 in 1976
and $78,360,000 in 1977. Edison estimates no such sales in 1979
under normal weather conditions. '
Base Rate Revenue Adjustments |

' If'p:esent base rates are used, the fuel and purchased power

component of staff base rate revenues is higher than Edison’'s comparable
estimate because additional . power must be generated, using fuel oil, <o
provide the energy needed to meet the higher staff sales estimate.
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The lower cost fuel and energy resources available to Edison has
been used in Edison's estimate. Therefore, the average fuel and
purchased ﬁower component is higher on the staff basis than on the
Edison basis. The adopted base rate adjustment reflects adopted
sales levels, system losses, and fuel and energzy costs.

In order to eliminate fuel costs from base rates
it is necessary to mske an adjustment for FERC fuel clause
adjustment (FCA) revenues. FCA revenues are based on the average
system cost of fuel and. purchased power. The adopted FCA reflects
adopted sales levels, system losses, and fuel and energy costs.

D.88650 dated April 4, 1978 in A.57111 eliminated
separately accounted—for CAA revenues. Therefore, the adopted
‘amount for CAA revemues is zero. The previcusly segregated CAA
revenue requirements are incorporated in the adopted base rates.
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Other Overating Revenue Adjustments

Mr. Lyons concurred with Edison's estimate for other
operating revenues.

Leasing Revenues ,

Mr. Bughes, a staff financial examiner, found that Zdison
was recording leasing revenues on utility property as non—-rental
revenues. Edison states that it is correcting this error. -
Mr. Hughes recommends that the revenues be properly recorded,
and that as a result Edison's 1979 revenues be increased by 3100, 000.
We concur.

City of Vernon Adjustment

Mr. Louie, a staff financlal examiner, reviewed Edison’s
subsidiary operations. Energy Services, Incorporated (ESI), a
wholly owned subsidiary, engages primarily in providing heating and
cooling services. ESI operates facilities furnishing steam, chilled

water, and compressed air to a Lockheed=California Company plant,
originally owned by ESI. Edison operates and maintains these
facilities for ESI. Since ESL does not have its own staff, Edison
is reimbursed for its costs by ESI.
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The ¢ity of Vernon boughs all of its electricity from

Edizon and contracted with Edizon to operate and maintain its
clectric systenm £xrom 1962 <+hrough 1977. Edison recoxrded net
income in Account 456, Other Electric Revenues, thru April 1977.
Edison subsequently reclassified revenues and expenses fron
Vernon as nonutility activities being carxied out hy ESI.
new agreement is being negotiated between ZSI and Vernon, in
which ESI agrees to operate and nmaintain Vernon's electric
systen. The agreement contenmplates £hat Edison would actually
perforn all opcrating and maintenance services on the systen fox
ESI. The staff contends that the operation was marginal under
the o0lé agreement but that ESI will now e compensated for the
cost of i%ts (Edison's) serzvices plus $100,000 per vear as a
managcnen* fee. Ye concur with Mr. Louie's “ccoﬂneﬂdation* o

aclude the SlOO 000 a2z net o*&c* opex at-ﬁc revenues and to have

Edison reflect the revenues and expenses om its books. Bdison's

ratepayers should ‘share the benefits of the marketable expertise -
developed by Edison's managers in carrying out the dbusiness of
running 2disen's public utility electrical system, which are
applied to running Vernon's system. We will reflect the net
amount of $100,000 in Edison's other operating revenues.
Wilmington 0il Field (WF) Profits

Bdison acquired seven parcels f£or its Long Beach steanm
generating station between 1910 and 1920. 04l and gas were
discovered in the WF area in 1936. Edison entered into an
agreement with Union Pacific Railroad in 1938 for joznt o0il and
gas development of their combined properties. Other parties also
drilled and extracted oil and gas from the WF. This extraction
activivy caused substantial land subsidence. In 1959 the WF
operators entered into a unit agreement for joint development
of the oil field to promote conservation and increase the
recovery of oil and gas. Injection of water into underground
aquifers was commenced to avoid further subsidence and to

~2 -
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increase the recovery of oil and gas. Edison had £o construct
and maintain dikes to avoid the inundation of its plant site.
Zdison's personnel advised the staff that thése facilities cost
approximately $2.7 million; that operating and maintenance
expenses cost $4.9 nillion; and that these capitdl items and
expenses were charged to EBéison's utility operations. Edison
recorded the WF revenues and expenses belew the line between |
1928 and 1965. In 1965 Edison tramsferred its mineral rights
and oil production facilities to its affiliate, Associated
Southern Investment Company (ASIC). ZEdison transferred the
mineral =ichts at their recorded zero book value at the tine of
transfer, although an Edison appraisal reflected a mineral
richts value of $2,484,000 at the date of transfer, and trans-
ferred oil production facilities at the net book value of
$966,165. Mr. Louie testified that Edison and ASIC have
received substantial profits from the WF opération which were
recoxded as nonutility income:; that Edison's ratepavers did
not receive any benefits from these oil profits: and that

ASIC did not pay Edison 2 reasondble consideration for the
transferred mineral rights. Edison's total net profits through
1965 were $21,245,078. ASIC's profits through 1977 <otaled
$7,539,933. The profit level dropped from $1,043,000 in 1968,
to $566,000 in 1974, to $508,000 iz 1975, and to a $61,000 level
in 1976 and 1977. Mz. Louie considered the Zollowing rate-
naking treatments:

a. fTreat future oil mrofits as operating revenues
by crediting the ECAC balancing account.

b. Exclude from rate base plant constructed and
other capitalized expenditures resulting from
the subsidence prodlem. In addition, exclude
all future operation and naintenance expenses
related to the subsidence problem £rom opcerating
cxpenses.
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Set up past oil profits Zrom WP as acecount
receivable from the subsidiary to be anor tized
over a five=yecar pexiod by additions o operating
revenues.

Set up the fair market value of the mineral rights
($2,484,000) as accounts receivable £rom the sub-
smdzary and reduce Ed; on's rate base by the same
azmount. ‘

His analysis relating to these treatments are as

follows:

Re alternative (a) - Production hasc heen decreasing
in the past few years. Consequently, future profits
depend greatly on an inecrease in price of domestic
oLl £rom its present level.

Re alternative () - Most of the plant was installed
in the carly 1950's and it is likely that the plant
is fully depreciated.

Re alternative (¢) - This deals with the treatment
0f past profits. The oil profits received Dy ASIC
were basically gifts from Zdizon which should he

returned to Edison and passed on to ifs ratepayers.

Re_alternative (&) - Sdison should not transfer
utility nroperty (including mineral rights) <o
subsidiarics or other parties without rcccivmﬂg
zecasonable concideration.

He also testified “Hat it is inequitable, for ratemaking purposes,
not to credit all income from wtility properties o utility opera-
tions; that it is cven more inequitable to credit the profits

from oil sales to nonutility income, and at thke same time charge
the ratepayers with both the capital expendistures and the added
operation and maintenance expense resulting from the land sub-
sidenee; that the oil and natural gas could have deen uszed in
Edison's ut;l;ty operations and, in £act, the refined gas was sold
to ZCison; that Edicon's stockholders have benefited at the
expense of its ratepayers by an amount of $29 million 2t minimal
zick; that there ic no edsy way 0f recovering £or ratepayers the
$29 nmillion in net profits that have £flowed <o EZdizon and ASIC
from the W7 since 1928, nor to recover the dcpreciation OPCIA-
tion and ndintenance oxpense, or reoturn on investment ¢t wWas

—24-
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earned by Edison as a result of the land subsidence; that when
the time value of money is considered these overcharges to
ratepayers are larger; that we can only seek to correct these
abuses in the future; and that there is little to be gained
even by excluding from rate base the capitalized expenditures
incurred as a result of the subsidence problem because the bulk
of the capitalized expenditures was made about 25 years age, and
subsequently had keen fully depreciated. Mr. Louie recomnends
<hat Edison should record future profits from the WF in operat-
ing revenues by treating profits as an ECAC credit.

Edison's Position on WF

The rebuttal testimony of Mr. Scofield sets forth
Edison's position as follows: +the site was acquired when there
was no known oil in the area; the consideration paid by Edisen
reflected the surface value of the land; when oil was discovered,

the value of the underlying mineral rights could only be
qualified and realized through the development and extraction of
those minerals: in past periods neither the Commission noxr Edison
considered development and extraction activities to be of a
utility nature:; the Commission only recently authorized Edison

€0 engage in exploration and development (2&D) as an adjunct to
its electric utility operations in D.83838§/dated Decembexr 17, 1974
in A.53488 - and then only to the extent that projects were
expressly approved by the Commission; the production equipment to
extract the mineral rights was f£inanced by investor-provided risk
capital and the oil field operation, including expenses, was
accounted for as a nonutility operation from the begianing; it

6/ An interim order on this subject, D.83170 dated July 23, 1974,
approved Edison's E&D concept.
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would be improper for accounting purposes to transfer mineral

rights at market (appraisal) value since intercompany transfers

have been madc on the basis of acquisition costs: the Commission
has not, to Edison's know&edgé, recognized appraisal values in
the ratemaking process and, therefore, Edison properly . tzxansferred

assets at the net hook values: the construction costs -and
operational costs to prevent inundation of the plant site or
further ¢round subsidence were necessary to aveoid having the
generating station hecone inoperablez/and, therefore, such rate
base and expense items are proper ratcpayer-related costs; unless
the 6peration were to be carried out at the risk of the ratepayer,
it would be improper to credit future profits to the ECAC balancing
account; and that in the past Edison has purchased land, including
generating sites, from unrclated partics without receiving the
appurtenant mineral zights.

. Position of TURN on WF
TURN cites the following testimony of Mr. Louic on the

issve of diszposition of past profits from the Wr:

"Q Now, if you were to view your regulatory
sreatments outlined on page 2=5 by yoursels,
without consideration to what you think might
be a legal restriction, which one oxr more of
the regulatory treatments would you sclect
if vou were in the Commission's position,
having <o make a decision on that particular
issue?

"Your personal view is what I want as 3
professional accountant.

“A If we put aside the guestion of retro-
activeness, I would like to have a combination
of a. and ¢.

vr. Louic contends that Edison could have sought damages if

i+ was not a participant in developing the VWF. Eéison coatends
tmat it would have imcurred these expenditures whether or not
it was a WP participant. ‘ ‘
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"That would be set up past profits from
the oil field as accounts receivable,

and then treat future oil field profits
by crediting the ECAC bvalancing account.”

TURN concludes that none of the alternatives proposed by Mr. Louie
involves retroactive ratemaking. TURN cites the California Supreme
Court in Southern Califormia Zdison v Public Utilities Commission
(1978) C 24 SF No. 23500. The Court sustained the Commission's
order to refund overcollections on the FAC. (The U.S. Supreme .Court
denied certiorari.) TURN recommends that past profits from the
WE be treated as accounts receivable.

Staff's Position on WF

The staff contends that: (L) the transferred mineral rights
from Edison to ASIC at zero cost did involve valuable mineral
rights which were not made on an arm's-length basis, (2) Edison
would not have transferred valuable mineral rights to a third party
without commensurate consideration, (3) no value was assigned to the
rights only because it was a parent-subsidiary transfer, and

(L) Bdison’s ratepayers have borme the burden of ownership costs and
now should enjoy the benefits as well.
Discussion on WF

This Commission has analyzed the proper ratemaking
treatment for transactions between utilities and their affiliates
on a ‘case=by-case basis in the past. D.79751 daved February 23, 1972
in A.53097 authorized the acquisition of an underground gas storage
facility (Aliso) by Pacific Lighting Service Company (PLS), a utility
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affiliate of SoCal, wh'ose revenve reduirements are net

o b 5 B 07 A AR e s e

by SoCal through a cost 0f service farif<.  The Qocision motes
that the oil rights in the storage £icld will be purchased bv a
nonutility affiliate of PLS. Izm D.33160 cated July 16, 1974 in
A_53797 we discussed the assignment of the Aliso oil operations
£0 2 nonutility af£filiate, ascertained the correct value of the
present worth of the oil rights fransferred, and stated "...we
do not quarrel with the transfer of the oil operations from
applicant's operations so long as the objectives of the utility
gas field operation continue to be paramount.” . (Secc mimco. page
34.) SoCal operates its facilitiecs and PLS' facilities as an
integrated gas utility svstem, In SoCa"s subsequent storage
acquisition, Honor Rancho, the net oil field operations are
included in other operating reveaves.

The San Gabriel Valley Water Company (SG) owned mutual
water company stock +o obtain water from the mutual. SG was
pernitted to incorporate the cost of the mutual stock, which
included the value of nonoperative mutual lands, in its utility
plant. A portion of the mutual's charges to SG was for property
taxes and oxpenses related to the nonoperative lands. The
nsonoperative lands were subsequently transferred to a subsidiary
o0f the mutual, subsidiary stochk was distributed £o mutual share-
holders, and the nonoperative lands were condemned and sold at 2
profit. Ia D.38271 dated December 20, 1977 in A.56714 we reduced
$G's »ate base by SG's pro rata share of the original cost of the
nonoperative lands, cince ownership of the nonoperative lands was
no longcer nacessary to obtain watexr. (See ainmeo. pagés 10-12.)

fdison's WP mimeral richts transfer was at original
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The issue of approval of a vtility's reclassification
of propertics Ifrom operative to nonoperative status was raised
in A.53797, supra. Ve adopted the staff's recommendation that
SoCal notify the Commission, by letter of intent, for proposed
reclassifications from operative «o nonomerative status of Prop-
exties if book values foxr the land were in excess of $100,000,
in time for the Commission to deternine if it has any objection
to the reclassification. We will adopt 2 modified procedu:é of
this tvope to avoid £Lfuture disputes of this nature. We will
require Bdicon to file a letter of intent €0 notify the Commission
of planned reclasscifications or sales of land, improvements,
intangibles, or minerxal richts with boolk values or appraised
values in excess of $100,000 indicating the proposed accounting
Teatnent. ' _

+ would be inequitable and unreasonable to use
hindsight to change the WF accounting rules 4O years later
as proposed by TURN. Furthermore, disallowance of return on
Edison's expenditures to control subsidence and related
expenses together with the transfer of WF profits t©o the ECAC
balancing account would be confiscatory.
- If we were to accept Mr. Loule's recommendation regarding

future profitcs (assuming a transfer of the oil field eqpipment
at zero cost) it would be equitable to ¢onsider oil field profits
and oil £icld losses. The oil ficld profits are de minfmus
in the tect year because of the relatively low oil price
obtainable for this "o0ld oil" under existing federal regulations.
Likewise, the test year operating expenses for controlling
subsidence are de minimus. '
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We will not reverse the nonoperative status of Edison's
or ASIC's participation in the WF. However, to the extent that
the WF operation resulted in expense and capital expenditures %o
Edison to control subsidence, these expenses and the capital
requirenents on this plant should have been and should be below
the line items charged against the WF operations in lieu of
damages which Edison or ASIC c¢ould have sought if théy had not
participated in the WF operation. Edison's shareholders profited
from the WF development and its ratepayers paid the tadb for
additional costs related to that development. We will disallow:
any revenue requirement for test year 1979, or in the future,
related to controlling subsidence at Edison's Long Beach plant,
but we charge Edison with the respomsibility of seeing that'any
necessary work to prevent subsidence is carried out. We will

not require Edison to include net profits from the WF in Edison’s
other operating revenues.
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3. ZXPENSES

General

Testimony and exhibits of estimates for 1978 and
test year 1979 were presented by Edison and the Commission
Energy Commission witness testified on program elements in
management, customer ;ervice, and informational expenses. .,

Wace Adjustment (for 1979 waze Increase)

Edison's payroll expenses and capitalized labor esti-
mates reflect cumulative 7 percent increments in wages and
salaries in 1978 and 1979, which are equal €0 a 1l4.49 percent
increase over 1977 wage levels. The staff showing included
Edison's wage adjustment £for comparison purposes in 1978 and
1979, and then backed ocut the wage adjustments because settle-
ments had not been reached between Edison and the Edison employee
unions. The Commission staff did not challenge the reasonableness
of the proposed increase or challenge the reasonableness of
existing or estimated salary levels.

The staff argues that since wage agreements have not
been negotiated for the 1979 test year no allowance should be
nade £or such speculative expenses, which if not incurred, could
result in a windfall for Edison. The staff contends that
Zdison would have no incentive t0 bargain for increases below
the increment and that a 7 percent wage increéase in 1979 would
be inflationary. Staff coumsel argues that supervisorial and
executive salaries be limited to 5 percent increases in 1978 and
1979 over 1977 levels %o be consistent with then announced federal
executive salary increase guidelines (President Carter is now
proposing no increase for these executives) and that in view of
Zdison's work force reductions in recent years and the proposed level
o employees in 1978 and 1979 there is no dasis Zor adding additional

—31=
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supervisorial level or hich levei émployees beyond 1977 levels:
and that no executive salary in excess of $100,000 should be
allowed in Edison’s allowed cost of service. Staff counsel cites
Pacifiec Tel. & Tel. Co. v Public Util. Com. &/ (l965) 62 Cal 24

634, 673=674 and a decline in productivity as evidenced by a more
rapid increasc in cxpenses compared to revenues, €.¢., increases
in customer account expenses between 1976 and 1979 of 42 percened/
as the basis for his recommendation. He suggests that the
Commission should consider basing Edison's rate increases on
propostionate increases in productivity, wnich is consistent with
the s3aff’'s recommendation for an outside management audis.
In D.67369 the Commiscion disallowed supervisory

actually paid »v PT&T becausc (a) there was affirmative
evidence comparing PT&T's operations with those of other divi-
sions of the Amerxican Telephone & Telegraph Compani: (») P2&T
declined +o furnish GSA with specific information regquired for
GSA's study; and (¢) duc to the lack of an affirmative showing
by PT&T. |

The California Supreme Court decision on The Pacific Telephone
and Telegraph Company's (PT&T) appeal of D.67369.

9/ The chairman of Zdison's Board of Directors and chief executive
officer, Mr. J. K. Horton, ified that certain large
lﬁcreafes were very largely uﬁcontrollablc by Egigon.
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In this proceeding Edison's testimony compared its ratio
of employees per thousand customers, which dropped from 5.173 to
4.558 petween 1972 and 1976, to a drop from 7.075 to 6.959 for 20 of
the largestlo electric utilities; illustrated results of its cost~
cutting efforts, including work simplification; described specific
reviews by outside consultants which reduced its costs: and pre-
sented evidence on expanded and/or new (and sometimes conflicting)
regqulatory recuirements, of different agencies, being met by Edison.
The testimony covered Edison'’s public respoases on environmental
concerns, on guestions on future energy supplies, on inquiries
involving its operations and the impacts of its operation, on its
ongoing and increasing efforts to motivate its customers to adopt
a conservation ethic, including good load management practices, and
on its resecarch and develcpment (R&D) efforts to achieve breakthroughs
in new generating technologies. Zdison's testimony discussed its
budgeting and internal review processes. The only testimony regard-—
ing the reasonableness of executive salary levels was presented by
Edison. Edison contends that its payroll tracks inflation, and
that it neceds to pay prevailing salaries to attract competent
personnel, including executive and supervisory personnel, to
implement its programs and to meet its obligations.

We are thus persuaded that the treatment accorded the

executive salary level issue raised in D.67369 is inappropriate
for this proceeding. |

10/ Large utilities with at least a single A bond rating from
Moodys and Standard & Poor's which derive at least 90 per-
cent of their operating revenues from electric utility
operations.
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Furthermore, it would not be reascnadle to require Edison to file
a new application to test the validity of this element of Zdison's
expenses after 1979 contracts are negotiated and/or to create yet
another balancing account to make Edison whole. We f£ind

it reasonable to incorporate a 7 percent increase, with modifica-
tions (discussed below), in 1979 adopred expenses and capitalized
payroll. This results in an aggregate expense of $16,154,000.

It would be appropriate for Zdison's executives to set an
example of wage %nd benefit restraints. Therefore, for ratemaking
purposes, we will limit the payroll increase over 1978 levels to
5 percent for salaries in excess of 340,000 reportable to the
Commission under General Order No. 77-I. This 2 percent adjustment
to reportable salaries of S1.44,000 is deducted in Table I, Summary
of Earnings. The magnitude of this adjustment does not juétify a
breakout of the total executive salary adjustment in the major
expense categories.

Fuel and Purchased Power Costs (FPPC)

though fuel and fuel-related expenses are being taken
out of base rates by this decision, it is necessary to briefly discuss
fuel and FPPC <o arrive at working capital, and for use in determining
overall cost of service per customer class for rate design purposes.

Mr. M. H. XKent, a general superintendent in Edison's Power

Supply Department, testified on Edison's energy costs. Table 8-A of
Zxhibit 13 sets out his estimates of loads and resources available
for meeting Edison’s generating requirements and the related ¢o0sts on
an average-year basis. Mr. Hunt's testimony on the methodology he
followed in developing Table 8-~A provides a reasonable basis for
sevting rates in this proceeding. He estimated total FPPC of
$1,252,573,000, which are now included in base rates and in the ECABF.
This amount does not include all fuel-related expenses contained in
base rates. (See Footnote 3.) '
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" The staff results of operation study does not comtain
estimates comparable to those in Table 8-A. The factors governing
the previously described adjustments to remove FPPC from base
rates also govern adjustments to FPPC.

The staff's sales estimate is higher than Edison's
sales estimate. The staff does not contest Edison's electric
systen loss factor. Therefore, more system power would be
required to meet the staff's sales estimate than to meet Edison's
sales estimate. In oxder to make jurisdictional allocations,
it is necessary to cquantify FPPC expense related to FERC sales.

The staff estimates of FERC fuel and purchased power expenses
are based on Edison's methodology, including the assumption that
fuel oil is used to generate additional system power.

A gimilar rationale would govern the caleculation of FPPC
using adopted sales. A further adjustment to the FPPC is' to substi-
tute gas for fuel oil to reflect the sharply increased gas supply
escimateéa/‘received from Edison's principal gas supplier,-SoCal.
SoCal's gas should be priced out .at the current effective rate. Alr
quality considerations will require Edison to-use available gas supplies.

Edison's oil expense will be decreased and its gas
expense will be increased. These changes will be reflected in
Edison's ECABF. - | : |

11/ The ALJ directed Edison to supply an updated gas supply
estimate, if available, in one of its b;;efs. Edison’'s.
closing brief states that the increase in g§s.supply
would be equivalent to approximately 7 million barrels
of fuel oil.
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TURN's Offer of Proof on FPPC
TURN contends that there are many relevant and material
issues relating to fuel costs and effect on operating cost rates.
that must be determined in the context of this general rate increase
application.
At the first day of hearing in the case-in—-chief, the
ALJ ruled that there would not be cross-examination on the reasonable-
ness of specific items involving fuel costs. The ALJ stated that
TURN was advised on the record at the prehearing conference to test
the reasonableness of fuel costs at Edison's pending ECAC proceeding
(see RT 82). '
TURN blamed financial problems, staffing problems, and
its inability to participate in all proceedings it was interested
in for not appearing at Edison's ZCAC hearing.
~ This decision will exclude all FPPC from base rates. The
Commission can adjust and it has adjusted Edison's FPPC in ECAC
proceedings. Our staff will and other parties, including TURN, may
test the reasonableness of FPPC in an ECAC proceeding. If Zdison's
costs are unreasonable, we will adjust them. We ratify the ALJ'S
- ruling which precluded the examination of ECAC issues in this pro-—
ceeding. However, as noted above, all costs (including FPPC) will
be considered in determining rate of return by customer classes as
a rave design consideration. Cost allocation will be one of the
many factors considered in establishing Just and reasonable base
rates which exclude FPPC.
Power Production Expenses - Excluding Energy Costs (PP-EC)
We are, by this order, eliminating energy costs from base
rates. The Commission staff excluded FPPC and all other energy-
related expenses (except as noted in Footnote 3) to arrive at a

PP-EC based on Edison's energy ¢ost estimates modified to reflect
higher staff sales estimates. '
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The PP-EC. estimates of Edison and the staff, exclusive
of wage adjustments, are $245,094,000 and $229,085,000, respec=-
tively, a difference of $6,009,000. The adopted PP-EC expense
is $§241,582,000.

Mr. Xirchem, a staff engineer, testified on PP-EC
transmission expenses, distribution expenses, and customer accounts
expenses. He adopted many of Edison's estimates when the trend
by account did not differ markedly f£rom Edison's estimates. Mr.
E. J. Bresnahan, a general superintendent of Edisen's Power
Supply Department, testified on PP-EC and on transmission expenses.

Mzr. Kirchem testified that Edison could display greater
flexibility in trending estimates by using past and current
variations to calculate individual expense escalation factors
rather than use 2 uniform increase over 1978: that Edison could
benefit by "using methods similar to a Planned Program Budgeting
System" (PPBS), which would involve f£first-line supervisors in
subsequent planning reviews and permit them to offer alternate
suggestionss that certain 1974 maintenance deferrals have
increased subsequent expenses; and that Edison should conduct
a new detailed study of the economics and benefits of an in-house
turbine repair facility. Mr. Kirchem testified that his estimate
of Account 506, Miscellaneous Steam Power Expenses, is $1,641,000
less than EZdison’s based upon a 1971-1976 trend which eliminated
1974 because the 197L expense was abnormal (nearly double the
1973 expense). He noted that Edison estimated an increase from
34,003,000 in 1976 to $6,873,000 in 1977 (71.1 percenz), while
it estimated further increases of 4.2 percent in 1978 and 6.7
percent in 1979. He testified in Account 543, Hydraulic Power
Generation, Maintenance and Reservoirs, Dams, and Waterways,

1978 and 1979 maintenance ¢osts were higher Dbecause of maintenance
cdeferred from prior years, and that expenses of $204,000 in 1978
and $134,000 in 1979 should each be spread over three years. He

~37-
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also testified that seismic study costs of $825,000 in 1979

should be spread over 10 years, and that various other maintenance
items should be spread over future years ranging from 3 to 10 years
as being more representative of future expenses.

In rebuttal, Mr. Bresnahan testified that it was reason-
able to use an average £.5 percent escalation factor for materials
and services developed by Edison's Power Supply Department in
consultation with its Procurement Division, Finance Organzzation,
and Budgets Division rather than develop individual factors as
was done by the staff. He did not include escalation for non-labor
items where firm costs or contracts were in effect. He testified
vhat Zdison's bovtoms-up method is a modified Zero Base Budgeting
System (23BS) similar to the staff's recommended PPBS; that nomal-
ization of "unusual expenses" is inconsistent with Edison's normal
estimating procedures and would unduly complicate its estimation
of cost of service for ratemaking purposes.

Zdison contends that the staff's testimony concerning
unusually high expenses incurred in the inivial operation of new
combined—-cycle units, including redesign of certain facilities,
i5 in error, and that such costs are normally borne by the manufacturer.

1iquid Metal Fast Breeder Reactor (IMFBR)

TURN recommends exclusion of $§1,055,000 of expense
for the LMFBR because no payment for this project was made in
1977 due to the failure of Congress to act on the projecct, there
is not sufficient evidence to establish a reasonable estimate
of Edison's expense for this activity in 1979, and because
necessary congressional action might not occur before or during
the test year. ‘ ‘
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Mr. Brosnahan testified that in Edison's discussions
with the agency administering the program (FERC) it was advised
that Congress would reinitiate the LMFBR program, perhaps on
a modified basis, and that Edison intends to contribute over
51,000,000 per year to the program to fulfill its obligations
for several years into the future. ' .

The staff's estimate did not make any adjustment %o
nodify Edison's expenditures for the LMFBR.

Edison argues that: (1) TURN's position puts the matter of
protecting Edison's past participation solely at the risk of
its sharcholders even though the program is beneficial to its
ratepayers in terms of the adequacy and cost of its future
power supplies; (2) if the program were to be discontinued,
and the U.S. Government permits recovery by participants making
Prior program expenditures, the ratepayer would be made whole
to the extent that the prior payments had been reflected in
rates; (3) orn the other hand, if TURN's position were adopted
by the Commission, there would be a strong signal to Edison
to decline further participation, and that the bYenefit of its
past participation could be lost and its discontinued partici-
pation might result in a waiver of any rights Edison had to
recover prior program pavments; and (L) the only alternative
to Zdison's continued participation would be as a burden to

its shareholders, which would be'a no-win situation for its
shareholders and should not be permitted. |
It appears that the President and Congress are working
towards a consensus which would contiznue and/or modify current
breeder reactor research programs, which would make more effective
"use of existing uranium resources and reprocess spcﬁt nuclear :
fuel without creating weapons grade by-products. The governqental4
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industry research program is presently tied to the Clinch River
LMFER program. The status of this project is presently uncertain
since Congress did not pass am authorization dill in 1978. Edison
has a contiauing iaterest in production of nuclear power at San
Cnofre and through its participation in the Pale Verde, Arizona,
auclear plants. The development of a reliable spent fuel reprocess~
ing facility, together with a methodology for making more effective
use of existing uranium resources, is a desirable goal. We will
consider Zdison's contribution to specific breeder R&D reactor in
ratemaking. However, it does not apvear that Zdison will be called
upon to make such a contridurion in 1979 and we will therefore
disallow this expense for test year 1979. However, if the expense
is incurred, we will consider an amortization in Edison’s next general
rate case.

Discussion on PP-ZC -

Zdison's planned number of major scheduled generating unit
overhauls will drop from 14 in 1978 %o 4 in 1979. Edison's 1979
estimates reflect both increases and decreases compared to 1978
based on changed conditions and/or new programs. It anticipates
that future dam repairs will result from new seismic studies based
on upgraded standards. Its expenses reflect upgraded air pollution
and nuglear power plant standards, including increased security
Tequirements set by regulatory agencies. The staff's trending or
amortizing methodology does not address changes ocgurring in the
operation and maintenance of both existing and new power plants.
Zdison has responsibly experimented with time intervals between
overhaul periods to optimize costs and systenm reliabzlity under
changing conditions.

Ixhibit 16 shows scheduled and forced generatmng plant
outage rates. The forced ouvage rate for coal-fired units was
considerably higher for four years than for estimated test year 1979.
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The 1977 recorded forced outage rates for nuclear power,
combustion=turbine, and combined=cycle units were higher than
estimated for 1979. We are concerned with the length of outages
of various uwnits. We will require Edison to submit a2 study of
past outages to determine the measures and cost—effectiveness of
such measures needed to reduce downtime of its equipment, and to
evaluate the desirability of greater in~house repair capability.
In D.81919 dated September 25, 1973 in Edison's A.53488
we stated that "...it does not seem falr to amortize certain
relatively routine maintenance charges unless past periods are
examined for similar occasions and the expenses conznected with
those amortized into the test period. . . "L - : \//f

B N -~ —rr —— B R T

O ,_“ﬂ_Other Power P*oductmon Exmense Adjustments
Adopted FERC™ fuel and _purchased power expenses ref*ect L
the FPPC hodlficaxions described above. The staff's est;mateé
| _ of FERC fuel, purchased power, and jurisdictional non-ECAC
. related fuel expenses were made by Edison (using staff inputs).
Edison contends that: (L) the latter item is primarily for
depreciation, ad valorem taxes, and operational and maintenance
costs associated with Edison's fuel oil pipeline and storage system;
(2) the staff’'s estimated sales estimates were higher than Edison's
1978 and 1979 estimates; (3) the staff's estimate for non-ECAC
related fuel expenses was higher than Edison’s estimate for 1978, but
that these expenses were $2,37L,000 lower than Edison's $23,805,000

estimate for 1979; and (4) the staff witmess could not explain this
discrepancy- | |
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Mr. Kent testified on cross—examination that the largest
component of this expense is the fuel oil pipeline operations which
are derived by determination of the cost of operating and maintaining
that system and admitted that this expense has a very indirect
relationship to sales. |

The staff's closing brief finally offered an explanation
that the difference, as explained in Edison's work papers, is due
t0 the jurisdicrtioral allocavion and to interest expenses, associated
with the balancing account, included in the ECAC revenue. However,
these working papers are not part of the evidentiary record. Based
on our review of the record, it is apparent that neither of these
estimates is reasonable. It is reasonable to aversge these estimates;
therefore, we will adopt non-ECAC related fuel expenses of $22,618,000.

Edison's estimate of PP-EC expenses are adopted,. except
for the LMFBR adjustment of $1,055,000 and the other power production

expense adjustments of $1,187,000 resulting in a total PP~EC expense
of $241,582,000.

Transmlssion Txpenses

The transmission expense estimates of Edison and of the
staff, exclusive of wage adjustaents, are $40,532,000 and $.L0,008, 000
respectively, a difference of $524,000. The adopted transmission
expense is $40,532,000.

Mr. Xirchem adopted all of BEdison's estimates, except
for Account 568, Supervision and Engineering, where he reduced
Edison's $2,003,000 estimate by $377,000. TFor Account 573, Maintenance
and Miscellaneous Transmission Plant, he reduced Idison's estimate
of 31,447,000 by $147,000.
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Mr. Kirchem testified that Edison has an excess oi
supervisory and management personnel and that he made the
above-menticoned adjustment TO reflect a more reasonable
level. He used ratios of labor in Account 568 to the sua of
nonsupervisory labor and non-labor expense and materials in
transmission maintenance accounts. o

In rebuttal, Mr. Bresnahan testified that the incor-
poration of other than labor costs in the derivation of the supervi-
sory personnel ratio is inappropriate because the non-labor costs
are a substantial part of total costs which can fluctuate widely. He
indicated that growth of costs in this account result from general
wage increases, and the allocation. of overheads for supervision is
between operation expenses, mailntenance expenses, and plant accounts.
He also testified that Edison's supervisory cost for maintenance of
the Los Angeles Department of Water and Power's Sylmar DC Converter
Station, in which EZdison has an ownership interest, has increased
along with the increase in manpower needed TO operate that station.
He testified that: (1) approximately one-sixth of the dollars in
thiz account is charged directly to the account and the balance
is allocated from overhead accounts in steam, hydro, substation,
transmission accounts on a labor base which includes labor
estimates for all of these activities; (2) for the years 197L
to 1976 the percentage of supervisory labor to zotal transmission
maintenance‘labor varied from 21.0 %o 22.0 percent and the 1979
estimate is at 21.9 percent: (3) his estimate of Account 573 is
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based on a five~year average ¢£f 1972-1976 costs adjusted to a
1976-dollar base; and (L) this adjusted average was escalated
to a 1979-dollar base compared to the staff's method which
escalated the recorded 1972 to 1976 average.

Edison has jusvifiec the reasonableness of its proposed
transmission expenses of $40,532,000 for test year 1979.
Distribution Exvenses

The distribution expense estimates of Edison and,

£ the staff, exclusive of wage adjustments, are $80,742,000
and $80,282,000, a difference of $460,000.

Edison's distribution expenses and customer account
expenses were prepared by J. H. Hunt, a staff services manager
in its Customer Service Department. Edison projects a 2,71l-
aile addition to its distribution system, based on a five-year
average, in 1979. The staff considered that amount reasonable.

The staff's estimate for supervision and engineering
accounts is $295,000 lower than Edison’'s estimate. Mr. Kirchem
prepared supervisory labor estimates using average ratios of supervi-
sory labor expense to total other expense labor for the most recent
six-year period and used trends in supervisory labor expense. His
estimate, baséd on judgement, is less than either of the above
estimates.

In rebuttal, Mr. Hunt testified that some of the
work charged to diétribution expenses is performed by the
Power Supply Department and that such expenses are charged to
distribution accounts to conform £o the Uniform System of Accounts.
He testified that the staff ignored Edison's detailed explanation
of its supervisory allecation methed, which is based on raties
developed from direct assignment of labor into operations,
maintenance, customer accounts, storm-related work, plant
construction, ‘and other minor accounts. The staff, accordingly,

Ly
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linited its review to the supervisory and nonsupervisory labor
expense ratios in particular accounts and ignored the fact that
overheads must follow the work performed.

The staff reduced Edison's estimate for meter
naintenance expenses, for time-of-day (TOD) meter and load
research activities%z/ and has reduced the estimated purchases
of heavy-duty locking meter rings used to prevent unauthorized
removal of meters and prevent bypassing of meters. The staff
evaluated damages to meters as limited in scopeéé/and considers
Edison's estimate as excessive.

Edison's Mr. Hunt testified that a change in street light
replacement cycles {rom three years to five years in 1975 and 1976
resulted in a low level of street light replacement expense for those
years that: (1) his estimate for street light maintenance expense is
based on a five-year replacement cycle; (2) the new, more efficient;&/

high-pressure sodium lamps being installed should be replaced at four-
yvear intervals according to the manufacturer's recommendation; (3)
the replacement program now includes replacement of photocells

at the time the lanps are replaced to increase electrical

efficiency, although at greater distribution expense coét:and (&)

12/ These activities have resulted in a substantial decline in
system energy losses.

13/ In D.89329 dated September 6, 1978 in C.10457 we found that
from 1973 through 1977 41 meters were lost in an apartment
complex through accidents, damage, and theft or other acts
of vandalism. The complex contains l4 four-unit apartment
buildings served by Edison.

The new lamps and a 20,000 unit-per-year replacement of
incandescent and mercury lanmps with sodium lamps, not

reflected in Edison's estimate, will reduce street light
energy sales.
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photocells were reclassified from an item of plant to an item of
expense in 1977.

Mr. Hunt testified that: (1) Edison's maintenance and
meter account includes repairs to TOD meteriﬁg_and special lock
rings; (2) lock rings were first purchased and installed in 1976;
(3) such lock rings are now being installed routinely in many areas
and this will be a continuing expense; (4) repairs to the TOD meters
and load survey equipment, used to implement programs mandated by
the Commission, are increasing and will continue to increase beyond
the test year as more customers are converted to TOD séhedules as
directed by the Commission; and (5) it is not appropriate to normalize
such expenditures. o

Edlson has Justzfied the reasonableness of zts projected
distribution. expenges of 380, 7&2,000;£or 1979.

15/ (Footnote No. 15 is not used.)
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Customer Accounts Ixvense

The customer accounts estimates of Zdison and of the
staff, exclusive of wage adjustments, are $L6,065,000 and
$43,875,000, respectively, a difference of $2,190,000 at present
rates.

The adopted customer accounts expensé is $43,9%1,000 at
present rates. | '

The staff reduced Edison's estimates for supervision by
3229,000, for customer records by $1,430,000, for uncollectibles
by $365,000 at present rates ($906,000 lower at proposed rates),
and for miscellaneous customer accounts by $166,000.

Adjustment of Sumervisory Exvense

The staff's supervisory expense adjustment, based on the
methodology deseribed in distridbution expense, supra, is not per-
suasive. However, it will De reasonable to reduce Edison's estimate
by $100,000 to reflect supervisory savings related to the expense
reduction in customer records and collection expense described below.

Ad justments to Customer Records and Collection Exvense

Zdison's customer records and collection expense include
costs for a new leased computer system known as customer information
service (CIS). Mr. Xirchem testified that he expects CIS-related
cost savings due o improvéd customer record storage, greater avail-
able calculation capacity, and improved information retrieval capacity,
and that because of CIS Edison should realize major benefits in
new construction and in operation of the distridbution system. He
testified that Zdison could not provide him with a cost~benefitv
analysis of the CIS system. He proposes a $1 million reduction to
normalize expenses related to the CIS system over a three~year period.
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Mr. Hunt testified that: (1) the CIS system should
eventually save approximately $1,350,000 in labor expense, but
not in 1979 the first year the system would be fully operationals
(2) the data provided by the system is more refined than the
systen it is replacing; (3) in addition to existing information,
Edison would be able to supply a customer with his XWh use-per-
day nistory without making return calls to resolve disputes and
t0 assist customer efforts in adjusting electric consumption;

(4) there are higher initial and ongoing training expenses
associated with the implementation of the CIS system; (5) life-
line information, appliance data, TOD metering, and other new
requirenments have mandated even larger data files for the use
of Edison's customers; (6) he anticipates the new CIS systexz
will help stem these rapidly rising costs, but that there would
not be any decrease in the near term future: (7) Edison is
studying ' the possibility of acquiring rather than leasing the
CIS system; and (8) Edison would initially use the CIS system
€0 process on~line inquiries, then process on-line service orxders,
and fina_ly process new cusvomer accountzng systems.

GSA céEEZ;E; that there is mo evidence eéESEEEEZEang ,
ustomer dissatisfaction with the purportedly outda.ed manual
systen and that _the ratepayers are being asked to pay an annual fee of
S4o5 million for an_Edison_vice president's admiss ionwtp”tcpmpuperfnu,_
land”. GSA believes that absent any proof of cost Justification
oF Necessary correction of service deficiencies, the entire
expense should be disallowed.
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Edison has justified its need for the CIS system to
carry out its expanding responsibilities. The staff's amortization
of CIS expense is not reasonabdble. The staff's estimate does not
reflect any increase in meter reading or billing expenses to
process the customer accounts tied to the higher staff customer
estimate. ‘ _

Zdison's Account 903 labor expense estimate has increased
from $17,841,000 in 1972 to $20,014,000 in 1979. The $20,014,000 is
$538,000 higher than its escalated 1978 labor estimate of $17,841,000
(increased to reflect a 7 perceant wage increase and Zdison's estimate
of a 2 percent increase in customers with no productivity increase),
and $334,000 above a similar escalation using adopted customers.
Thus, rather than decrease expenses with the CIS system, Edison’s
labor estimate shows a 3$334,000 increase. Most of the potehtial
51,350,000 cost savings from the CIS system should be realized
in 1979. Therefore, we will adopt a $1,400,000 reduction in Edison's
customer records and collection expense, exclusive of the postage
expense adjustment described below and the related $100,000
reduction in supervisory labor described above.

The staff reduced Edison’'s postage expense by $430,000
because an anticipated postage increase was not then final.

Edison's closing brief states that its net postage rate had
inereased from 12 cents to 13 cents per letter rather than to the
14 cents it estimated. Based on the adopted number of customers,

Edison's estimated postage expense should be reduced by $215,000.
Uncollectible Exwense

The staff’s uncollectible expense ratio, based on 2

later five-year running average percentage than Edison's ratio,
is adopted. The adopted uncollectible expense reflects adopted
revenues. |
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Miscellaneous Customer Accounts Ixopense
The staff proposed a reduction of $166,000 of mis-
cellaneous customer accounts expense based on a review of
functional data for 1974, 1975, and 1976. Mr. Xirchem noted
an "enormous increase" of 185.6 percent in 1975 over 197L and
a willingness by Edison to stabilize these expenses in its 1977,
1978, and 1979 estimates. He "believes that the relatively
recently identified items can be held under closer scrutiny
and that further study will identify more items in miscellaneous
that can be controlled.” s s e prnnse e
Mr. Hunt testified that- (1). most..of the 185.6 percent- .
ingrease in miscellaneous customer account expenses in 1975
was primarily due to a transfer of existing accounts previously
treated as general overheads which were now being charged by
area of responsibility (i{.e., expenses were charged to the
. activities generating the costs); (2) it was necessary to
develop a method for assigning standard industrial classification
(SIC) codes to nonresidential customer accounts to meet the
requirements of the Energy Commission; (3) the initial SIC
coding cost was $391,000 imn 1975; and (4) this cost was
expected to drop to approximately a third of the initial level.
Edison's adoption of area of responsibvility accounting
_should result in better budgeting and ratemaking esvimates by __ .
functional activity. Edison's estimate o* m;scellaneous customer
expense is reasonadble. T T e e e
Energy Management, Customer Service, and Informational (EM) Expenses
EM expenses include activities which encourage con-
servation and load management including the cost of supervision,
lavor, and administrative costs of staff and field perseonnel who
plan, implement, and monitor conservation and load management
prograns, together with related material and advertising costs.
The Commission staff recommended adeption of Edison's EM estimate




A.57602 EA/fc [ow

of $20,000,000, exclusive of the wage adjustment, and recommended
certain changes in program activities. The Energy Commission
recommends expansion of all cost-effective EM activities. TURN
contends that there is no evidence to support the reasonableness
of the cost of Edison's conservation programs and recommends

that they be disallowed. We will discuss the conservation. issues
and the positions of the parties, in a separate section of this
decision, which led to our adoption of the $20,000,000 requested
by Edison for test year 1979.

Administrative and General (A&G) Expenses

The A&G estimates of Edison and of the staff are
$132.368,000 and $116,554,000, exclusive of wage adjustments,
a difference of $15,814,090. The adopted A&G expense is $125,295,000
T3t present rates and $126,319,000 a2t “authorized rates, all modified T
‘ o eme-to-exelude energy-charges from: franchise. requirements.-- The - —eome o

witnesses were Mr. Scofield for Zdison and Mr. R. U. Joshi for
the staff. Mr. Joshi's methodology was to look at the last rate
case he worked on, to look at each individual estimate in this
case, to try to understand what went into each functional account,
and to prepare a least square trend adjusted to both wage and
material increases for each of 700 functions in A%G expenses. He
testified that if there were no changes in activity in a par-
ticular functional account, the adjusted trend should been a hori-
zontal line on a comstant dollar basis. He noted a predominant
upward expense trend in these functional accounts. This informa-
tion was used as a launching point (rather than as an end point)
for further studies. He and his colleagues talked to 20 of the
people who developed Edison's estimates in all areas where there
were significant changes whether up or down, and they sought

out the basis for changes in a particular function and the
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underlying reasons for making “he change. One of the main areas of
the increase in expenses resulted from increases in local, state, and
federal regulatory requirements. He then reviewed the answers to his

e we e mim MR e § R AR s e SR

_Questions, Zdison's estinmates, the underlying work _papers behind
Zdison's estlmates, an operational audit report, the latest recefded
data, and Edison's revised thizd quarter 1977 budget estimate
for 1978 and 1979 (which was subsequently approved by Edison's
management and nade available to Mr. Joshi in the third week of
December 1977). He developed his estimates in early 1978.

Mr. 6. ¢. Infante, a staff financial exanminer, recommended
seven AZC adjustments. Mr. Joshi concurred with three adjust-
ments. Mr. Joshi did not make an adjustment for site—tour
expense or Vidal generating plant amortizationéé/" The test
vears, and made no expense adjustments to linmit first-class
air fare expense to £lights loRGEr than three “howrskl/ T
or for charging ratepayers for nonutility-related £lights made
by the ¢corporate aircraft. =Edisen, the staff, and TURN briefed
A&LG issues. |

There are 12 areas of difference between the estimates
of Mr. Scofield and Mr. Joshi which are deseribed in the following
paragraphs:

A%G Salaries, A&ZG Exvenses, ané A&G Transferred-=Credit

The staff's estimate is $1,951,000 less than Edison’'s
estinmate. The staff's estimate reduces Edison's estimate of a
2 percent increase in A&G employees to 1 percent, transfers a
larger portiom of the data processing department (DP) costs to
other departments than Edisonidi&ﬁ“éﬁaffeaﬁaegwEﬁéfﬁétivities of

16/ Edison did not include a Vidal nlant amortization in its
1979 test year.

17/ Vr. Treacy indicated Edison's expenses increased $3,000-8L,000
for first—class fares in 1977 (RT 1279). Infante com:end..,
that the 2%&-hour limit used by Edison is too shorv.

53~
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Edison's conservation and community services and customer
sexvices employees. The staff's estimates are higher than
Edison's for quality assurance, engineering and construction,
office services, building services, c¢laims, and reVenue‘require-
ments. The largest staff reduction is $1,640,000 for DP.

Mr. Scofield testified that his test year estimate
includes an annual lease cost of $1,110,000 for a second IBM
370/168 computer and a further additional cost for a new smaller
computer, but after he made his estimate Edison leased a third
IBM 370/168 computer instead of the smaller computer. He testified
that the computers were used for new and expanded programs and
enumerated major projects. He contends that there was no '
study of ratepayer benefits related to added computer capacity
because so much of the need f£or the computers relates %o
increasing regulatory reqpirements%é/such as the development
of a continuous property records system (RY 1313).

Edison further contends that Mr. Horton's testimony
and the employee=per-customer data contained in Exhibit 98
show that it is continuing to decrease its ratio of emplovees
to customers, although it should be obvious that such decrease
cannot go on forever. Edison contends that the combination of
annual customer increases of 2 to 3 percent, annual sales Llacreases of -
3 ©0 L percent a year, and further inflation costs in the range of
7 to 9 percent a year (just to perform the same level of
activities) results in a compound growth in total A&G expendi-
tures in the range of 10 to 13 percent per year.

18/ State and federal regulatory requirements included in ASG
expenses increased from $4,950,000 in 1976 to an estimated
$9,157,000 in 1979. (See Exhibit 98.)




A.57602 EA/ka *

Edison's new and cxpanding responsibilitiec call
for more people and cquipment. Nonetheless, we conclude that
an adjustment to A&G expences is appropriate to reflect increased
productivity. However, Mr. Joshi's proposed adjustment is excessive.
The adopted AkG salaries and expenses are 31, 000, 000 below Ed:....on's estimate.
ALG prcﬁueu transferred to plant and clear¢ng accounts
reflect, in part, the ass;gnmcnt of certain pergonnel 4] conutructlon
or to operations and maintenance activities. Based on adepted
test year expenses and plant additions, (but not the weighing . | ‘v/
of replacement plant and plant installed to‘mcet cnvironmcnxal
requirenents), it is apprOprmatc that we adopt Edison's A&G
expenses transferred estimate.
Emplovee Pensions and Benefits

The staff's peonsion contribution estimate is §1,752,000
less than Edison's duc to the differcnce in A&G employees, supra,
to the staff’'s usc of 2 later accrual rate set by Edison's actuary,
differences in estimates for safety mecetings, medical costs,
and for employee relations. The staff also cctimates 2 $2,550,000
reduction in pension benefits in Account 926. Edisen's pension
benefiss are negotiated on a five-year cycle. Mr. Scofield
estimated a higher than average increase in 1979, the first full
vear following reopening of negotiations on such benefits. Edison
argues that the staff used the same 1 percent increasce of people
roceiving benefits as it did in numbers of employees, and that

she staff’s estimate fails to take into account the projected
retirenments of its oldex cmployces. '
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We are not convinced that it would be reasonable to
use a higher than five-year average rate for increased benefits.
We will adopt an adjustment of $3,120,000 %o Edison's Account
No. 926 estimate to reflect the later pemsion sccrual rate and

«she staff level of new benefits. Edison's remaining estimates.
are reasonable. '

rranchise Recuirements

Franchise requirements are derived from the develop~
ment of a weichted average £franchise tax ratio and the application
of that ratio to the test year estimates of electric sales
revenues, less uncollectibles, plus permit fees for work done in
streets. The permit fees are not energy related and should be
assicned to base rates. The franchise tax ratio should be the
same for base rate revenues and for ECAC revenues. It appears
that Edison applied a composite ratio of franchise taxes and of
permit fees to base rates and ECAC revenues. Therefore, we
will apply the higher staff base rate ratio to adopted electric
sales revenues, less uncollectible expense. The energy-related
franchise tax recquirements and uncollectibles will be part of
the ECAC requirements. The adopted amount is $8,389,000 at
present rates, and $9,305,000 av authorized rates, all excluding
energy COsts.
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Qutside Service

The staff used nine months of recorded 1977 data on.
an annualized basis to reduce Edison's estimate for outside
sexvices by $151,000. Edison contencds that it has already
made substantial reductions in this account: that the testinmony
of Mr. Horton conceraning the development of in-house consultants
and in-house training courses illustrates management's attitude
to minimize cost increases; and that these policies have been
effective and will be ongoing.

Edison's estimate is reasonable and is adopted.

Proverty Insurance, Injuries, and Damages-

The staff increased Edison's property insurance
estimates by $500,000 to reflect updated information on premiums
for boilers and nuclear plant.

The staff reduced Edison's estimate for injuries and
damages by $234,000 based on an expense reduction f£for safety.
meetings. The argument on this issue hinges on whether or not
nmore rigorous and costly safety regquirements are imposed on
Edison by reason of new legislation in the health and safety
field. Edison's position is reasonable. The staff is incon~-
sistent in projecting fewer injuries and in reducing expeﬁse
for training meetings to accomplish that end.

| Mr. Scofield's rebuttal testimony contends that the
staff has been incomsistent in its updating to reflect 1977
recorded data on its estimates, since the staff used an updated
ratio for uncollectible accounts based on a more current five-
vear period than was available to Edison at the t:i._me of £iling and
that if comsideration is given to the uncollectible update,
similar consideration should be given to those portions of
Accounts 924 and 925 which relate to amounts of self-insurance
reserves for property damage, injuries, and damages, respectively.
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He testified that property damage in the various operating expense
accounts would increase by $828,000 using the 1973-1977 average as
opposed to the 1972-1976 average of Edison accepted by staff
witnesses and that the charge for injuries and damages using the
1973=1977 average adjusted to curreat price levels would increase
its expenses by $61.,000.

Mr. Scofield's rebuttal does not comstitute a major
update. It is reasonable to reflect the latest recorded information
for making this type of adjustment. Therefore, the adopted property
insurance expenses and the injuries and damages expenses total
810,459,000, which incorporates the staff's upward insurance
adjustment of 3500,000 and includes all of Mr. Scofield's adjustments
to self-insurance reserves in these accounts (based om 1973 to 1977
data), rather than spread the changes in self-insurance reserves to

the various expense accounts. (See page 6 of Exhidbit 10l.)
Regulatory Cost :

The staff reduced Edison's regulatory expense estimate

of $343,000 to $247,000, a difference of $96,000 based on fewer
hearing days in this pbcceeding, issuance of this decision in
1978, and a drop off in expense when no rate case is pending.
Edison contends that it appears before other agencies.

There is a need to0 arrest the trend of increases in
regulatory expenses. (See Footnote 18 on the impact of regulation
on Edison's A&G expenses.) With this in mind, we have instituted
an expedited complaint procedure to lessen expenses to all parties in
processing smaller formal complaints and our Consumer Affairs Branch
is developing new procedures to resolve more disputes on an informal
rather than on a formal complaintbasis. We also direct our staff to
work with Edison, FERC, the Energy Commission, and other agencies
which share jurisdiction with this Commission on various aspects of
Edison's operations and with interested parties to determine
what information is necessary, what simplification in requests
is possible, and whether common formats can be worked out for
getting information in areas of chared responsibility to’ reduce
expenses charged o Edison's\cuspomers and to reduce governmental
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expenditures. Califormia’s citizens have voted for curtailment
of unnecessary govermmental expenditures.

We will adopt the staff's adjustment. Substantial
savings of expenses in other operating expense accounts will

+ ————_—n k. b e s A

occur due to the above-described actions already taken and zf

—-— -redundant requests—from-several- regulatorrauthomties“can ve
_curtailed.

Mlscellaneous General Expense

S g cde - ——

e ant M kA ——— nra e B s T Uy PP,

The miscellineous genmeral expense éstimates of Edisen ~ T

and of the staff are $19,896,000 and $13,842,000, respectively,
a difference of $6,054,000 which includes reductions of
$4,967,000 for R&D contributions to the Electric Power Research

Institute's (EPRI) research program, $94,000 for Edison Electric
Institute (EEI) advertising and 20 percent of other Edison

contributions to EEI, of $325,000 for domations and scholarshfps,
and of $240,000 for dues and donations.

Mr. Joshi testified that his $4,967,000 reduction
reflects A lower 1978 assessment of Edison by EBRI, an. electrical
trade association, and that he evaluated the reasonableness of
Ediscon's R&D projects by the criteria based upon the following
language in D.86595 dated NMovember 2, 1976 in SoCal's A.55345:

"SoCal should consider future projects suggested
by the staff evaluation of its conservation pro-
gram in €.9642 in planning future R&D prograns.

"SoCal should continue to supply the staff with
data on existing and proposed R&D projects on
January 15th of each year and should indicate
whether the activities would assist in its
conservation efforts, in envirommental improve-
ment, in pollutzon control and in improving
its operat;ons. The data should include
information regarding the engineering
feasibility, cost-benefit ratio, and other
potential benefits for each new project. The

=50=
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staff should evaluate the R&D projects and
prepare a memorandum to the Commission with
its preliminary recommendation on the reason-
ableness of the R&D projects for ratemaking
purposes. Staff evaluation of the reasonable-
ness of the R&D projects should be judged by
the gquidelines listed below:

"l. The project should support the R&D
objectives of SoCal and the Commission.
SoCal must comply with the then existing
environmental regulations. \

"2. The project should lead to environ-
mental improvement and/or increased

safecty.

“3. The project should support the
Commission's conservation objectives
and promote conservation by efficient
resource use, and by reducing and/or
shifting system load.

"4. The project should help to develop
new resources and/or processes and to
advance supply technology.

"S. The project should help to improve
operating efficiency.

"6. SoCal's priority setting process
should minimize expense on those con~
cepts which have a low probability of
success.

"SoCal should provide the staff with an update
each June 1l5th. The report should include the
expenditures incurred for each project and any
changes made to the original R&D programs
included in the January 15th £iling.”
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The staff witness utilized the above-mentioned criteria
in evaluating whether or not to include the projected R&D
expenditures of Edison for test year 1979. He found that Edison's
own programs were well-balanced in areas of resources'developmenx
and envirormental improvement. The R&D reductions recommended
by the staff are for Edison's contributions to EPRI, the research
arm of EEI. The staff witness testified that he also used these
critveria in evaluating EPRI programs and deleted EPRI projects not
conforming to these criteria. '

The staff's opening brief contends that: (1) the EPRI
allocations are largely left with Edison for local research, (2) the
staff's EPRI adjustment was not challenged by Edison and must stand
as a reasonable adjustment; and (3) in weighing the levels of R&D
expenses proposed by Edison, the Commission should note that recorded
expenditures have been below forecasted levels for the years 1974~1977.

Zdison's reply brief states that RZD expenses recorded
in Account 930 are, in fact, higher for those years than projected
R&D expenses in Account 930.

The bulk of the Account 930 R&D expenses are for Edison's
contribution to EPRI, e.g., $7,2061,000 of $8,809,000 in Edison's
revised 1979 forecast. Edison's estimated 1979 R&D expenses in
Account 930 are approximately $5,400,000 above its projected expenses
for the years 1974~1977. EBdison's RZD expenses in other operating

expense accounts were approximately $2, 000,000 below forecas x
for the same period. |

19/ The net amount includes an increase over planned expenditures
of over $7,000,000 in 1974 for sulfate and particulate
reduction R&D expense.
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Edison contends that 34,967,000 of the $5,806,000 staff's
- adjustment to Account 930.2, Miscellaneous General Expense, relates
t0 R&D and that it provided the staff with updated A&G expenses
above the estimates contained in its filing, at the staff's request,
which Show increases of about $3,500,000 for 1978 and of about
$700,000 for 1979. Edison contends that this amount includes
increases in 1979 R&D expenses from $7,L477,000 to $8,809,000, a
difference of 31,332,000, which are shown in Exhibit 92, and that
the staff has apparently ignored these increases.
We will adopt the staff's reduction of 34,967,000 for
contributions to EPRI because these expenditures did not meet the
R&D criteria set forth in D.86595, supra. However, it is reasonable
t0 reflect Edison's planned $1,332,000 program expansion for projects
which meet these criteria in the adopted ALG .expenses.
The staff's suggestion that Edison seek out innovative uses
for Edison's vast Kaiparowits reserves should be implemented-zo
The staff should advise Zdison of its objection to particular
R&D programs or to Edison's proposed commitment to such programs on
a timely basis to provide Edison with an opportunity to reorder its
priorities and to avoid making unnecessary commitments.
Donations and Public Relations
Edison's .$94,000 contridbution to EEI advertising may v’
fairly represent the position it advocates but it does not meet
the criteria we have set forth for such advertising, (see D.86794,
pages 50=51h), and will be disallowed. TURN contends that all
advertising and public relations expenses in A&G and in the conservation
area be disallowed because Edison failed to meet the above-mentioned
criteria because of the lack of required detail in its showing,
and because of an inadequate in-depth staff review.

20/ Edison and the Texaco Oil Company plan to gasify coal for
Possible use at Edison's Cool Water plant.
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‘The staff's $668,000 adjustment for public relations
activities reflects updated wage and cost levels since 1976 but 2o
increase (and possibly a reduction) in the level of public relations
activities from that authorized in D.8679L. The staff also made a
$325,000 adjustment %o eliminate college and scholarship grants.
These adjustments follow our criteria for disallowing donations and
certain public relations expenses. The staff adjustments are
reasonable and are adopted. )

Amortizations ,

The staff did not take exception to any of Edison's '
proposed amortizations for test year 1979; however, TURN did.

Mr. L. 0. Chubb, a supervising plant appraiser for
Edison, testified that a combination of changing load requirements
and cost escalation caused by delays, changes in envirommental
requirements, and continuing envirommental challenges caused Edison
and the other project participants o drop their plams for building
the coal-fired Kaiparowits power project iz southern Utah and that
projected Xalparowits project costs increased from 3450 per kW, |
including transmission, to $1,200 per kW (see Exhidbit 12, pages 3-8
ané 3-9).

He also testified that: (1) Bdison dropped plans %o go

- forward on a proposed high temperature gas-cooled nuclear reactor
plant at Vidal based on its changing energy recuirements and on
increases in estimated costs from $600 per kW to approximately
$1,600 per kW; (2) Edison also studied the feasidbility of comstructing
a larger plant at Vidal, at a later date, %o realize an ecohomy
in scale; and (3) after completion of the new feasibility study
Edison discontinued its efforts to go forward at Vidal. (See Exhibit
12, pages 3-9.) | '
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Ediscn proposed an amortization allowance of $865,000
£rom the Vidal plant in 1978, the £inal year of its write-off,
and a $1,080,000 amortization of its Kaiparowits plant write-off
in 1978 and in 1979. Ix rebuttal, Mr. Scofield testified thatwhile
the amortization period for the Vidal plant had ended in 1978,
Edison's rates never reflected this amortizatioen, and that it
would be reasonable for the Commission to give recognition 'to

this amortization, not iacluded in his 1979 estimate, which is
not tied to a specific time frame, in future rates.

Edison contends that the Vidal abandonment cCost, based
on a five-year amortization period, should be recognized for
ratemaking purposes in this proceeding as well as the Kaiparowits
abandonment cost which the staff did not take exception tos and that
the prudence of its incurring these costs is amply demonstrated
by projected load growth as of the time these projects were being
investigated and it was obviously desirable to avoid additional
expenditures once it had determined that a project was not
feasible - as was the case with both Vidal and Kaiparowits. ZEdison
points out that the Commission has recognized similar abandonment
costs for its Huntington Beachplant for ratemaking purposes.

The s%aff and TURN conteand that Edison's proposed addition of
a 1979 amortization allowance for Vidal would be retroactive ratemaking
and a violation of the Regulatory LagPlanbecause the Commission had
established pdlicy on this issue. Edison provided an offer of
proof on this issue. The ALJ ruled that the Commission had not
established policy on the Vidal plant but had disallewed inclusion
of the amortization because Edison had not previously made an
adequate showing on this issue and that Edison's evidence would be
considered on this issue. The staff cited past Commission decisions
for disallowing the amortization in this proceeding and made no
further review of the issue.
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TURN contends that Edison has not met its burden of
proof as to the prudence of the Kaiparowits abandornment nor does
it reflect the cost savings of the abandorment of this project.

TURN recommends a $1,080,000 disallowance of the amortization for
test year 1976.

We disagree with TURN's Kaiparowits adjustment and will
include the allowance for the Kaiparowits awortization in the test
yvear. ZEdison has justified this expense. :

While the staff objects to the retroactive ratemaking
feature of inclusion of an allowance for amortization of the
Vidal plant in 1979, it has no problem with proposing that a
1977 gain of $1,035,000 from the sale of a portion of its Rosemead
proPertYZl should be amortized over five years.

Edison has the obligation of reviewing the adequacy of
its capacity to meet projected growth in load on a2 timely basis
and in an ecomomical manner. Edison may have demonstrated the
equity of amortizing the Vidal plant in this proceeding. However,
in dealing with operating expenses for a utility as large as Edison,
we determined that going back to a pre-=test year period and attempting
to spread large expenSe increases into future periods was mot |
appropriate. Neither would it be appropriate %o include allowance
Sor Vidal in the test year nor would it be appropriate to amortize
the gain on the Rosemead property into the test year. These
modifications in Edison's revemue requiremexnts are not of sufficient
magnitude %o require such special treatment, unlike our treatment

of nuclear decommissioning costs which are discussed in depreciation
expenses.

21/ Edison centends that the land had never been included in its
plant or rate base or reflected in its cost of service:; that
the land in question was purchased in 1950 for $32,231 and :
was held as nonutility plant by Edison and by ASIC until 19762
that the land was put in Edison's plant held for future use
account for part of 1976 and 1977 as a possible site for
expansion of Edison's general office; but that Edison sub-
sequently used other property in the area for its general

' . office expansion and sold the parcel.

_é5-
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We note that we could approach the -amortization
problen by establishing a reasomable future level for all
types of amortizations for test year ratemaking which could.
include the Vidal amortizatiom, the Kaiparowits amortization,
the Rosemead gain amortization, and a potential gain in a
pending condemnation‘settlement%z/ The approach adopted herein
will provide for the amortization of known items being amortized
in the test year, i.e., Kaiparowits.

Rents

The staff reduced Edison's rental estimates by $260,000
to reflect a2 lower amount for telecommunications rental expense
due to the installation of a new digital dispatch security
monitoring system (which would provide more direct information
about system operations during emergency conditions). Edison
contends that Mr. Joshi did not recognize a transfer of $300,000
due to an accounting change, and that Mr. Joshi misunderstood
the function of its new system, which was to supplement its
existing communications not to replace it. The staff argues
that: (L) just because Edison spent more money for new'sysxéms
does not mean that it is reasonable to allow thése increased
expenses in its rates; (2) Edison adopts new systems, procedures,
and equipment without reflecting any offsetting cost reductions under
old procedures; and (3) Edison's failure to reduce expenses
resulted in a staff A&G productivity adjustment and a staff
recommendation for am outside nanagenent study of Edison's
operations.

22/ This.relates to the taking of Edison's right-of-way to
construct .the San Gabriel River Freeway. Mr. Hughes
- recommends that the procecds of the settlement be applied
"against Edisen's plant balance. We concur.’,

—66-
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The need for effective internal communications to
prévide up~to-date information on what is happening in Edison's
system during emergency conditions (in order to limit the
magnitude or the duration of interruptions of service) justifies
the added expense for Edison's supplementary communications
cystem.

Maintenance of General Plant

The staff proposes a $635,000 adjustment to this
account, 5559,000 of which relates to the Building Services
Department. The staff questioned the reasonableness of
Edison's expenditures for maintenance, such as for unnecessary
lawn seeding.

The evidence illustrates that a reduction of this account
is appropriate, but of a lesser magnitude than proposed by the staff. We
will, therefore, reduce Zdison's estimate by 3300 000 for +his account.

Productivity Adfustment

Mr. Joshi reduced his total estimate of ALG expense,
including labor and non-labor items, by $2,554,000, or 2 percent.
Mr. Joshi testified that if the Commission is going to recognize
a 7 percent wage increase and essentially an & percent inflation

adjustment as proposed by Edison, they chould also consider an offsetting

productivity increase adjustment when they consider the total account.
Mr. Joshi testified that: (1) he sought to find the reasons

for the increase in M&G expenses from the adopted level for

test year 1976 to the proposed level for 1979 ($82,932,000 to

$132,368,000, both on a jurisdictional basis); (2) he questioned
the claim that Edison was doing a wonderful job due to its"

better management decisions and to the use of advanced technology
but he could not find where cost reductions had occurred; and

(3) he reviewed a productivity index developed by the Federal
Government indicating a 4 percent per year increase in productivity
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in the gas and electric industries and modified the factor to a

2 percent increase in productivity because conservation activities
and increased regulatory requirements tend to decrease productivity
(on a cost-per-kWh basis).

Edison contends that: (1) the staff estimate for 1979 does
not reflect post~1976 increases in wage levels or increases
in the cost of other items contained in its A&G estimate'dﬁe ©o
inflation: (2) the staff estimate provides nothing for growth '
in plant, customers, sales, empioyees, new activities, and for
meeting new requirements; (3) the further staff adjustment of 2
percent was made after reducing Edison's estimates by 513,184,000
(10.6 percent), exclusive of the staff's wage adjustment and
franchise requirements (which are based on revenues); (L) this
type of adjustment is comtrary to Commission pelicy; and (5)

A&G expenses are the least susceptible group of expenses to
reflect productivity improvements since they include insurance
premiums and reserves, franchise requirements, medical costs,
negotiated employee benmefits, and increasing emphbasis on R&D.

We have previously adjusted expenses to appropriate
levels for ratemaking purpeses to0 reflect productivity gains.

The staff has not demonstrated the reasonableness of making a2
further productivity adjustment.
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Depreciation Expense

. Staff counsel and TURN challenged Edison s depreciation R
- rates whxch Edison changed because of revised salvage values.
The witnesses on electric plant, depreciation expense
and reserve for depreciation, and rate base¢ were Mr. Chubb, for
Edisen, and Mr. M. Radpour, for the staff. Their differences
in depreciation expense relate to the differences in utility
plant estimates. The adopted depreciation expense is $175,238,000.
Mr. Chubb testified that Sdison used the average ”
service lives reflected in D.86794, and that Edison made a com-
prehensive salvage study and a detailed engineering estimate
of decommissioning costs for nuclear generation plant, then
developed composite depreciation rates by class and subclass
of plant (vhich were used to compute depreciation expense)
because future plant estimates are not made on a prime-account
basis. - He testified that Edison followed the Commission's standard
practice U-4 to derive new depreciation accrual rates to recover. the
original cost of f£ixed capital, less estimated net salvage,
over the useful life of the property by neans of an equitable
plan of charges to operating expenses or to clearing accounts, and
that net salvage is the amount received from materials, less
the labor cost, to remove plant when it is retired from service:
and that if the labor cost in removing the retired plant exceeds
the materials salvaged, a negative net salvage is produced
which can only be recovered over the sexrvice life of the plant
by increasing the depreciation rate. He testified that a 1973
salvage study discussed in D.86794 indicated a reduction in’
estimated net salvage: that estimated net salvage ratios for
1978 were developed after a complete review of all plant
accounts; that production.(excluaing auclear plant) trans-
mission, distribution, and general plant were all trended
through 1978 from a l0-year historical data base (through 1975)
for gross salvage and removal cost by plant accounts using
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specially developed computer programs. Salvage ratios were
based upon an analysis of this data; and the study showed

the net salvage expected to be realized when plant facilities
are retired has declined significantly in recent years and that
this is primarily dve to a nore rapid increase in labor costs
compared to salvage values for material. Also, the study
denonstrated the need %o make adjustments to cover the changes
in net salvage, and the indicated changes were so great for

the projected 1978 net salvage ratios for certain accounts that
only partial adjustments were made to avoid teo radical a change
in depreciation rates. Further depreciation rate changes

were made by incorporating 1976 information into the

study base to develop future net salvage pefcentagés for 1979.
He testified that the major reasons for significant changes

in net salvage ratiocs were: (a) trended data indicates removal
costs are increasing while gross salvage values are decreasings
(») Edison would incur substantial decommissioning costs at its
San Onofre nuclear generating station Unit No. 1 based on a
consultant's study; (c) the trended data indicates that removal
COSts anc gross salvage costs are both increasing, but that
removal costs were generally increasing more rapidly: and (d)
there were changes in gross salvage value for fixed wing company
aircraft. He also compared Edison’s conposite depreciation
rates with 50 large utilities. This comparisen shows that
Edison's rates have been below the industry averxage. Mr.

Chublk testified that in many cases newer plant has a shorter
service life due to technological advances or new methods of
meeting service requirements, and that the greatest impact of
depreciation rate changes reflects the realization that
estimated net salvage figures for all types of plant have been
changing rapidiy. He believes the impact of inflation is to reduce
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net salvage values, and he anticipated a trend of further
reductions in net salvage values (which will continue to
require higher depreciatién accrual rates to recover the cost
of plant, less net salvage, over the service life of the plant).
Edison's depreciation rates rose from a 2.9 percent composite
rate for 1974 through 1977 ;ES;EZ};E&':‘_"cjefnf;in_lsja___e;;;d ts T
347 percent in 1979. _

Mr. Radpour reviewed and agreed with Edison's nmethodology
in deternining salvage values. He did not make an independent

review of the reasonableness of underlying elements in the study,
e.g., labor costs.

—— g s r——— 4 = e b

Nuclear Decommissioning Costs

Edison seeks to increase its composite nuclear plant
depreciation rate from approximaiely 3.62 percent to 5.89 percent,
primarily due to the inclusion of approximately $36,210,000 in
estimated future decommissioning costs with respect to San Cnofre
nuclear generating station Unit No. l. When a nuclear plant reaches
the end of its useful life, it must be decommissioned. This
process involves (1) the dismantlement and disposal of the
facility, and (2) site restoration to protect the health and
safety of the public.

Edison engaged a consultant knowledgeable in the nuclear
field to estimate its future decommissioning costs. The con=
sultant's estimate of $36,210,000 contemplates a f£inal shutdown
date at the end of 1997, and restoration ¢of the site essentially:
Lo its preconstruction stage shortly after the year 2023. ﬁ

Under current Internal Reveanue Service (IRS). regulatzonw,
decomnissioning costs are tax deductible only in the year pazd
or incurred because . IRS does not recognize accrugls for future
decommissioning costs as current tax deductions; An estimated
$19,252,000 related to the tax benefit of decomm;es;on;ng costs
is anticipated to be zealized beginning 18 years from now.

!
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Edison proposes to amortize what is essentially a
negative salvage credit over the remaining life of the plant.
This amortization would not be reflected as an expense on its
income tax returm.

Mr. Radpour reviewed and adopted Edison's decommissioning
estimate and methodology. .

Mr. Hughes, a staff financial examiner, testified that
Edison's proposed accounting and ratemaking treatments of the
decommissioning costs give no current consideration to the tax
benefit that Edison will receive at the time of decommissioning.
He recommends that gross revenues be increased only $36,210,000
over the life of the plant to cover estimated decommissioning
costs (or about $2,012,000 per year compared to the annual cost
to ratepayers under Edison's proposal of $4,296,000 pex year).
Mr. Hughes proposes that the depreciation accrual be based upon
the difference between the estimated annual decommissioﬁing costs
ancd imputed tax payment reductions to IRS over the life of the
property divided by the estimated remaining life of the property.
He contends that this net amount of $16,957,000, plus the tax
benefit of $19,253,000 which would be received at the time of
decommissioning, would fully cover the decommissioning expense.
The following tabulation is a comparision of decommissioning
cost proposals prepared by Mr. Hughes:
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Commarison of Decommissioning Cost Proposals
Estinmated Cost to 1997

' ‘Staff
Edison (Finance Div.)

Gross Revenue Requirement over :
life of Property $77,332,000 $36,210,000

Tax Payments to IRS over life

of Property 41,122,000 19,253,000

Subtotal $36,210,000  $16,957,000

Tax Credits at Time of Decom= ,
nissioning (18 years base) 19,253,000 19,253,000

Balance Available for Decom= _
missioning 1/ (line 3 + 4) $55,463,000 $36,210,000

et e——f ey eeeeeletreveht——
Annual Cost to Ratepayers
(line 1 + 18 years) $ 4,296,000 $ 2,012,000

1/ Supposedly this will be available to reduce the
revenue requirement in 1997 or thereafter, depending
on the salvage averaging procedures in effect for
ratemaking in that year.

Mr. Hughes c¢ontends that the straight~line remaining
life concept is the most appropriate method of recognizing the
decomnissioning costs which may ultimately be incurred. He
expressed concern about the possibility of burying decommissioning
accruals in the depreciation reserve account and recommends
that deceommissioning cost records should be kept on an individual
plant basis, either through the use of separate subaccounts in the
depreciation reserve or, as a minimum, by the use of memorandum
accounts, and that as decommissioning estimates become more

- precise for a program designed to dispose of radiocactive materials,
these costs may ultimately become so large and so different from

ordinary depreciation accruals as te require special conditions.
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He also testified that there should be memorandum accounts showing
the cumulative decommissioning costs and the effects on Edison over
the life of the property. For accounting purposes the staff
recommends that decommissioning costs for each nuclear plant be
accounted for on 2 unit basis, i.e., keeping separate and distinct
records for each plant. He testified that while mass accounting

is suitable for similar property units, such as telephone poles oz
meters where the cost of keeping individual records for each unit
would be prohibitive, it is simply not appropriate for lé:ge
dissimilar plant items. Edison agreed that it could maintain records
to identify these accruals.

These staff accounting recommendations are reasonable and
will be adopted.

Edison's Rebuttal on Nuclear Decommissioning

In rebuttal, Mr. Pignatelli contends that the balance
available for decommissioning, $36,210,000, is identical under
both proposals and that the annual cost to the ratepayer would be
$2,012,000 under either proposal because of the reduction in
Edison's tax expenses in the year the decommissioning is incurred,
and that this effect was not considered by M=. Hughes. He stated
Edison's current costs of plant removal are $10,000,000 per yearx,
which are reflected in its cost of service and in the cemputation
of its income tax; and that the $36,210,000 cost does not appear to
be out of line with the $10,000,000 £figure. Edison contends that
as a general proposition it favors nomrmalization, but it objects
to Mr. Hughes' selective treatment for this item which it believes
disregards the revenue requirements associated with these increases
in depreciation expense. He explained that Edison's proposal does
not affect current income tax expense and simply applies the existing
Commission flow-through policy applicable to tax benefits to tax
burdens associated with increased depreciation expense; whereas
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Mr. Hughes' approach simply transfers tax benmefits which may be
realized in the future to current ratepayers in order to maximize
tax benefits and minimize the tax burdens on present ratepayers at
the expense of future ratepayers. Edison contends that Mx., Hughes'
proposal is contrary to sound ratemaking policy and is inequitable.

Position of TURN

TURN attacks the expertise and the quality of the
investigation made by Mr. Radpour and contends that it is not
fair to assess another $16,000,000 in depreciation expense on
Edison's ratepayers as a result of Edison's studies.

TURN contends that the decommissioning expense estimate,
prepared by Edison's consultant, is a self-serving document and
that no portion of Edison's propesal should be adopted in this
proceeding. TURN states that the company and the staff adopted
the consultant's estimate of a service life of 18 years, but that

the study suggests altemmate sexvice lives of 27 and Asgéj years

as well. The selection of a different sexvice life figure will,
according to TURN, better determine the annual cost that should be
collected from racepayers when and if it is justified. TURN points
out that there is no comparable cost experience with which to

compare the comsultant's study since no nuclear plant has ever been
decommissioned.

Position of Staff Counsel
Staff counsel contends that the composite depreciation
rate claimed by Edison represents a substantial and historically

23/ TURN is confusing the completion dates for decommzssxoning
and decontamination with sexvice life.
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_disproportionate ¢rowth in_recent _years, _and that_the evidence .
_berein does not support this rate.” He recommends adoption. T
of Mr. Hughes' proposal for nuclear decommissioning.
Discussion on Depreciation _
Edison prepared a study and demonstrated that past
salvage allowances have been overstated and that its current
estimates are reasonable. If we do not give recognition to
=he need for increasing salvage values at this time, the need
for the adjustment will grow in magnitude in the future. We
will adopt Edison's estimated accrual rates and net salvage
percentages in determining depreciation expense.

Discussion on Nuclear Decommissioning Costs

Tdison made a good faith effort to ascertain the
mnagnitude of potential decommissioning expense £or its nuclear
plant. New regulatory reqﬁirements and inflation will
undoubtedly affect the £inal cost of decommissioning this plant.
Further estimates of the magnitude of this cost should be
made from time to time as additional information becomes
available. This additional information should be reflected
in the remaining life reviews of Edison's nuclear plant to
attempt to recover ultimate salvage costs over the life of
the plant. _

The U.S. Nuclear Regulatory Commission (NRC), Docket
No. PRM 50~22, is a rule-making procedure on decommissioning
cost=s. On December 30, 1977 this Commission notified NRC that
it believed that the establishment of 2 nationwide method of
handling decommissioning costs as proposed in the rule-making
petition would interfere with the ratemaXing functions now
left to the states, and that recovering the decomnmissiening costs
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from ratepayers over the life of the property through straight-line
remaining life depreciation aceruals is preferable to posting bonds
to assure that funds will be available to cover decommissioning costs
as proposed in the rule-making petition. The Commission's comments
to the NRC in the PRM 50-22 make no wmention of the tax implications
involved in this issue.

The federal proposal for requiring the posting of bonds to
cover decommissioning costs does not indicate a disposition on the
part of the Federal Government to pay for such decommissioning costs.
In the event the Federal Government does decide to pay for decommis~
sioning costs, these payments should appropriately be treated as a
positive net salvage which can be utilized in reducing Edison's
cost of operations. ,

It would be reasonable to cossider the future decommissioning
costs of the San Onofre plant at this time on the best evidence
available, i.e., the study prepared by Edison's consultant. The
Finance Division's proposal would shift expense for decommissioning
costs to future ratepayers rather than passing om to present rate-
payers the full expense effect. Imputing a tax savings effect that
Edison does not now realize means, them, that today's ratepayer
would bear less than his proportionate share of nuclear‘decommissioning
expense (as it is estimated at this time). Not only is that result
unfair, but it tends to make nuclear power appear to be less
expensive today than is actually the case. Accordingly; we f£ind
that the test year decommissioning expense estimated by Edison and
the Qperations Division to be reasomable. |
Taxes QOther Than Income

The staff's estimate for ad valorem taxes uses lower tax
rates based on 1977 recorded data. Edison concedes that its estimate,
which includes an increasing trend Iin property tax rates, was not
appropriate,
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Edison argques that we would err in assuming that
reduced property tax burdens on business properties resulting
from the passage of Article XIII-A to the California Constitution
(the Jarvis=-Gann Initiative) would not be offset by other tax
increases, and that no action should bhe taken until further
clarification of the total tax situvation develops.

Edison has filed Advice Letter No. 470-E effecti&e
September 1, 1978 to reduce its electri¢ rates by 0.078 cents
per XWh in accordance with D.89130 and D.89175 in OIT 19 and
has established a "tax initiative balancing account*. We will
reduce Edison's estimate of ad valorem and miscellaneous’property
taxes of $121,224,000 to $58,529,000 by using the 1.25 percent
California ad valorem tax rate reflected in Edison's Advice
Letter No. 470-E as applied to adopted taxable plant in California.
The tax initiative balancing account factor should be eliminated
at this time. The balancing account will be further adjusted
when actual ad valorem taxes have been identified.

The adopted payroll tax of $12,348,000 reflects the
adjustments to payroll adopted herein and reflects the current
soclial security base of $22,900 and social security tax rate
of 6.13 percent for tax in test year 1979.

Income Taxes

Mr, J. S. Pignatelli, Edison's manager, and Mr. Joshi
both ¢alculated income taxes based upon statutory tax rates
and arrived at estimated taxes of 525,160,000 and $51,573,000,
respectively. There was comsiderable disagrecment between
Edison and the staff concerning the appropriate tax treatment
for certain items where Edison was challenging IRS-polidies,as
well as differences due to the higher s+4aff estimates for
operating revenues and lower estimates for operating expenses.
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In addition, both Mr. Pigmatelli and Mr. Angerbauer, a staff
accountant, testified on effective tax rates based on the T
consolidated income tax return of Edison and its subsidiaries.

We will £irst deal with issues related to differences
" in taxes at statutory rates, excluding those flowing from the
previously discussed differences in revenues.and'éxpenses-
Liberalized Depreciation
The differences are in the allowance for liberalized
depreciation which relate to depreciation on weighted average
plant. The adopted deductions for liberalized depreciation of
$195,230,000 for federal income tax and $179,740,000 for California
Corporation Franchise Tax (CCFT) reflect depreciation on adopted
weighted average plant and the applicable tax laws.
Interest -Charges

The staff's estimate of interest charges is $2,671,000
higher than Edison's based cn a higher interest rate in the

staff's later estimate of weighted average long=-tern debt of 7.08
percent. The adopted interest expense deduction reflects the
weighted average long-tern debt at 7.l4 percent adopted {in the rate of
return section herein, and the current short-term interest™ ~~ T

-

rate for commércial Papet which is 816 percent.”"Use of a
10,0 percent prime rate is mnot appropriate. - -
Répaif Allowance Expenese
The staff's estimate, which is $11,179,000 higher than
Edison's estimate, incorporates repair allowance figures at the
levels used by Edison in its tax return and adds repair
allowances for hydro and steam plant additions which were not

reflected in Edison's returns. Edison has based its repair
allowance estimate for the test year upon IRS Revenue

Ruling 78-67, which defines expenditures eligible for a repair
allowance treatment (which does not include an allowance

for certain extensions to existing facilities).
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Edison contends that the staff's estimate of deductible
repair allowance reflects Edison's aggressive tax positicon in
deducting expenditures for additions to existing facilities,
which it thinks might be included in an appropriate application
of IRS Code Section 1.167(a)-1ll; Edison points out its pesition
may well be reversed on audit by IRS; and that adoption of the staff's
treatment of the repair allowance, as well as of contxibutions in
aid of construction, would have 2 chilling impact on its incentive
to aggressively seek to minimize its income tax liability. The
loss of incentive, accoxrding to Edison, would result if the
Commission were to tell Edison that its cost of service for
ratemaking purposes will be based on tax liability positions
relating to utility operations as reflected in recently f£iled
returns, even where such returns have challenged IRS rulings,
and that it would be very zeluctant to challenge such rulings
even though it could ultimately benefit its ratepayers in terms
of lower tax burdens reflected in rates for service. .

We are touched by this noble céncern on Edison’s part
for the welfare of its ratepayers: however, we note that if we adopt
Edison's tax position and the IRS disallows the claimed exemption,
Ediseon's shareholders would be protected. However, if Edison's
claims are sustained, its shareholders, not its customers, would
reap the immediate benefits of that deduction.

While we recognize Edison's dilemma in taking an
aggressive stance to minimize its tax expense, we reject its
position that its shareholders should be protected and that its
ratepayers should not benefit from the claimed disallowance on
its income tax returns. Therefore, we will adopt the staff's
approach for this reduction £or test year purposés to protect
the ratepayers' interest. However, we will permit Edison to-
set up a deferred debit in its retained earningS'accqunﬁ to. accrue
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disallowed optional repair allowance tax deductions which were
not considered herein when the issue is £inally decided, and to
permit Edison to seek an amortization of this amount in its next
rate case. This approach is reasonable and would provide a means
of making Edison whole if its tax position is rejected by the
courts.

Contributions in Aid of Comstruction

The treatment of contributions in aid of comstruction
poses a similar problem to that of the repair allowance. Edison
contends that IRS Revenue Ruling 75-557 requires it to treat
contributions for plant to be treated as taxable income. The
Commission's Resolutfion No. FA-569 uxges Congress to consider a
legislative solution to this problem to revexrse Revenue Ruling
75=-557. Edison believes that Mx. Angerbauer incoxrectly interpreted
Revenue Ruling 75-557 as applying only to water utilities and that
the ruling on its face belies this conclusion.Zé/ Edison points
out that the electric industry has attempted to and is continuing
its efforts to secure legislation which would statutorily exempt
such contributions from taxable income in the sawme manner that
such ‘exemptions were previously granted by Congress in the Tax
Reform Act 1976 for water and sewage disposal utilities.

HR 13511, the recently enmacted Revenue Act of 1978,
clarifies this problem by confoxrming the treatment of contributions
of electric, gas, and steam utilities to.that accorded water
and sewage utilities. Customer connectlion fees, i.e., amounts paid:
to commect the customer's line to 2 mainline (but not imcluding
costs for the mainline), are treated as taxable income. Edison
is not now collecting such customer connection fees.

24/ The issue is whether Revenue Ruling 58-555 and 66-353 are
superseded by Revenue Ruling 75-557 for electric utilities.
(Also see U.S. v Chicago, Burlington, and Quinecy Railroad Co.
(1973) 412 U5 401 37 L ed 2d 30 and L. Havutin and 5. Hayutin
et al. v Commission (1974) 508 F 24.)
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~*“Investment Tax Credir (ITC) |
- The staff proposes a 1979 ITC, on the first 4 percent

of eligible plant, based on the staff's estimate of qualifying 1979
plant. The optional repair allowance (discussed above) reduces the
plant base eligible for an ITC. Edison used a five-year average of
the ITC for the years 1975 through 1979, inclusive. Edison's
recorded and estimated 4 percent credits for this period are
$6,754,000, $13,425,000, $17,882,000, $22,179,000, and

$25,700,000, or a five-year total of $85,940,000 and a five-

yvear average of $1.7,188,000. |

Bdison's and the staff's estimates both reflect
ratable flow-through of the 6 percent portion of the ITC.
The total ITC estimates are $18,917,000 for Edison anc
$23,557,000 for the staff, a difference of $6,369,000.

Mr. Joshi testified that the Commission has used 2
five-veary averaging method £or some utilities to smooth out
year-to-year variations of the credit; however, his evaluwation
of Sdison's ITC for the period 1974 cthrough 1979 shows a
»uild up without peaks and valleys.

Mz. Pignatelli testified that it would be desirable
to spread the benefits of the ITC over the life of the plant
thereby providing the tax benefit to the ratepayeru who are
paying for the facility over its operating life. He believes that the
£ive-year average approach for the first 4 pe:cent-cred;t is

a step in that direction, and that lt is inconsistent to
normalize the ITC when normalization ‘would benefit the rate--
payers and to use the test year ITC when that would benefit
the ratepayers.
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The staff contends that its treatment of the initial
4 percent credit is consistent with that adopted in D.86794, and
that Edison was inconsistent in opposing a five-year average of
ITC for ratemaking purposes in its two prior rate cases. The staff
states that adoption of Edison's lower ITC estimate ($6.4 million)
would increase Ediseon's rates by $13.5 million and *the
attendant increased burden of $18 milliongé/on Edison's rate-
pavers." Edison objects to being singled out among major
utilities in not being allowed to use a five-year average of
the 4 percent ITC,and contends that its earlier objection to
the staff's normalization went to applying that methed to the

6 percent portion of the ITC, which it ratably fldwsfth:éudh.
Discussion on ITC

The five-year averaging is appropriate where there
are substantial increases and decreases in the amcunt of the
credit, not where there are year-to-year increases. Therefore,
we will utilize the 1979 ¢redit for the 4 percent ITC based on |
qualifying plant. If in a future proceeding it appears that
there are substantial increases and decreases in the credit,
we would ¢onsider a five-year averaging method spanning the
period from two vears before the test vear to two years after
the test year to provide a more representative sample upon
which to base the credit. |

Conservation Adjustment -

me staff eliminated 2 conservation adjustment treated
as a deduction from taxable income and an offsetting deferred
income tax incorporated in Edison's estimates. The net effect
in both cases has zero impact on income taxes. We will adopt
the staff's treatment since we have eliminated the conservation
adjustment balancing account,

25/ The derivation of this amount is unclear.

~83-
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State Income Taxes

Edison anticipated an increase in the CCFT rate from
9 percent to 10 percent when it prepared its estimates. We will
vtilize the current 9 percent tax xate in the adopted CCFT of
$14,013,000.

Federal Income Tax Changes

The adopted federal income taxes of $30 240,000
incorporate the above-mentiomed HR 13511 tax law revisions,
including a reduction in statutory federal income tax rates,
which will be in effect during the tax year. Edison's rate-

payers should benefit from these tax savzngs.
‘Effective Tax Rates™ . - T

" Background

Mr, Pzgnatell; prepared Edison's income tax es t;mates
and subsecuently prepared Exhibits 18, 18-1, and 19, reconciliations
of Edison's consolidated income %tax returns %o Edison's utility

income taxes for the recorded vears 1972 through 1976 and for
the estimated years 1977 through 1979. He was cross—examineé
extensively on these exhibits and on effective tax rates
incorporated in Edison's amnnual reports to its shareholders.

The issue of whether Edison's consolidated income
tax returns could be inspected by parties other than the staff
was briefed while hearings were in progress. TURN contended
that since Edison is seeking tax expense in its results of
operation, it had no legitimate claim or privilege to prevent
all parties from inspecting its tax returns, and to determine
the accounts and records upon which Edison's exhibits are based
in order to understand the tax reconciliation materials offered
bv Edison. The ALY directed Edison to make its 1976 consolidated
income tax return available to TURN for its inspection to assist
TURN's development of the record, but not the ea;;ier returns
. reguested by TURN. T " '
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TURN did not establish the relevance of its review of '
the earlier consolidated income tax returns to establishment of
a tax expense f£or test year 1979 herein. As indicated above,
+he tax allowance in this proceeding will be based upon the
adopted revenues and expenses, the statutory tax rates, and
+he issue of effective versus statutorv tax rates will be
resolved in OII 24.

Later in the proceeding, Mr. Angerbauer prepared
Exhibit 80, at staff counmsel's request, to develop effective tax
rates. Mr. Angerbauer made no recommendation on adoption of
an effective tax rate in this proceceding.

D.89315 dated September 6, 1978 in A.55509 and A.55510,
Phase II, discusses similar contentions and conflicting positions
on appropriate income tax allowances to those raised herein as
follows:

"Arriving at an estimate of federal and state
income tax expense for a future test year is
one of the most complex and 4roublesome issues
in ratenaking. A test year is an estimated
results of operations, comprised of various
ratemaking revenue, expense (including taxes)
and rate base estimates, which is adopted by
the Commission as 2 basis of determining
prospective revenue requirenment and the
reasonableness of proposed rates. Ve
anticipate the estimated test year components
we adopt will reasonably approximate actual
operating results. But given the multitude
of variables in the real world of utility
operation, we recognize, as does anyone who
observes the ratemaking process, that projected
test year results can never exactly correlate
with actual experience. The income tax component
of +the rosults of operation is particularly
sensitive to many variables. For cxample,
unustal expenses unanticipated when the operating -
expense (non-tax) component is cstadblished will
nean lessz tax liability, becausce more expense
deductions will be available to the utility.
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Likewise, higher than estimated revenues will
mean a higher tax bill. And the situation gets
more complex for energy utilities given the
deferral of expense recovery £or cnergy costs
(Purchased Gas Adjustment and Energy Cost
Adjustment balancing account expense recovery
procedures). Interested parties have expressed
the wview that we should strictly allow for
‘taxes as paid' when setting rates. Arriving
at an adopted test year tax expense estimate
that will zeflect taxes 'as paid', or exactly
correlate with actudl expense during the
prospective test year, is as difficult as
estimating exactly the revenues to be realized
by the utility.

“The ALJ's proposed report poiats out another
complexity. In regulatory ratemaking the

adopted income tax allowance depends on what
types of expense deductions are or are not
considered in arriving at the e¢estimated income
tax liadvility. Appendix 3 is a table (taken

from the ALJ's propesed report) which illustrates

the impact that such deductions can have on tax
axpense.

"The proposed report recommended that PGA&E be
ordered to reduce rates $56.5 million annually,
and make refunds, on the basiz that actual tax
expense differed from the expense allowed in
+the Phase I decision. We arxc of the opinion
chat it would be unreasonabdle to adept this
recommendation, and we will discuss why. We
appreciate the efforts of the interested parties
who developed the record and made recommendations,
which bBrings to our attention issues that should
be fully explored and addressed. Ratemaking, o
operate in the public iaterest, should be based on
estimates that as accurately as possible xeflect
a reasonable allowance £or income tax expense.

"I we were to adopt the recommendations put

forth in the proposed report there could be a
‘substantial effect on post tax intercst coverage
and the utility's earaings. We adopted
reasonable rate of return and retuIn on equity
for PGSE in the Phase I decision which recognized
a certain interest coverage. Further, the rates
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authorized (based on our authorized rate of
return) were determined by our traditional
methodology of calculating and estimating

income tax expense. To unilaterally change

the method used to estimate income tax expenses
without considering the cffect on post tax
interest coverage and roturn on egquity (in a
proceeding where authorized rate of return could,
if warranted, be adjusted) would not be fair or
in the best interests of maintaining financially
sound utilities. Therecfore, Phase II of thesze
procecdings is simply not the forum where we

can nmake drastic changes in calculating income
£ax expense. In fact, a general rate proceceding
involving only one utility is not the dest forum
in which to obtain the most fully developed
record on such proposed sweeping policy changes.
For that reason, we are today issuing Order
Instituting Investigation No. 24, jeining all
major utilities as respondents, to consider
recomnendations similar to those presented in
the proposed repoxt, and other recommendations
on how we should estimate income tax expense

for ratemaking. We expect full participation
by our staff divisions, the respondent utilities,
consumer interest groups, and the financial
community on these important policy issues.
Whatever we adopt as pelicy upon completion of
the investigation will be implemented in
appropriate procecedings affecting each

utility's rates. This procedure is, we again
stress, adepted so that we do not play blind-
nan's huff, with possible adverse ramifications,
on 2 less than adequate evidentiary recorxd.”

Having covered the general background on the complexity
of ratemaking and imcome tax cxpense and the reasons for the
issuance of OII 24, we will discuss specifid woints raised by the
parties herein on effective tax rates.
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Staff Counsel's Position ‘

Staff counsel argues that: (1) the Commission clearly has
the authority amd duty to limit cost of service to actual expenses (see
FPederal Power Commission v United Gacs Pipeline Companv (1967) 386
US 237, 68 PUR 34 321, Citv and Countv of San Prancisco v Public
Utilities Commission (1971) 6 Cal 24 119, and Pacific Tel. and Tel.
Co. v Public Utilities Com. (1965) 6 Cal 2d 634); (2) federal:
income taxes are a legitinmate item of expense and one under which
utilities are entitled to recover in cost of service, but
only at the level of such taxes lawfully assessed and, in fact,
paid by the utilities (see Galveston Electric Co. v Citv of
Galveston (1922) 258 US 38¢; (3) his comments on federal income taxes

. could apply equally te any other tax or any other "phantom” expense;
(4) in the course of evolution of complex tax laws, a serious gap
has developed between the level of taxes claimed by utilities and
allowed by regulatory agencies for cost of service and for the
level of taxes which, in fact, were paid to the taxing authorities;
(3) regqulatory agencies have often provided tax allewances in
rate stouctures that are hased on taxes claimed by utilities rather
<han being related to the taxes as paid; (6) conditions exist
with respect to California energy utilities in areas apart from
the issue of accelerated depreciation (sece Citv of Los Anceles v
Public Usil. Com. (1975) 15 Cal 3d); (7) a thorough exposition:
of the differences between taxes claimed, allowed, and paid is
found in ALJ Coffey's proposed report in PG&E's A.L55509 dated
November 17, 1977; (8) evidence with respect to these differences
and recommendations to more narrowly close the gap between taxes
allowed and taxXes paid has beon made by the Finance Division in
A.55509, in PG&E's A.57284, and in SoCal's A.57639, but unfortunate-
lv ne such showing or recommendations were made on this record:
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(9) Exhibit 80 points out that federal taxes booked and paid per
Edison's consolidated income tax returns fox 1972 to 1976 and
estimated for 19277 show an effective combined federal and state
tax rate ranging from 1l7.8 pexrcent Lo 38.5 pexzcent, whereas Edison
claims a 52 percent rate; and (L0) Edison was allowed $62,831,000
in federal income taxes by D.85294 but paid $11,597,000, and it
was allowed $12,520,000 for California taxes but paid only
$9,852,000, or a total difference between the allowance and the
taxes paid of $60,172,000. Staff counsel's opening brief also
states that: .

“"The foregoing is not the entire picture, however.
For 1977, Edison projects negative federal tax
liability of $54,165,000, for 1978, a negative
$4,562,000 and foxr 1979, a negative $2,262,000.
(Vol. 19, Tr. 1667-8.) Thesc amounts will be
recovered in the form of cash refunds by Edison

. as charges against the 1974, 1975 and 1976 taxes.
(Vol. 19, Tr. 1668-1669.) In the face of these
figurcs, it should be observed that Edison is
seeking $168,000,000 for f£ederal income taxes
at propeosed rates. (Vol. 19, Tr. 1673.) Thus
if Edison's regquest were granted im full, it
would pay no inceme taxes in 1979, genexate a
$2,262,000 refund from earlies vedrs and collect
$168,000,000 for alleged taxes during 1979.

"That ig to be done?

"Staff counsel recommends that a tax allowance
be based on an average of the effective rates
in Table 4 of Exhibit 80, or alternatively that
rates be fixed subject o refund and the matter
reopened with directions to the Staff to make
showings seeking to egqualize taxes claimed and
paid - [1]
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- Position of TURN
TURN supported many of the positions advanced byzsﬁéff
camsel and reiterated its support of certain tax treatments
contained in ALJ Coffey's proposed report in A.55509 - which
were not adopted by the Commission.
Pogsition of Edison

Edison's response to the above-quoted position of staff
counsel -is-as follows:

*As we suggested earlier,...perbaps the best
example of Staff counsel's lack of objectivity

or expertise in this highly technical area is

his conclusionary statement comparing the negative
Federal tax liability estimated £or 1979 of

52.3 millgon based on present rates with the

5168 (sie”) million included £or income taxes

at provosed rates. He states: 'Thus if Edison’s
request were granted in full, it would pay no
income taxes in 1979, genmerate a $2,262,000: .
refund from earliex years and collect $168,000,000
(sic) for alleged taxes during 1979.' Obviously,
if Edison's rates are incrcased by an amount
producing increases in revenue of $316 million
for the test year 1979, its taxes estimated on
the basis of present rates would change. To
state that the taxes estimated at present rates
will be the liability the Company incurs after
receiving the additional revenue resulting £rom
the proposed rates is so erroneous on its face as
to require no further comment. At the very least,
it demonstrates the complete lack of reliability
in any of Staff counsel's recommendations. They
should therefore be disregarded in toto.”

1"

5/ He apparently meant to refer to 186 million :
(Ex. 13, Table 20-8)."
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4

Edison contends that in ¢iting Federal Power
Commission v United Gas Pipeline Company staff counsel ignores
the U.S. Supreme Court's recognitior in that same case of the
propriety of separating regulated and unregulated activities:
as follows: ‘

*The determination of the allowance (for taxes

as a cost of service) as a general proposition

is obviously within the jurisdiction of the

Commission. Ratemaking is, of course subject. \/’
£o the rule that the income and expense of

unregulated and requlated activities should be
segregated.”

Edison also cites the FPC ruling in Re Florida Gas
Transmission Companv (1972) 47 FPC 341, 363 which states:

"In our opinion a utility should be regulated

on the basis of its being an independent entitys
that a utility should be considered as nearly as
possible on its own merits and not on those of
its affiliates.”

Edison also argues that taxes properly includable in
cost of service should be those based on the revenue, expenses,
and plant included in cost of service and on applicdble tax laws,
and that Edison provides its customers with the tax benefits
associated with accelerated ' depreciation which was the subject of the
telephone cases cited by staff coumsel. Edison states that these
telephone cases and referemces to the ALJ's proposed report in PG&E's
then pending rate case are clearly not applicable to the issues
being discussed herein and should not be given any consideratiopt
Edison argues that the testimony of staff witness Angerbauer demon-
strated that the difference between the level of taxes adopteéd in ‘
D.85294 and the taxes actually paid in 1976 resulted from .recorded net
income before taxes being substantially under the net inconme ‘
before taxes reflected in the %test year estimates, which were
based on the authorized rate of return, and £from the inclusion
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in the comparison of substantial tax benefits whicﬁ are £flowed
through to the ratepayer under other procedures approved by this
Commission. Further, Edison believes that Mr. Angerbauer demomnstrated
a lack of support for the staff counsel's recommendation regdrding
the ratemaking treatment for state and federal income tax purposes,
either on a regulatory principle or on an accounting p:incifle
and that Mr. Angerbauer, in fact, testified that the effective
tax rates contained in Table 4 of Exhibit 80 were irrelevant, and
that Mr. Angezbauer testified that if the net-to-gross multiplier
is 2, Edison would pay an additional 50 cents in income taxes
for every additional dollar authorized by the Commission. Edison
notes that the effective tax rates contained in its annual reports
are based on FPC reporting requirements which include deferred
taxes, book income, and other items which midke them inapplicable
to the Commission's ratemaking procedures.

Discussion

There is indeed a problem of equitably determining a
proper tax allowance given the complexities of current tax law. The
issue of whether to base taxes based on effective tax rates as opposed
to statutory tax rates will be aired further and more thoroughly in
in OII 24. However, it is patently unfair to chastise Edison for-
receiving a tax expense windfall in comparing recozded information,
including taxes related to the level of the ECAC balancing account with
the pro forma dase rates established in a decision which was not
in effect until after the test year. (Partial rate rellel was
in effect during the test year.) If we base an analysis on

phantom taxes which are based on phantom income as a basis for

setting rates,‘we may find utilities providing phantom sexvice.
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TURN's allegation that therc is insufficilent evidence
on this record to make a lawful and proper assessment of taxes
for the test year is unsupported.

TURN also argues that the effect of the ECAC allowance
should be estimated and reflected in the tax allowance. We
have excluded income tax impacts from the ECAC procecure. " Edisen
will pay additional income taxes when the balancing account is
positive and will pay lower taxes when there is a negative
balance. ‘ ,

TURN desires that all of the tax benefits of Edison's
subsidiaries accrue to Edison's ratepayers. This issue will be
considered in OII 24. The issue poscd in our discussion of the
Wilmington Oil Field of whether both profits and losses should.
be considered may be germane to that determination.

TURN also sceks to consider the tax benefits £lowing
£mom Mono Power which are considered in ZCAC proceedings.
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Rate Base

The following tabulation shows the elements of the
rate base estimates of Edison ($4,310,900,000) and of the staff
($4,119,800,000), and the adopted rate base of $4r153s3°¥29993m“w_.\/(iw

Tten : %g;f)f : Ldison A.E(Iopted .
tem : z )

. ® B
Rate Base '

apital-Beginning of Year
Plant in Service $5,187,000 $5,199,600 $5, 199 600
Nuclear Fuel 7 400 7 400
CWIP in Operation 71 300 71, 2300 71 300
Property Held for Future Use 65 600 71 100 65 600
Net Additionms: Weighted Average 67, 1200 98,900 98 500
Pollution Control Equipment
(Nonoperative CWIP Year-emd Bal.) 97,100
Total Fixed Capital 5,398, SUU 5,045,400 5,442, BUU

Adgustments
. ustomer Advances for Comstruction

31,200 31,200) (31,200
Total Adjustments ""E’g‘_["‘z'u'o';——{jt‘m'o‘;‘"‘{?fmg R ) 3200 »Z00)

Working Capital S S
fuel Stock - rossil 206,600 214,400 213 200
Material and Supplies. 23 900. a/ 23'9°°b/ 23, 900c/
Working Cash Allowance 15521002/  197.5002) 144, 791S

- Total Working Capital 385,600 . 435,800 34L,89L.

?

Total before Deductions for Reserves ~ 5,752,900 5,950,000 5 796,358{

Deductions for Reserves

Depreciation 1,584,800 1,585,100 1,583,490
Taxes -~ Accelerated Amortization 20 000 0 000 20 000
Taxes - Liberalized Deprecilation 7 400 7, 400 7, 400
Unfunded Pension Reserve 13, 800 . 13, >800 13, 800
Deferred Investment Tax Credit 12 800

Total Deductions for Reserves L EZG,UUU 1,639,100 I,624 355

]
Wage Adjustment (7,100)
Rate Base 4,119,800 4,310, 900 4,168,801

(Red Figure)
a/ Revenues based on 8.80 percent rate of return.
b/ Revemues based on 6.61 percent rate of returm.

&/ Revenues based om 9.60 percent rate of return adopted berein.

"
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‘Plant in ‘Service

"'Edisohuprepétés periodic plant estimates as a part

of its budgeting process to determine its need for outside
financing and for its rate case presentations. =Edison.
used a fourth quarter 1976 plant budget estimate as the
basis of its showing in this proceeding. These plant budget
estimates each contain three elements as follows: (1) a printout
of thousands of items contained in the budget: (2) monthly
sumnaries of item (1) above:; and (3) a summary printout which
contains last minute updates as of the end of the budget
period. These updates reflect actual recordation of items
¢leared to plant, imcluding overheads.

' The staff witness used Edison's fourth quarter .
1976 budget in preparing his estimates. He requested information
on the status of listed projects from Edison personnel and
requested updated information. EHe testified that certain plant
items had been cancelled or deferred to a period beyond test
year 1979. He sought to propose to include plant scheduled
for completion by the test year in his estimate on a weighted
basis. The staff witness testified that he received the monthly
summary budget and the updated sumary budget on December 7, 1977
and that since he was well along in the preparation of his
estimate, which was completed between January 10 and January 15,
1978, he did not use the third quarter 1977 budget.

/s
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During cross-examination of the staff, Edison contended that
the staff witness improperly eliminated items which had been .
postponed or cancelled and ignored the more than offsetting
additions to its bdudget contained in the thixd quarter 1977
estimate, and that the deletions utilized by the staff were
deletions made in the same time frame as the additions contained
in its updated dudget. The staff, therefore, accordiné.to Edison,
improperly used updated matexrial by considering reductions without
considering contemporaneous additions to plant, and that this
approach is an inequitable "one-way street' approach to ratemaking.
Because the staff witness was unable to satisfactorily explain the
basis of his adjustments, the ALT allowed Edison to put on its rebuttal
testimony sexved on April 3, 1978, based on the third quarter 1977
budget, but onlvy to establish its contention that the new
additions in the updated budget outweighed the reductions.

There were vehement objections to this procedure
by the staff, ‘by TURN, and by GSA which contended that
this procedure would constitute a najor update which would
not be in conformity with the Regulatory Lag Plan, and that
all elements of Edison's showing would have to be updated if
this procedure were followed. The ALJ stated that the staff
could review the third quarter 1977 budget and present testimony
on it. The initial cross-examination of the staff witness was
completed on April 20, 1978. He completed another assignment
and began his analysis of the third quarter 1977 budget on
May 10, 1978 with a request for the working papers backing

up that budget. He testified on new exhibits on May 18, 1978
and on May 22, 1978.
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The ALJ permitted Su&reﬁuttai'by Edison, over' a .. - ..
§taff objection. The staff argued 'that it could mot adequately
question Edison's witness who worked on developing plant budget
_estimates day in and day out. e
In surrebuttal, Mr. Chubb testified that the staff
adjustments deleted plant construction which had already been
completed and charged to plant, including "carryover® adjustmontszé/
of $10,000,000 of additional 1977 recorded additions to ﬁlant in
service for recorded over-budget costs for its nuclear facilities
at San Onofre and $9.5 million of additional accrued construction
overheads for its Cool Water combined-cycle project: and that
the third cquarter 1977 budget reflected average net additions of
$23.5 million over its estimate.
The staff contends that the Commission should not
consider updating rate base without consideration of other
offsetting revenue recquirement factors, such as increased
revenues, expenses, and decreased taxes, and that consideration
of Edison's rebuttal Exhibits 103 and 103=1 would be contrary
to the prohibition against updating estimates included in the
Regulatory Lag Plan and would be contrary ¢to well-established
ratemaking principles which require matching of revenues,
expenses, and rate bases witbin one test period (see Pacific
Tel., and Tel. Co. v Public Util. Com. (1965) 62 ¢ 24 634 at 674).

26/ Information incorporated inm a plant balance or in a construction
work in progress balance not reflected in the budget of record
but based on recorded information.

sm——ntr dme i 35 e o — 1 Rt s skl 0 4 e e bt
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Edison contends that the thixd quarter 1977 budget
was furnished to the staff pursuant to a staff data request;
that the staff Exhibit 128, which reflects the update of 1979
plant figures based on information available in the thixd
quarter of 1977 budget time fraume, improperly excludes the
above-deseribed completed additions to plant in service;
that the exclusion of these items is wrong from an estimating
standpoint; that following the staff's methodology is improper
in terms of developing realistic estimates for the test year.
It contends that adoption of these estimates by the Commission
would be inequitable and deny the opportunity for it to earn
the rate of return found reasonable by the Commission.

Edison also contends that the staff attempt to relate
the PT&T case to this issue, which, by the staff's own
discussion of the case, makes it clear that post-test period
adjustments were involved there, not simply adjustments to

test year data based on Information unavailable at the time
of £filing.
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i
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i
[
t
l

Edison's fourth quarter 1976 estimates of beginning—of-
_Year plant and of average wengh ed additionms. are reasonable. Edisop's
rebuttal test;mony was permitted on the baszs of proving the
validity of its criticism of the staff's analysis. We will
not adopt Edison's suggestion that if the Commission |
should desire to consider the increases in net plant reflected
in its third quarter 1977 budget, it would not object to such
a procedure.

We note that to the extent that later information is used,
there should be a two-way street in zts utxlization, aod the end

) result shodld reflect ‘both additzons and deletions and any

adjustments deemed appropriate.ilif”
' “"Propg;;y Held~for Future Use

The staff's adjustments totalling $5,500,000 for property
held for future use are reasonable. These adjustments include
adjustments for properties transferred to nonutility property,
land acquired for right-of-way where the projects have been
cancelled, capitalization of am allowance for funds during
construction (AFDC) on land, and to reflect the sale of the
parcel of land considered for expansion of its headquarters
in the city of Rosemead.

" Pollution Control ‘and Replacement annt.

Edison proposes to include $97.1 million of nonoperative
construction work in progress in plant on a full test year basis
for pollution control facilities. Edison contends that its




A.57602 EA/bw/fc *

inclusion of envirommental projects covering air pollution,
water pollution, solid waste disposal, and noise abatement
facilities did not contribute to increase capacity regquire=-
ments of the system and are, therefore, not associated with
increased load, additional kWh sales, or additional revenues.
It contends that it would be reasomable to imclude these facilities in
its rate base and concurrently discontinue its AFDC to improve
its cash~flow position, and that this treatment is consistent
with FPC Order Ne. 555. |

The staff contends that: (1) Edison has again included
+his item on an unweighted basis, relying on FPC Order No. 555,

(2) the Commission is not bound in its ratemaking authority by that
ruling, anc (3) it has not adoptec that ruling as a supplement to the

Federal Uniform System of Accownts. That FPC Oxder No. 555
was issued on November 8, 1976 and Edison's argument, according
to the staff, should ‘have been addressed to this Commission in Edison s
Petition for Rehearing of D.86794 (last general rate proceeding),
which was decided on December 21, 1976. '

Edison submitted an offer of proof on this issue
and the ALJ stated that this was an issue which had been
decided on a policy basis (D.26794 and D.87828) and that no
testimony would be taken on the issue.

Edison is unduly burdening the record by attempting
to relitigate this dissue. Pollution control equipment and
replacement plant should be included on a weighted basis as
these items are cleared to operative plant. Since there was
ao evidence of any of this plant being put in service during
the test year, none of the $97.1 million will be included in
the adopted rate base.
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Working Capital

Working capital includes amounts required for fuel
stock, for materials and supplies, for prepayments, and for
working cash which are added to Edison's fixed capital. The
working cash requirement is included in rate base so that
investors may be compensated for capital which they have
supplied to enable the company to operate efficiently and
economically and for which they would not otherwise be
compensated. The staff adopted Edison's estimate for materials
and supplies.

Fuel Stock

The estimates of Edison and the staff for stored
fuel stock are $5214,400,000 and $205,600,000, respectively,
a difference of $7,800,000. The adopted fuel stock included
in Edison's working capital is $213,200,000.

The largest difference of $7,700,000 reflects the
staff's inclusion of the cost of sufficient stored fuel %o
meet Edison's stored fuel needs for 90 days less a 25 percent
adjustment for unpaid inventory invoices. Edison developed
its allowance from its estimated end-of-month inventories.

Edison contends that the staff erred in not
considering the following items: (1) the inventory effect
of oil purchased to meet its amnual growth rate of approximately
4 percent, which in itself understates the inventory by
$6.1 million when adijusted for uppaid inveices; (2) there are
2.6 million barrels of its fuel oil inventory in "dead
storage space®, in its storage tanks, and in its fuel oil

pipeline; and (3) the staff also deleted S1.7 million for

27/ (Footnote No. 27 not used.)
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fuel oil inventory at its San Onofre and Long Beach plants which
is required to supply standby generators at these locations.
The staff's estimate also increased the fuel iaventory.
by $1,600,000 to reflect the additional gemerating load on
the system resulting £from the higher staff kXWh sales estimates.
The growth in Edison's sales is reflected iz the
adopted fuel stock.which reflects adopted sales. We recognize that
Edison cannot fine tune its purchases to precisely coincide with its
fuel requirements (see Exhibit 54), but we do not see the justification
of basing the stock on an inventory basis rather than on the 90-day
burn basis used by the staff.
Edison recquires its oil pipeline transportation system
to conduct its oﬁezations_ The altermative would be more costly
and more polluting oilvtransport using trucks and/or trains.
Edison needs a source of fuel for its standby generators;
Edison would require costly underground pumping vaults if it
tried to drain its storage tanks. The issue of such dead
storage was discussed in D.84577 dated June 24, 1975 in
Edison's A.55198, which adopted the FIFO method of costing the
volumes of oil in dead storage (see mimeo. pages & and S). Edison's
estimate for dead storage and for standby storage is reasonable.
Working Cash o
Edison contends that it developed its working cash
allowance based on the method previously used by the staff in
Edison's last rate proceeding by developing a computer analysis
of average revenue lag days and expense lag days based on its
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recent experience collecting revenues and {a paying expenses. The
staff's estimate of working cash allowance is $42,400,000 less than
Edison's estimate. The staff's working cash reduction and the
disposition of the proposed reductions are as follows:

&Y

(2)

A $5,300,000 staff reduction, related to elimination
of .nonutility-related interest-bearing deposits and
funds for construction, is adopted.

The $1,000,000 staff reduction, based upon its
review of employee contributed deposits for
acerued vacations, employee stock plan, and for
contributions to the employee stocE plan, should
be modified to reflect the payroll used in the
adopted expenses.

A $10,900,000 staff reduction is due to the staff
using the last authorized rate of retuxm of 8.8
percent compared to Edisor's use of its rate of
return at presemt rates. The adopted rate of
return of 9.5 pexcent is utilized in the adopted
working cash.

A $3,500,000 staff reduction relates to the method

of computation of lag days for payment of ad valorem
taxes. Edison erred in its imclusion of certain
assets as personality items taxable in December of the
tax year. The staff's lag day estimate, applied to
adopted ad valorem taxes, is reasomable and is adopted.

The remaining difference of $21,700,000 is due to
differences in the respective estimates and differences
in lag days. '

The adopted working cash allowance reflects staff's

of lag days as applied to adopted revenues and expenses.
Reductions for Reserves (ITC and Depreciation)

Edison reduced its rate base by $12,800,000 for the

deferred 4 pexcent portion of the IIC based on its five-year average
for tax purposes. Since we adopted the staff's tax treatment, thexe
is no deferred tax on this portion of the credit and the staff's
position is adopted. ' |
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The remaining difference is based on the estimates of
reserves for depreciation. The adopted reserve for depreciation is
used for this deduction. L ' |

Net to Gross Mnltiplier '

In view of the recent reduction to the federal income tax
rate for corporations (from 48 to 46 percent), we will use 46
pexcent in the federal income tax component of the net-to-gross
multiplier.

Summary of Earnings.
The application‘of a 9.60 pexcent rate of returm om the
adopted rate base results in a gross revenue requirement increase of
approximately $124 million over the rates and revenue requirement
found reasonable by the last genmeral rate increase decision
(D.86794 dated December 31, 1976 in A.54946). The $124 milliom
increase in gross revenue for test year 1979 supersedes the increase
—found reasonable im _the partial increase (based on test year 1978)

authorized by D.89175, dated July 26, 1978, for test year 1979. The
“result is @ $I9T7 miIIIon revenue requirement increase OVer Present
base rates established by D.89175.

The adopted summary of earnings reflects lower ad valorem
taxes resulting from enactment of Article XIII-A of the Califormiz
Constiztution (Proposition 13) and a reduction in the statutory
federal income tax rate from 48 to 46 percent. Ad valorem tax
expense for test year 1979 results in a reduction of gross revenue
requirement of approximately $42.9 million. The reduction in the
federal income tax rate represents a decrease in gross revenue

requirement of approximately $9.7 million.
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Staff Recommendations

‘The staff engineers made three recommendatzons which are
contained in Exhibit 47. Two of these have been dealt with, namely,
requiring Edison to prepaxe an updated study to detexmine the
economics and benefits which would result from an in-house turbine
repair facility and Commission adoption of Edison's average sexvice
lives, mortality curves, and estimated net salvage values.

We have adopted Edison's depreciation estimates, with the
exception of the treatment for net salvage of nuclear plant whexe
we will follow the staff accountant's recommendation (modified to
reflect current tax rates.) The third recommendation is discussed
below:

Management and Operational Audit

Mr. Kindblad, the staff project manager, recommends that
a management and operational audit of Edison's operation be made by
an outside comsultant.

The staff has repeatedly questioned Edison's going into
new programs without adequate studies, e.g., the establishment of
the CJS system and its security monitoring system. Edison, in turm,
assercs its need for expanded capacity or for greater reliability,
but it has not been able to provide the staff with certain requested
studies. The thrust of the staff's propesal is that it needs a
berter mechanism for reviewing utility operations, to monitor the
efficiency of those operations, and to determine whether maximum
efficiency is reflected ir ongoing operations and rates.
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There has been a wholesale and dramatic shift in
emphasis governing regulation of enexgy utilities. We
previously anticipated economies in scale through promotion
of additional emergy use. We are now actively promoting:

(a) a conservation ethic to comnserve limited fuel resources;
(p) better load management to reduce peak use; and (¢) we
are seeking new ways to lessen aix pollution‘from utility
operations in order to minimize adverse impacts on the
environment caused by utility operations.

This changed emphas:x.u has brought with it new
priorities, new requirements,.an expansion of utility work
foreces, and new methods and equipment to meet changed
responsibilities. At the same time Edison must meet new require-
ments to protect employee pensions and to provide greater
opportunities for women and mimority workers in its hiring and
promotion practices. Also, we have perceived the need for utilities

to embaxk on exploration and development activities to secure
- necessary fuel resources. '

| " However, if we are to be more than a conrduit in
translating cost increases into rate increases, we must have
better tools to exercise our regulatory ingenuityft0~insure
that utilities operate productively and efficientiy. The
staff has noted that some of these new activities, which
require greater expenditures, increase unit costs and thus

decrease productivity on a per kWwh basis.

et | = Aty T bR e i LTS Lty s
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As a preliminary matter, comsistent with D.89316,
A.57284 (dated September 6, 1978) PG&E, we will direct our staff
to identify the areas of inquiry to be covered by a management
and operatiomal audit and to report on its recommendatioms to the
Commission for approval, before an audit is contracted for and
commenced. Our staff should provide supervisory guidance of the .
audit into the approved areas of inquixry. '

We note that the Federal Government is wrestling with
problems in defining productivity and is setting up an organization
to look into methods for measuring productivity. The staff should
nonitor and possibly seek to participate In that activity.

Other Accoumting Recommendations

The following staff accountant's recommendations are
reasonable and will be adopted: (1) that Edison's first-class
air fare payments should be limited to flights of three or more
houxrs in duration; (2) that ASG expenses relating to dues, domatioms,
and comtributions of $217,119 in 1975 and $412,354 in 1976 should
be reclassified from miscellaneous general expenses to Account 426,
Miscellaneous Income Deductioms; (3) that Edison should be directed
to adjust its accounting procedures to permanently exclude non-
operating dues, domations, and comtributions from operating expenses;
(4) that Edison should be directed to discontinue charging
operating expenses with costs relating to corporate aircraft flights
of a nonutility nature; (5) that site-touxr expenses of $121,217 for
1975 and $174,713 for 1976 should be excluded from operating
expenses pursuant to D.86794; and (6) that institutiomal and
informational advertising expenses of $371,359 in 1976 and of
$213,655 in 1977 should be recorded below the lime. Edisom should

also follow through on the staff's recommendation that it speed up
its accounting for retired plant. |
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Futuxe Procedures to be Followed
The staff has an arduous task in analyzing voluminous \// |

complex studies, sometimes based on procedures they are
unfamiliar with, under tight time constraints. Other parties
have similar probleﬁs when analyzing the massive backup data
underlying Edison's basic studies and Edison's responses to data
requests. In the future, in ozder to facilitate the review of
the staff and other parties and to provide a more meaningful
record based upon greatex comprehension of the elements of rate
case estimates, we will require Edison to prepare a comprehensive
narrative description and definition of terms as to the underlying
basis of its estimate. We wish to cut down on the semantic
tangles which bhave brought confusion to this record. The staff
should attempt to establish common cut-off dates in the derivation
of its estimates (e.g., uncollectible expense and pensions and
benefits). Edison should also develop estimates of the average
test year cost of distribution plant which could be used by staff
witnesses in estimating plant and expenses to reflect differences
in numbers of customers im future rate proceedings.

' The Guidelines for Cross-ExaminQElSHﬁﬁﬁplqzed in_This Proceeding
m= e Duydne-the~hearing - 1t-became apparent that 1t would be

necessary to expedite cross-examination to cut down on the

slippage in meeting the time schedule outlined in the Regulatory

Lag Plan (Plam). The ALJ advised the parties on the record of

his intent to establish reasonable cross-examination guidelinzes,

requested cross-examination time estimates from the parties, and

in some cases, cut those estimates to complete cross—-examination

on a timely basis. He advised the parties to concentrate on

important issues, Some of the parties did not make effective use
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of their allotted time. The ALJ reminded parties of the reasomable
time limits, gave some extensions of time as justified, and then
terminated the cross-examination. When testimony was unresponsive
or wnclear, further testimony was permitted to adequately explore
the issue. |

Certain additional issues were raised during the course
of the hearing (e.g., establishment of an air-conditioning lifeline
allowance) and all parties were permitted to present evidence on
these issues.

TURN and‘scaff counsel objected to the Plan's time
constraints. TURN contends that the ALJ's conduct was improper.

The ALJ permitted all parties to be heard and set
reasonable time limits for presentatiom of evidence and for cross-
examination of witnesses in this proceeding.

We point out that pﬁrsuant to the Lag Plan interested
parties can participate and ask questions at the informal comference.
Also, at the prehearing conference the ALJ directed Edison to make
available all workpapers, data requests, and answers to all parties.
A procedure was established for the ALJ to review any alleged
proprietary material when inspection was requested by parties other
than staff. Accordingly, procedures were established to allow
reasonable discovery. It is the responsibility of particiﬁating
parties to take advantage of discovery opportunities and to
organize cogent cross-examination before the hearings.
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IV. RATE OF RETURN

Couplete showings on rate of return were presented by
Edison, the Commission staff, GSA, and Mr. O'Brien.

TURN supported
GSA's recommended rate of retuxn. -

Rate of returnlﬁészimony was presented by H. F. Christie,
a senior vice president of Edisen, by R. J. Leonard, a staff
£inancial examiner, by Dr. J. W. Rettenfayer, an economist testifying
for GSA, and by Mr. R. P. O'Brien, a consulting engineer, testifying
as a customer of Edison and an investor in its securities. The
rate of return issue was argued by Edison, the staff, GSA, Mr.
Q'Brien, and by TURN.

Carital Structures and Rates of Return for Edison

The following tabulations contain the capital structures
and rates of return for Bdison adopted in D.86795 for test year
1976, and the recommendations for test year 1979 by Edison, using

‘2 target capital structure; the staff, using a 1979 year-end capital
structure; and GSA, using Edison's 1978 target capital structure%ﬁf

Adonted in D.86794
“(Test Year 1976)

Capital | Cost Weighted
Component Ratio Factor Cost

Long-term debt 49.95% 6.51% 3.25%

Preferred stock 13.63 6.94 95

Common equity 36.42 12.63 4.60
Total 100.00% 8.80%

Times interest coverage after taxes: 2.71 x

Edison's Proposal
(Test Year 1979)

Capital Cost Weighted
Component Ratio -Pactor Cost:

Long-term debt 48.00% 7.15% 3.43%
Preferred stock 14.00 7 .44 L.04
Common equity 28.00 L5.00 5.70

Total 100.00% p

Times interest coverage after taxes: 2.97 x

ey,

. 28/ Excluding deferred ITC from Edison's capital structure.

-110-
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Mr. O'Brien zdopted Edison's capital structure and
added an "inflation stabilizer" component of 0.75 percent to the
rate of return to arrive at a recommended rate of return of

10.92 percent.

Edison alsco developed the following 1979 yvear-end’

capital structure for comparison with the staff's 1979

capital stzucture:

Capital
Component Ratioe

Long=-tern debt 47.2%

Preferred stock 13.7

Common equity 29.1
Total 100.0%

Staff's Promosal
(Test Year 19

Capital Cost
Connonent Ratio Factor

Long-term debt 47.847 7.08%

Preferred stock - 14.07 7.21

Common stock equity _38.09 12.73
Total 100.007%

Times interest coverage after taxes:

GSA's Proposal
(Test Year 1978)

Capital Cost
Commonent Ratio Factor

Bonds 48.087% 6.86%

Preferred stock 14.49 7.32

Commeon equity 37.43 , ll.85
Total 100.00%

Times interest coverage after taxes:

year-end

Weighted
Cost

Weighted
Cost

3.39%
1.01
4,85
9.25%

2.713 %

Weighted
Cost

3.30%
1.06
.44

8.79%
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Edison's capital structure represents "target ratios"
which are the average ratios it seeks to attain over a period of
time. ZEdison included a net amount of 516,449,000 in its common
equity capital, which was its estimate of accrued 6 percent ITC
credits less amounts ratably flowed through. Edison contends that
this amount is required to be included as equity capital because
IRC Section 46(£)(2) does not permit a rate base adjustment of the
deferred credit. Inclusion of deferred ITC as a part of Edison's
common equity capital was rejected in D.86594. This issue was
discussed at length in D.87828 dated September 7, 1977, after
we reopened the record in A.54946 to take additional evidence on
this issue. That discussion and the related £indings and
conclusions, which are not repeated herein, is pertinent to this
proceeding. D.87828, which affirmed D.86794, contains the
following finding (which is repeated as conclusion 2):

"5. The inclusion of unamortized ITC as equity
capital is required only for regqulatory agencies
that utilize capital structure in deriving rate
base and not for regulatory agencies, such as
this Commission, that derive rate base from the
weighted average depreciated plant balances.”

Nothing on this record convinces us to adopt a different finding .

and/or conclusion herein_ggl

29/ This matter is still being litigated before the United States
Supreme Court. '
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Edison’s Testimonv ,

Mr. Christie prepared 22 tables and 6 charts for his
1978 estimate and updated 6 tables for 1979.

Mr. Christie testified that: (1) Edison's need for
funds from the financial markets is large and its cost of
capital and required return on common equity is greater than
that authorized in D.86794; (2) construction expenditures and
refunding of debt issues between 1977 and 1981 are expected to
total $2.8 billion, which is 47 percent more than Edison's 1972
to 1976 requirements for similar purposes; and (3) that without
rate relief about $2.6 billion, or 91 percent of the funds
required would have to be derived from f£inancial markets during
the 1977 to 1981 period and this potential need for funds from
financial markets is more than twice the $1.2 billion needed
between 1972 and 1976. He contends that marketing the $1.2 -
billion of new securities approached Edison's then existing;
limit for fimancing without seriously damaging its financial
integrity. He does not believe that Edison could obtaiﬁ over
60 percent of its funds from capital markets over the long run.
He states that Edison could conceivably obtain funds without the
rate relief, but that its bonds and preferred stock would be
derated one or more times, legal investment laws could not be
met, and the financial integrity of Edison would be seriously
damaged. He believes that comnon stockholder actions could
preclude the sale of common stock at below book prices. Ee
estimates that annual rate relief of $200 million per year in
rid=1978 would reduce Edison's need for extermal financing to
about $2.1 billion, or about 81 percent more than necded in the
1972 to 1976 period, and this amount would be about 74 percent
of Edison's total required funds.
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He contends that: (1) Edison regquires a return on
common equity of 15 percent or more to provide the needed cash
for construction expenditures and refunding and to obtain funds
£rom capital markets at reasonable ¢ost: (2) because embedded
debt and preferred stock costs have risen since 1976, its
required rate of return has increased fxrom 9.6 to 10.17 percent
in 1979; (3) Edison has taken actions to reduce its financing
needs and capital costs including load management and capital
rationing, capital structure changes, and innovative financing
methods: (4) Edison’s forecast growth of kWh demand during the
1977 to 1981 period has fallen £rom the 7.0 percent per year
estimated in 1972 %0 3.4 percent estimated in 1977: (S) this
drop in demand and the budget surveillance provided by Zdison's
plant expenditure review committee has permitted it to lower
plant expenditures in the 1977 to 1981 time f£frame, from $4.6°
billion estimated in 1972 to $2.5 billion in 1977, a $2.1
billion (ox 46 percent) decrease: and (6) that the reduction
would have been even greater except for inflation and
goveramental requirements which added to construction costs
without increasing productive capacity. He testified that:

(1) his estimates of capital costs are based on Edison's
present financial integrity and that the cost of its bond

and preferred stock yields would immediately increasé and

its common stock price would fall following a derating; (2)
Edison reduced its debt ratio from 52 percent in 1972 to
approximately 48 percent in the 1977 to 1979 period which
resulted in a lower requirement f£or sale of new debt and -
lowered embedded debdt costs by at least 0.15 percent; (3)
maihtaining the former debt percentage in Edison's 1979

capital structure would have increased its cost of debt capital
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by 0.37 percent (from 3.43 percent to 2.80 percent); (4) maintaining
a three times interest coverage after taxes (which he believed
essential) would increase the rate of return from 10.17 percent to
11.40 percent and would increase the return on common equity fLrom
15 percent to 19.29 percent; and (5) Edison's embedded debt costs
were lower than other major utilities in California at the expense
0% Edisen's common sharcholders because of inadequate earnings.

Ee believes that recognition should be given to Edison's '
achievement in reducing embedded ¢osts and to compehsate for

the dilution éf the investment of its common shareholders in

1974 and 1976.

He stated that Edison held down its capital costs
throuch nuclear fuel leasing and other leasing arrangements,
project financing, foreign financing through the Export Credit
Guarantee Department, through issuance of pollution control
bonds, interxediate term bonds, offshore preference stock,
and throuch private placement of accumulative preferred stock.

e believes that with continuing inflation in excess
of 6 percent and rising capital expenditures in various sectors .
of the economy, AA-rated public utility bond yields would
inerease from the then current 8% percent to approximately 9
percent in 1978 and 1979, at a minimum, and that preferred
vields would increase from slightly above 8 percent to a 9
percent level in 1978 and 1979. '

He contends that: (1) Edison would have to sell more
bonds and preferred stock at higher than embedded costs if
this Commission's rate increases are not adequate and timely
and that absent rate relief, the assumed costs in its computation
would be inadequate; (2) Edison's common stock price must be
raised to above book value to enable it to obtain common stoek
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funds from financial markets without experiencing dilution in its
common shares: and (3) that additional times interest coverage is
neecded to avoid a drop-off in Edison's debt coverage at a risﬁ

of derating and that its fixed charge coverage on preferred stock
would also cdrop at the risk of a preferred stock derating.

Mr. Christie also contends that: (1) Edison’s bend
trust indenture and preferred stock coverage contained in its
articles of incorporation are above the regquired minimums because
they were written before the allowance for funds during construction
(AFDC) was a significant item and AFDC was not excluded £rom

.earnings; and (2) if AFDC was excluded :from its coverages in 1978,
Edison could not issue bonds and preferred stock, primarily due
to AFDC charges for San Onofre nuclear plant Units 2 and 3.

Mz, Christie did not consider the tax credits and/or
preferences relating to Edison's nomutility-related activities
or of its subsidiary companies, which have provided a cushion
for its coverage in his amalysis. Mr. Christie contends that
investors and rating agencies look at Edison's cash £low as
well as its earnings, and that its cash flow is adversely
affected by the long time needed to build nuclear units like
San Onofre Units 2 and 3 which absorb a large portion of its
earnings and do not provide cash and by its lower depreciation
rates, which are an important source of cash, which are below
the iadustry standard, and because this Commission, unlike other

jurisdictions, does not allow it to normalize its accelerated
depreciation.
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Mr. Christie testified that in the past Edison's lower
common sStock pay-out ratio compared to the 20 companies resulted in
Zdison's earnings growth being greater tham the 20 companies:because
of the compounding effect of Edison's retaining a larger portion of
its earnings. However, he contends that Edison's low pay-out policy
has had a depressing effect on Edicon's common stock prices and
Edison is now embarked on a program of increasing the common
stock dividends to reach the industry average and improve the:sale
price of its common stock.

Mr Christie also sought to compare electrzc utzlztzes
with unregulated industrials. He contends that: (1) there are
increasing risks to electric utilities due to their capital
intensive nature compared to industrials: (2) Edison must construct
Plant necessary to meet its requirements and does not have the
option of postponing investments during periods of unfavorable
market conditions; and (3) Edison is faced with risks in increasing
amounts of AFDC and delays due *o initiatives, regulatory <ag¢isions,
legislative actions, and in preparing comprehensive environmental
studies to meet changing standards which increase capital costs
0% facilities constructed and which result in other projects being
terminated after major expenditures of time and money. EHe states
that these delays and changes often reduce plant productive
capacity which results in increased service costs. He contends
that inflation and increases in embedded capital costs erode
earnings on common egquity between general rate increases so
that what is authorized and believed to be the minimum required
by the Commission is not earned, and that an allowance for

erosion in earnings is necessary but has not been recognized by
the Commission. 20/

30/ Mr. Horton noted that an attrition allowance had been
recognized by the Commission in D.55703 dated October 15,
1957 in Edison's A,.38382. D.55703 discusses the impact
of certain factors on rate of return. Mr. Sample, Edison's
manager of regulatory costs, prepared a generalized
discussion of factors causing a trend in rate of return.
A detailed analysis of the factors changing rate of

return may not be valid under the impact of rapid chahges
in the econonmy.
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Testimony and Position of Mr. 0'Brien

Mr. R. P. O'Brien testified as a customer of Edison and
as an investor im Edison's securities. He states that Edison has
sought the same rate of return on equity in this proceeding as in
A.54946 and the 10.2 percent rate of return sought herein is |
essentially due to the intexvening changes in the cost of mew debt
and preferred equity. He contends that: (1) Edison’'s legitimate
requests have been scaled down resulting in a long-term deficiency
in earnings which is partly due to the regulatory process and partly
due to shortcomings of the economy as a whole; (2) since this
Commission bases rates om historical cost rate bases, it ignores
inflation which has eroded the purchasing power of the dollax, .
understates the investment base, and provides an inadequate provision
for depreciation; (3) the rate of return on common equity of 12.63
percent authorized in D.86794 was not realized - im fact, it was
11.85 pexcent for 1977; and (4) that based on the market values,
which are the market appraisal of Edison's common stock for 1977,
investors in Edison's common stock established a rate of return of
15.76 percent. He also discusses declines in the value of boads
due to imflation. Mr. O'Brien discusses economic theories govern-
ing the establishment of a fair and reasomable rate of return
including: (1) the subjective theory which defines stock cost as
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what the investor thinks it is worth; (2) price oriemted theories
which include earnings/price ratios (EIR), discounted cash flow,
investor experience, and interest coverage: and (3) opportunity
€osts, an analysis based on comparative earnings, and discussed
strengths and weaknesses of the various theories.

He contends that: (1) the courts reguired the Commission
to permit the equity investor to realize earnings equal to those
being earned at the same time for other similar enterprises,
subject to corresponding risks and uncertainties: (2) the three
basic measures of investment costs are market price per share,
book value per share, and the “real dollar” cost per share,
reflected in daily papers which show market price, numbers of
shares sold, and the EPR, in quarterly reports of earnings,
in annual reports showing the book value per share, and in
periodic studies by financial analystss and (4) in 1977 the

replacement cost or real cost of Edison's investment per share

was $83, its book value was $32 per share, and its market price
. was $24 per share.

He contendélthat: (l)”if thé warket priée is well‘above
the book value, the anaual income is about the equivalent of the ™
annual real cost of supporting the historical real investment;
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(2) if the market price is equal to the booked investment, Edison
may somehow offset the accumulated erosion in investment due to
declines in the purchasing power of the dollar; (3) a market
price below the book value per share reflects inadequate inconme
under prevailing circumstances; and (4) that the staff's exhibits

are unrealistic and espouse conceptsfthat do not satisfy Edison’ éuf_”;

problems. He supports a rate of return on common equity of not
less than 15 percent. ' ‘ ‘ o
Testimony of the Commission Staff

Mr. R. J. Leonard recommends a '9.25 percent rate of
return for Edison for test year 1979, based on his analysis of
Edison's capital structure and capital requirements. Mr.

. Leonard's vear-end 1979 capital structure contains certain
adjustments to Edison's capital structure. Mr. Leonard testified
that the 0.92 percent difference in rate of return applied to

the staff's rate base and the then existing net-to-gross multiplier
(based, in part, on a 48 percent federal income tax rate), yields
a dxfference in gross revenue requireménts of $76 456,000,
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His 9.25 percent rate of return would yield a 12.73
percent return on equity, a 2.73 times interest coverage on debt,{
and a conmbined coverage on debt and preferred stock dividends
of 2.10 times, based on his estimated capital structure.

Mr. Leonard noted the impact of Edison's plan to
raise its dividend pay-out ratio %o a level more comparable with
the industry average (which is close to 70 percent_coﬁpared to
Edison's 1977 pay-out ratio of 53 percent) has improved the
market performance of Edison’'s common stock. The price range
for Edison's common stock ranged from a low ¢of $20.50 per share
in the f£irst quarter of 1977 to a high of $37.50 per share in
December 1977. He stated that as a result of higher pav-outs
in the future, the proportion of earnings retained by Edison
will decrease, which will result in a need for additional funds
from external sources. He testified that: (1) a 12.73 allowance
on common equity would provide for moderate increment in
retained earnings after payment of dividends at higher annual
rates ($51 million in 1978 and $90 millien in 1979 based on
his recommended rate of return): and (2) that Edison's book
value per share and earnings on year-end book value increased
noderately between 1968 and 1977.

Mr. Leonard's estimate priced out Edison's proposed
new debt issues for 1978 and 1979 at interest costs of £.90
anc 8.75, respectively, based on his assessment of a drop in
such costs, compared to Edison's use of 9 percent for these
issues. In his calculation ¢f the cost of preferred stock,
he included additional planned issues in 1978 and 1979 at rates
of 8.40 and 8.35 percent, respectively, compared to Edison’s
use of 9.0 percent. o
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Mr. Leonard adjusted Edison's cost of debt by reducing
the amount of the promissory (Rothschild) notes by a foreign
exchange gain of $6,235,000 and by a $3,044,000 premium on
related contracts. The appropriate regulatory treatment of
foreign exchange gains was considered in €.10231. The staff
adjustment is consistent with D.89113 dated July 25, 1978 in’
€.10231, and is incorporated in the adopted capital structure.
He treated $4 million of 5 percent original participating '
preferred stock és equity in calculating the allowance for

referred and preferenée stock because this stock participated
fully with the common stock in dividends in addition to
preferred dividends.

Mr. Leonard compared EZdisen's operations to 10
combination gas and electric utilities, 10 electric utilities,
and 10 gas utilities. His comparisen companies included

companies with bond ratings ranging from Baa to Al-rated
utilities, whereas Edison's 20 utilities were all either A-

or AA=rated. His study of five-vear trends shows that:

(1) Edison's ratio of operating expenses to operating revenues
increased more rapidly than the other three groups; (2)

Bdison realized more revenues-per-dollar of investment than
the average of the electric utilities used in his comparison:
(3) subsequent to 1973 Edison's ratios ¢f revenues to invest~
ments were closer to the averages of the combination companies;
and (4) that Edison's trend of revenues over investments between
1972 o 1976 was bhetter than the other group trends.
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GSA's Testinonvy

Dr. Rettemmayer concludes f£rom his study, based on the
DCF method, that overall cost of capital for Edison would be in
a range from 8.6l percent to 8.82 percent and recommends a
rate of return of 8.79 percent. He developed his capital ratios
for EBdison using the components of Edison's 1978 capital
structure. In his analysis of the cost of equity, he considered
dividehd growth rates for three periods, 1966 to 1976, 1967 to 1977,
and 1972 to 1977 for Edison and for a comparison gfoup of 13
electric utilities. '

He testified that the DCF analysis iz the most appropriate
method and that it soundly embodics generally accepted concepts
of economic behavior, allows and encourages the user to be
completely explicit regarding the data and calculations applied
to the model, and is consonant with the regulatory principles
_established by the Bluefield and Hooe decisions, supra.

He described the DCF method as the current value of
any asset which is determined by the asset's production of an
income stream of periodic dividend payments taking into
consideration the time value of money, (i.e., the present

worth of future payments) and the value of a future sale of
the share of stock.
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Position of TURN
TURN recommends adoption of the 8.79 percent rate of return

recommended by GSA because the DCr method provides an explicit
computation and a recommendation on rate of return based on what
investors currently require rather than adopt Edison’s proposal
which is based on past performance. TURN primarily contends that:
(1) Edison has not supported its need for a 15 percent rate of
return and an after~tax coverage of three times interest to maintain
its AA bond rating; (2) Edison's bond ratings did not £all in 1976
and 1977 even though the requested rate relief was not granted and
that Edison was merely repeating its earlier arguments; and (3)
Edison has failed to show that a downgrading of its securities
would cost consumers more than the adoption of its propesal.
Discussion |

' In the past, regulators and others have placed primary
significance on zeturn om rate base as a measure for authorizing
a reasonable return for electric utility investors. Historically,
the emphasis on return on rate base was intended - or certaialy the
result occurred - to encourage rapid expansion of electrification.
The tremendous economic and environmental costs of expanding
electdc supply sources has necessarily caused a rethinking of the
old emphasis on expansion. Return measurements that serve to
encourage and reward generation capacity expansion are no longer in
the public ianterest. If investors are adequately compensated when
a utility pursues programs that reduce the need for new capacity
(e.g., consexrvation, repowering, encouxraging off-peak use, co-
generation, and improved genmeration facility efficiency), the
interests of stockholders amd the public will be f£ar better served.
Accordingly, as we analyze and weigh factors necessary to arrive at
an authorized return for Edison, we give emphasis to determining a
retum on equity that is sufficient to give Edison the incentive to
fully pursue resource options other than increasing generating
capacity by the building of new facilities.
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Consistent with past practice, we f£ind it reasonable
to adopt an estimated year-end capitalization for test year
1979. 7This year-end capitalization will provide a better gauge
for determining interest coverage, based on estimated new
securities issues in 1978 and 1979, than Edison's target estimate.

The staff's estimate for new long-term debt, which
is ecqual to Edison's estzmates based on partial rate relief of
$200 millioz in m;d-lQ?&-—/ is reasonable. The staff's foreign
exchange gain adjustments are reasomable.

President Carter's policy of increasing the cost of
money to restrain borrowings and his efforts to stabilize the
value of the dollar nmakes it likely that the cost of debt
and preferred stock will remain at current high levels. It
is reasonable to use a level of 9.15 percent for new debt after
reviewing the effective costs of new AA utility bonds in
nid-October 1978 based on Moody's Bond Survey, and to use the
July 1972 Federal Reserve Bulletin cost of preferred stock
of 8.42 percent for the total amount of $100 million 0f new
preferred issues proposed to be issued in 1978 and 1979.

Edisen's 5 percent participating preferred stock is
a hybrid security. It would be reasomable to consider the
preferred dividend component of this security. However, it
would be unreasonable to utilize the 20.16 percent cost of this
security as a normal preferred stock requirement. Therefore,
for ratemaking purposes, we will follow the staff’'s proposal

31/ Ecison estimates another 525 million of debt without rate
relief.
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of including the $4 million as a part of Edison's common equity
capitalization. However, we will also give recognition to the
stated preferred'dividend rate of 5 percent, i.e., $200,000 as
an added preferred stock cost.

Edison's shareholders converted $19,581,000 of convertible
preference stock to common equity im 1977. This $19,581,000 should,
therefore, be reflected in Edison's common ecquity rather than be
reflected as a portion of Edison's outstanding preferred stock..
This transfer removes $1,018,000 from the cost of Edison’s |
preferred stock.

As noted above, we will adopt the staff's position
that the retained portion of ITC should not be considered as a
portion of Edison's common equity. These funds, together with
internally ¢generated funds, are available for fimancing
additional plant and reduce Edison's need for external financing.
The staff's estimate of common equity includes $139 million of
additional retained earnings and $260 million of new common
stock sales in 1978 and 1979 in Edison’s capital structure.
Edison's estimate reflects a 1978 and 1979 addition of $260
million to common equity and also reflects short-term borrowings
to meet its financial requirements. The staff's estimate of
common equity, modified to reflect the $19,581,000 conversion
of convertible preference stock to common equity, is reasonable.

Edison's election of Qption II for ratable flow-through
of ITC results in a maximization of cash flow, an increase in
interest covérage, and reduces its need for new financing to
construct new facilities. The reduction in risk related'to
Edison's election of Option II was included among our many con-
siderations in arriving at the rate of return adOpﬁéd herein.
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In addition, we have considered Edison's aCtivicyZZ/ \// ]
in the fields of co~generation, load management, voltage
reduction (after a slow start), promotion of experimental
tariffs, and its cooperation in promoting better energy
conservation activities., These activities will have an
impact on Edison's revenues. In the event that sales drop V’
further than anticipated or if there is a greater demand
shift, particularly for large customers, than is reflected
in adopted revenues, Edison faces increased risks.
We have also comsidered: (1) the risks to Edison
. in its development of new and less polluting energy sources,
e.g., fuel cells, geothermal, and solaxr; (2) the better use

of Edison's existing resources, e.g., the repowering of its
__Long Beach plant; (3) the research being conducted by Edison
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32/ Edison's activities to curb load growth and demand and %o
develop alternate and more efficient sources of electricity
should be continued and, if justified, expanded.

'
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" to-find mew ways to utilize its coal resources; and (4) the benmefits
derived by both Edison's shareholders and by its ratepayers from.
Edison's better than average financial management.

After careful consideration of all of the previously
discussed relevant factors in the development of a reasonable
return on common equity and of the composition and cost of
other elements in Edison's capital structure, we adopt as
reasonable a return on common .equity of 13.49 percent, which -
applied to our adopted capital structure and costs translates
to a rate of return of 9.60 percent developed as follows:

Adopted Capital Structure

Amount Capital Cost Weighted
Item (in $1,000) Ratio Tactor. : Cost

Long~term Debt $2,825,621 47.84% 7.14%" 3.L2%
Preferred and | ' | '

Preference Stock 811,171 13.73 7.29 1.00-
Common Equity 2,269,581 , 38.43 13.49 5.18
$5,906,373 100.00% ' 9.60%.

This return on capital is necessary to . attract <capital
at a reasonable cost and not impair the credit of Edison. This
rate of return will provide an approximate times interest coverage
after income taxes of 2.78 times and an interest plus preferred
dividend coverage of 2.16 times.
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The 13.49 pexrcent rate on equity authorized herein is
made with Tecognition that the next test year we will use to set
rates for Edison will be 198l. We realize, from this evidentiary
record, that costs will tend to increase gemexrally, as will the
utility's embedded cost of debt. If we were to consider a test year
earlier than 198L for Edison's next gemeral rate proceeding, we
would authorize a lower return on equity. Accordingly, we are
authorizing the rates herein (through adoption of a results of
operation and return on equity rate base) conditioned-upon employing
1981 as the next earliest test year for establishing Edison's base
rates (and issuing a rate decision prior to the beginning of such
test year). |

OQur purpose for expressly and conditionally setting
Edison's rates to have a minimum two-year rate life is simple.

This Commission is not staffed to process rate applications for

all the major utilities amnually. This was true when the Regulatory
Lag Plan was adopted, and the recent hiring freeze and budget
reductions have contributed and will further contribute signifi-
cantly to our staffing problems. 1In order to process rate increase
applications within the time frame of the lag plan, and have new
rates in effect at the start of the test vear, we simply caonot have
every major utility before us annually. It is therefore appropriate
and in the public interest (for both ratepayers and utilities) to
establish and amnounce ground rules, and set rates so that major

utilities can reasonably go at least two years without gemeral rate
relief.

Employing 1981 as the next earliest test year for
establishing Edison’s rates will not be a hardship on the utility.
Fuel expense, which is potentially the wmost volatile expense item,
is covered under the ECAC procedure (guaranteeing recovery of
reasonably {ncurred fuel expense). The Commission's Regﬁlato:y
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Lag Plan establisbed July 6, 1977 by Resolution No. A-4693 has

reduced delay when applications are processed, enabling new rates

to go into effect at the start of the test year. Also, we will
entertain a request fox rate base offset relief if a utility puts

a significant amount of new plant into service between gemeral rate
proceed;ngs.3z/ Finally, we are proceeding with an investigation into |
whether to adopt an adjustment mechanism for electric sales (QII

No. 25), which if adopted, would insure that if actual sales volumes
dropped below those adopted in the utility $ last general rate
proceeding, the utility would not suffer.

The factors that may operate between general rate proceed-
ings in such a manmer as to preclude Edison's realizing its authorized
return on equity are expenditures subject to its management's review
and discretion. The innovative ratemaking procedures we have
adopted, and comtinue to explore, have clearly paved the way to
going a minimum 0f two years between general rate Increases.

We note that the financial community has for some time
either not recommended the purchase of California utility stocks,
such as Edison's, or has been relatively apathetic toward such stocks,
alleging that Californiz has an unfavorable regulatory climate. It
is said that the reputed unfavorable regulatory climate causes
California utility stocks to sell below book value. This decision
authorizes rates that provide Edison the opportunity to realize hizh
quality earnings and increases the return on equity by .86 points.

We will follow with interest the reaction of the financial commumity
and the price of Edison's stock.

We expect Edisonm to fully apply its ingenuity toward
increasing its efficiency and productivity. A f£full effort in this
-e~a*d should aid in lengthening the in:erval betwccn rate-prbceedings.

showing in its next general rate proceedzng.

32/ Sece D.86281, dated August 24, 1976, A.55509, PG&E. (p. Sl m;meo )3
and D.89316, dated September 6, 1978 A. 57284-F§&E (p. 9
mimeo.

L
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V. CONSERVATION

The Commission's exercise of its responsibilities to
Ansure that adequate and reasonable utility services are maintained
in periods of energy shortages has a long history, ome in which
conservation of energy in the face of shortages has played a.
najer role.

In D.81931 dated September 25, 1973 in €.9581, a
Commission investigation into the adequacy and reliability of
the Energy and Fuel Requirements and supply of Electric Utilities,
we concluded that: |

*7. A showing of consexvation of energy practices
planned and in effect will be required of every
utility, where appropriate, in proceedings before
this Commission.

“8. Henceforward it will be and it is the policy

of this Comnission to encourage active conservation
of fuel and energy...” :

On nmimeographed page 53 of D.86794, the Commission stated:

*In subsequent proceedings, 3 more detailed analysis
will be undertaken and Edison's rate of return will
be adjusted, upward or downward, as the evidence
indicates. In comnection with the f£iling of its
1977 conservation programs Edison shall clearly
detail its various conservation advertising
expenses.

"Edison shall perform follow-up studies to determine
the effectiveness of its comservation prograns and
shall inform the Commission of the results.
Included shall be an assessment of the degree and
effectiveness of efforts to distribute information
and to market conservation hardware, with estinates
0f cost effectiveness and resulting energy savings.
Justification shall be provided for relative
emphasis among media for information transfer, among
efforts directed toward behavior change as compared

- with hardware, and among various hardware options
promoted. .
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*Edison shonuld alse take the initiative ¢o develop
and bring before the Commission programs of
incentives, including but not limited to subsidies,
low=interest loans, and modified rates, for inducing
conservation~oriented behavior and investment by end
users.”

D.88650 dated April 4, 1978 in Edison's A 57111 contained
the £following findings: )

“l. Edison should present its proposed conservation
program and the estimated associated expenses in its
general rate proceeding.

"2. Edison should continue with a vigorous and
sustained efforxrt to encourage the conservation of
electricity. Such efforts are an essential element
of sound utility management and responsibility in

this time of dininishing energy supplies and rapidly
escalating construction costs.

"3. No determination should be made at this time
with respect £¢ the reasonableness of the other
conservation programs submitted by Edison and other
parties. The propriety ¢f implementing new or
continuing Edison's other propesed energy conser-
vation programs. and the expenses associated therewith
should be considered in Edison's general rate
proceeding."

In response to this Commission's,policies‘and directives
respecting the subject of conservation, substantial direct'showings
were made by Edison (Exhibits 63-78), the staff (Zxhibits 82-89),
and the Energy Commission (Exhibits 90-91). The staff also reviewed
Edison's massive, 3-volume summary of its 1977 conservation and
load management act;v;tzes*ﬁ/leed in compliance with D.86501
dated QO¢toker 13, 1976 in C.9581 et al. as a part of its
evaluation ¢f Edison's programs.

3L/ This £iling was offered but not received in this proceeding.
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Edison's Testimonvy

The following discussion summarizes Edison's testimony
on its earlier conservation efforts:

(1) Edison began to eliminate its sales promotion
activities in 1970 and redirected its emphasis
toward developing an increasingly strong

EM program, including both conservation and
load management.

Edison requested a reclassification of sales expense
to EM expenses. ‘

The FPC subsequently reclassified expenses related
t0 conservation activities as customer service and
informational expenses.

Edison's marketing program in the early 70's was
designed to sncourage new discreticnary energy
loads not requiring additional generating,
transmission, and/or distribution capacity beyond
normal regquirements to meet the electrical demands
of its customers.

Edison's energy conservation advertisements not
only stress the obvious and familiax ways of
efficiently utilizing electrical energy, but
also identified wasteful uses of energy.

Edison sought to become more knowledgeable of
customers' energy use habits and to develop more
sophisticated methods %o reduce energy regquire~
ments through changes in operating. procedures.

Edison's £field representatives were assigned to
(a) contact the major residential builders in its
service area to incorporate energy conservation
techniques in new residences when electricity was
specified as a source of energy for heating, air
conditioning, or water heating; (b) the new
construction segment of the commercial, industrial,
and agricultural markets seeking to incorporate
energy conserving space conditioning, lightirng
systems, and improved structural thermal
efficiency in new buildings and structures;
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and (c) larger existing commercial and industrial
customers with a demand of 500 kW or larger to
develop specific recommendations for conserving
energy and lowering demand.

Edison's consumer services program was expanded in
1973 to include a full customer services educational
program for existing residential customers using
face=to~face contacts to inform customers about

EM. The program included printed literature to
achieve EM goals.

Edison submitted a supplemental conservation plan

- in A.54946, directed towards augmenting its ongoing
conservation activities in six areas to reduce
anticipated future annual kWh sales in the residential
and commercial classifications by up to 310,000,000
kWwh by (2a) expanding its personal contacts in the
residential and commercial sectors: (b) providing
showerhead regulating devices to electric water
heating customers; (¢) expanding publicity and
informational efforts; (d) providing an energy
conservation kit for new customers: and (e) setting

up a solar water heating demonstration and publicity
program.

It committed the resources to implement the latter,
level 2, programs prior to Commission authorization
of its $2.4 nmillion budget augmentation.

Between 1973 and 1976 40,000 commercial and industrial
customer contacts resulted in an annual savings of

1.4 billion kWh and an estimated demand reduction of
200 MW,

(12) D.8694022/ dated February 8, 1977 in PG&E's A.56845
, directed gas and electric utilities to consider the

35/ Finding 1 of D.86940 states:

- *1. The Commission has directed PG&E and other gas and
electric utilities to direct efforts towards the promotion
of conservation of energy as a primary commitment and
obligation of a public utility. The Commission notified
PG&E that it expects PG&E and other utilities to develop
2 scphisticated analytic capability to evaluate conser-
vation measures which may go beyond the conventional scope

£ utility activities, to make aggressive use of its
marketing capabilities and to educate the public in con-
servation and, where reliable and cost-effective, to
promote  erergy-saving design and technological changes.®
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. promotion and conservation of energy as a primary
commitment and obligation of a public utility and
provided for filing of offset rate applications
for consideration of utility comservation programs.

(13) Edisen filed A.S?lli on February 22, 1977 to comply
with that directive. A.571ll described 34 programs
degsicned to increase e¢lectrical use efficiency,

moderate system-peak demands, and reduce energy
wvaste.

| (14) Edison's new programs are directed to point out
a additional ways to conserve electricity to the
publiec. The programs reflect a greater reliance
on hardware, encourage the installation of more
- efficient appliances, and emphasize peak-load
management concepts.

(15) D.86794 included conservation funding for test yvear

1976 of $54.3 million, $952,000 for customer service
field forces working on c¢onservation programs, and
$750,000 Zfor public relations in the conservation-
related f£ield to cover its level 1 and level 2

’ expenditures for 1976. Edison expended $4.2 million
on its 1976 comservatieon activities, absent early
Commission approval of its programs.

A3 noted above, D.88650 eliminated the comservation
adjustment clause account for accounting for conservation~-related
activities. Edison proposes that funding for its new level 3
1977 programs, which are directed 0 customer groups and ©o specific v” '
energy uses within each group, in addition to its level 1 and
level 2 activities, be incorporated in its base rate revenue
requirements.

In this proceeding, Edison expressed its willingness %o
work cooperatively with the staff of this Commission and of the
Energy Commission to obtain maximum EM benefits. Edison's EM
policy witness expressed Edison's willingness to drop ineffective
, 1 or less effective programs as proposed by our staff and to
B transfer resources to augment existing programs or to implement
new programs based on this consultation. He stated that flexibility
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in modifying programs would not result in a.decrease in Edison's

EM expenditures. =Edison contends that the level of funding for

its EM activities should consider: (1) existing commitments to

new supply and associated cash £low; (2) the experience of other
California utilities on appreopriate levels of resource commitments
to EM activities; and (3) providing for orderly EM activity -
growth so that personnel can be trained and deployed effectively.zﬁ/

These expenditures do not include amounts for circuit |
load management which are a portion of distribution expenses.

In addition, a portion of Edison's A&G expenses deals with
conéervation-related activities.

Edison contends that certain nomnspecific inquiries or
multiple in@uiries, which include requests concerning conservation
activities of a general nature, are dealt with by its ALG employees;
that it finds it preferable to do so in this manner as opposed to
transferring calls to its Energy Management, Customer Service and
Informational Division (EMD): and that where further information
is needed, such a referral is made to the EMD. TURN contepds«
that Edison's A&G employees should be totally divorced £rom this
type of activity because their work duplicates'the activities
of the EMD. '

Edison's procedure of using A&G staff to respond directly
to routine inquiries-is-more‘expeditibus than having the matters
handled by personnel in two departments, delivers the necessary
information on the initial comtact, and avoids the possibility of
the casual caller terminating his inquiry. This procedure is
reasonable. ' ‘ '

36/ mhe Commission staff concurs in this assessment.
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Conservation Survey bv Bdisen

Exhibit 70 is a report presenting the summary of findings
and major conclusions £rom a comprehensive, system—wide attitude
survey conducted by Edison's consultants, Public Response
Associates, Inc. and MSI, Intermational, Inc. The survey
included 1,013 personal interviews at residences between October 29
and December 15, 1976. The purposes of this study were %o
establish data on current public attitudes to enable Edison %o
develop programs which more accurately reflect customer needs
and concerns, and to provide bench mark data against which the
effects of future programs and events can be evaluated.
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The major conclusions of the survey are:

Approximately half of Edison's customers do not '
believe in an emergy crisis or that an energy
shortage exists. Those customers who do not
believe a shortage exists tend to be less informed
on all energy issues, and are more critical of

and less sympathetic %o the need for EM or of

the need for conservation-oriented R&D.

Despite widespread doubts as to the existence

of an energy crisis, rate increases have tended
to encourage some conservation. Increases in
bills have increased customer interest in energy
issues. Most of Edison's customers are not
alarmed about an energy crisis. However,

many customers question Edison's ability to
deliver what they perceive %0 be a growing
demand for electricity.

Customers accept rate increases attributable to
specific factors, such as the rise in oil pr;ces
or to general ;nflat;onary trends.

Many customers oppose rate increases for R&D and
for constructien of new power plants, or for

paying for increased environmental costs, or for
increased interest costs.

While Edison’s customers do not wish to be energy
dependent on Mideastern oil producers, and they
endorse the EM concepts and intensive R&D activities,
they are unclear as to who should pay.for this develop—-
ment, which is perceived as a costly undertaking.
Edison states that its customers want energy at a
reasonable and stable cost level, and that there

is an implicit recognition in the survey that only
cost increases will curtail the use of electricity.

Customers prefer that R&D activities be conducted
by many organizations, primarily by the Federal
Government because of the magnitude of R&D costs
and to pass on the benefits of R&D to the public.
The survey shows little interest in havzng major
utility respons;bzlzty for such R&D.
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Most customers believe they have attempted to
conserve electricity by cutting down on appliance
use and by turning out lights when not in use, but
its customers are skeptical about their abzl;ty

to ¢conserve or of the success of any voluntary

conservation effort which offers no cash zncentives
to residential users.

Customers dislike any inveluntary load management
concept to force them to use less electricity.
Customers favor lower rates for off-peak usage if
there is neo penalty for using electricity when
desired.

Customers have a rough idea of which appliances
are major users of electricity. However, many
customers feel they are not well 1nfo:med on EM,
and that EBEdison is responsible for supplying

them with EM information. Less informed customers
either tend not to conserve electricity or use
their lack of informationr as a reason £for not
conserving electricity.

Most of its customers have a good opinion of
Edison. Public attitudes are more favorable to
~Edison campared to other companies in the energy

business, i.e., oil and gasoline companies.

Many of Edison's critics believe that it makes
excessive profits or that every rate increase
increases Edison's profits.3Z/

There are.a large number of customers with
little knowledge of Edison's activities who can

not evaluate its envirommental, pollution, and
community work.

37/ Edison contends that inflationary pressures and fuel price
increases regquire it to ask for rate increases. Edisen
perceives a critical need for educating the public that
evervy rate increase does not mean increased profits. The
cost of any such educational programs should ke borne by
Edison's shareholders.
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(13) Many customers believe that Edison has not
communicated information about its activities
and operations. Suc¢h customers tend to question
the justification of Edison's rate increases.

The public supports informative political activities
by Edison, (but not overt political activities), such
as information on the company's stands on conserva-
tion, on the environment, and on energy issues. ‘

(15) Attitudes about energy use are subject to rapid
change in teday's political climate and to media
exposure on natural gas and water shortages. .

Northwest Enerav Policy Project

The staff summarized the findings of 40 studies of public
awareness oa the energy crisis and on conservation practices
contained in the 1977 "Northwest Energy Policy Project” report.
This report generally parallels the Edison survey, supra. The
report, inter alia, finds that: (1) most people attribute'the
energy crisis to manipulation of energy.supplies,by major oil
and utility companies; (2) most people tend to conserve in small
ways at minimal effort and expense - although a few people have
made significant reductions in their enexgy use through home '
insulation or changing their mode of travel; and (3) that many
people say they would accept numerous and fairly stringent energy
conservation measures in the future if such measures were truly
necessary.
Santa Barbara Survey and Remort

The Santa Barbara Energy Conservation Project (Project)
report (Reference Item G)2§/ outlines Project comservation activities
undertaken through media exposure and customer surveys. The
report points up the problems of the sponsoring committee in
setting up a model energy conservation program designed to
reduce consumption of. energy iz the city of Santa Barbara by

38/ The report was not received in evidence.




S percent through more efficient emergy consumption in all sectors
of the community. The report states that the greatest drawback

to achieving conservation goals by governmental agencies and
utilities is that they lack an understanding of how to market
conservation concepts, and that without truly understanding

the consumer, his attitudes and interests, conservation ‘
programs will only be marginaly effective. The report was generally
eritical of governmental bodies in setting up internal energy
savings programs, of governmental failure to promote enexgy
conservation, and of how to fund the Project.

Commission Staff Testimonv

The Commission staff testified on the gquantitative
measurement of Edison's conservation programs, an analysis of
Edison's 1977 conservation programs, a rating of program elements
in Bdison's EM activities, an analysis of Edison's co-generation
activities, and an evaluvation of Edison’'s 1978 and 1979 EM
activities in regard to a rate of return adjustment. The staff
recommended no rate of return adjustment in this proceeding.

The staff's report on quantitative measurement of
Edison's EM programs provides information on the impact of
conservation upon electric demand and evaluates methods for
quantitatively isolating the impact of EM programs. The report
describes customer electric consumption trends from January 1973
to December 1977 and discusses major factors affecting energy
consumption, including energy prices and economic conditions,
the weather, public. awareness, and state building standards.
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It discusses methodologies or to0ls to isolate conservation from
other major factors affecting energy consumption, inclﬁding
econometric techniques, consumer surveys, and other methods such
- as tracking of sales of eff;cient appliances, energy-saving devices

and analysis of meter data.

The staff concludec that: (1) Edison's econometric
models are basically sound; (2) model improvements will occur
as more EM data is collected: (3) where there are both volﬁntary
and mandatory programs (i.e., imsulation programs) an attempt
should ke made %o assess the effect of voluntary programs:
(4) the staff's recommendations in Chapters 5 and 6 of Exhibit 87
should be used as guides for future econometric studies:
(3) measuring long=-term consexrvation impacts is difficult at
best and that long-term price elasticity, adjusted for conser-
vation efforts for such measurements, might be used: (6) where
possible, consumer comrservation programs should be designed to
reinforce Or strengthen constmer responsiveness to future price
changes; (7) effective EM programs should lead to larger estimated
price elasticities as future data reflects the effects of
Edison's EM efforts; and (8) that each EM program should be
analyzed to determine whether its impact can be measured by estimates of
price impacts or whether its impact must be measured independently.
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The staff contends that Edison assumes that all voluntary
conservation savings are already included within Edison's sales
forecasts through the estimate of impacts of price elasticities,
but that the staff believes that price effects do not adequately
measure voluntary conservation activitieszg/ and current forecasts
should be modified to adequately adjust for voluntary conservation
cfforts. The staff also recommends that Edison’s future EM
reports should explain how it uses its consumer surveys and that
the following data be provided: ,

(a) The purpbse of collecting EM data.

(b) What data was requested.

(¢) The frequency and volume of reporting.
(d) Results of the data collection.

(e) How was the data used in the measurement of

energy savings f£for each of the conservation
Prograns. ‘

The staff and interested parties should also have the

- opportunity to participate in improving the quality and
effectiveness of EM activities and EM reports. The staff notes
that: (1) Edison has implemented its level 1 and level 2 programs
which should be accomplished in 1978: (2) there is an increasing
difficulty in obtaining necessary governmental approvals to build
generating capacity and to meet future energy needs and load growths

39/ The staff assumes that the individual program estimates used
are lower limits of what will occur in the future.
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(3) existing and increasing energy requirements regquire large
quantities of foreign oil which aggravates the balance ¢f payments
deficit to pay for low sulfur oil; (4) one means of cutting down
on these requirements is through effectively selling conservation
to the public; (5) EM program implementation requires a great deal
of time and effort; and (6) Edison has made large expenditures

in developing and experimenting with a number of programs without
realizing all of the potential benefits from these activities,

but that the staff expects these programs will cause dramatic
reductions in energy sales and in peaking requirements in 1979.
The staff recommends a continuous efforxrt by Edison to evaluate

and reevaluate programs, to discard ineffective programs, %o
promote new effective programs, and to continue +o be sensitive

to areas 6f staff concern. The goal of these activities is to
develop and implement EM programs which are efficient, worthwhile,
and provide maximum benefits to Edison's ratepayvers. The staff
points out that Commission EM policy is set forth in the Commission
letter of December 17, 1975 to the Chairmen of the Boards of
Directors of major energy utilities in California whickh states:

“In urging an expanded conservation effort,
we do not minimize the importance of careful
cost-benefit analysis in all comservation
activities. In our view, a conservation
activity is worthwhile if it costs less than
the full cost - including environmental
effects = of supplying the energy which
would be saved. All conservation activities.
which have any reasonable prospect of cost~"
effectiveness should be analyzed by utility
companies.”
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) The staff states that cost-effectiveness of a utility's
conservation/load management activities can be determined on a
life=cycle basis which typically considers both customer costs
and utility costs. However, the staff notes that customer costs
are not included in determining the cost-benefit effect on the
utility and that Edison has not identified customer costs for
programs. | '

- . - -

The staff recommends that: (1) Edisom be authorized
to promptly establish a report card billing to its ¢ustomers
which shows past and present end-use datd to permit comparison
of the current and the prior vears' usage; and (2) Edison be
authorized t¢o establish a program for the elimination of
inefficient frost-free refrigerators and freezers from the
market place in coeoperation with appliance dealers, through
payment of an approﬁfiate cash incentive to dealers, to junk

secondhand units in order to keep them from beingvresoldwiéy

Edisen contends that further review of this suggestion
needed because while the program may reduce energy
consumption, it may alse eliminate a needed source of

reasonably priced serviceable refrigerators from the
reach of low income families.
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The staff compared Edison's EM program expenses to PG&E
and to San Diego Gas & Electric Company (SDG&E) £for 1976 through |
1978. Edisen's total cost and cost-per-customer have been higher
than PG&E's and SDG&E's electric EM activities., Edison's EM
expenses for 1979 are averaged out at $4.37 per customer per year.

The staff testified that: (1) Edison was initially’
reluctant to implement a voltage reduction program, but that
after rcalizing the feasidility of achieving large energy
savings Edison has moved vigorously and effectively to realize
these savings: (2) Sdison's staff is working aggressivély o

- develop new EM programs; and (3) Edison has not achieved significant—-

conservation results in the residential (particularly in home
insulation imstallations) and commercial sectors.

The overall staff evaluation of Edison's EXM
activities is as follows: (1) 1976 was a point of beginning
with a minimal reduction in nonindustrial use; (2) there was
not a significant EM activity expansion in 1977, except for
conservation voltage reduction programs; (3) Edison has
successfully inmplemented an industrial audit progrhm, which
is confirmed by lower metered use per customer; (4) Edison
assisted this Commission and the Energy Commission in developing
a commercial and industrial energy audit reporting format
which may be used by all California energy utilities; (5) Edison
has increased energy conservation effort, but the level is still
inadequate and should be expanded, especially in the residential and
commercial sectors, and the decrease in residential consumption
forecast for 1979 is unacceptable; (6) Edison has agreed to

-
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vigorously expand its residential hardware programs; (7) certain
first-year savings werc not costeeffective, but where hardware
was installed, they may be cost-effective over the life cycie;
(8) consumer education programs are . important in an EM effort
even though they are difficult to evaluate because the customer
pay use today's advice in future yeara or may abandon the
conservation effort at any time: (9) Edisen's Comservation Division
has responded well to outside suggestions and did a commendable
job in implementing programs after its supplemental nonincentive
programs were approved by the Commission: (10) Edison has
agreed tO accelerate its program to set nomsolar or none-
therapeutic pool timers to operate during off-peak hours and to
revise its tarifﬁél/ to reflect this change; (1l1) Edison has agreed
_to develop 2 solution %o the problem of increased saturation oL old
inefficient secondhand frost-free refrigerators; (12) Edison’s
- budget for waste heat utilization, co-generation, and load
management is reasonable; and (13) Edison has agreed to apply
funds not required by program medification or by disallowance
of specific incCentive programs to water heater and-other
incentive programs required by D.88551 dated March 7, 1978 in
c.10032.

Ll/ Edison recommends modification of the staff tariff proposal to

defznz its on-peak demand period rather than the statewide peak
deman,
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Enerav Conmission Position

The Energy Commission contends-that: _(1) Edisen's .. ..
conservation effort is insufficient: (2) Edison's program
measurement and evaluation is deficient; (3) Edison's programs
can be improved and standards for expansion of conservation
programs by energy utilities should be made; (4) to aveid a
future energy crisis all worthwhile conservation efforts
should e implemented and fully expanded so that all cost-effective
savings are realized; (5) in future proceedings, Edison should
bear the burden of proving that cach of its nonexperimental
programs has achieved all of the cost-cffective savings feasible
(ér that it is not possible to further expand such programs) or
be penalized in its rate of return: (6) claimed program savings
aside from voltage reduction represent 0.964 percent of the
annual consumption in 1976, 1.l66 percent in 1977, 1.189 percent
projected for 1978, and 1.519 percent projected for 1979-

(7) Edison's conservation programs would cost an estimated

$0.011 per kWh, which is approximately one-f£ifth of the $0.052 per
kWh cost of new generation; and (8) that cost-effectiveness
measurenents of EM efforts on an annual basis are too high if
they do not account for long-term savings f£rom programs.

The -Energy Commission requests -that. all conservation
activities which have any reasonable prospects of cost-effectiveness
be analyzed in Edison's yearly conservation plan reports.

The Energy Commisscion contends that Edison failed to -
identify £ull costs (with or without evaluating eavirommental
effects) of EM savings or to qﬁantify the extent to which. its
prograns could be cost-effectively expanded. Edison's policy
witness testified that: (1) at the present time Zdison has
adequate capacity and that the kWh which is conserved today
should be measured against energy-related costs: (2) Edisen is

148~
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not deferring construction of new capacity at this time: (3) at

a future time, when Edison can defer new construction

of capacity duc to the sucgess of its EM programs, it could
incorporate the cost savings of that deferral in its estimates; and
(4) Edison would go into the exhaustive study necessary to

provide £full costs as proposed by the Energy Commission if
ozdered to do s0.

- Y Pa i i - g—,

The Energy Commission recommends that Edison: (1) make
greater use of pilot programs, including the use of control groups,
to differentiate between effects of Edison’'s programs and
publicity and other influences on the customer group; (2) dis-
tinguish between its experimental and pilet EM programs and its
established programs: (3) expand the “Sherlock Holmes" resideantial
audit program of its high-use customers £rom 7,200 to 40,000
audits per vear to reach all such customers within five years:

(4) cevelop a method for determining the long-term impact of an
energy audit; (5) reword its surveys to £find out if customer
actions were tramsitory or continuing, to get data on specific
aonadvertising programs, and to develop techniques to reach less
responsive customers; (6) concentrate its EM efforts on its most
responsive customers and simultaneously develop alternaée-approaches
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‘ to reach a goals (7) pretest its public awareness programs with
the public (rather than internally) to reduce costs and determine
receptivity to the programs: (8) cenduct surveys and follow-up
surveys throughout the year to pick up seasonal responses €O its
programs; (9) mark its conservation hardware with estimates of
cost-effectiveness and resulting energy savings: (10) incorporate
comfort as well as economics into its insulation advertising and
promotion; (ll) distridbute its best buys lisﬁ as well as the
Edison's "Cold Facts" brochuré, since inquiring customers are
likely to be in the market for appliances and receptive to an
appliance efficiency list; (12) use the Hy Efficiency advertising
budget of $35,000 to increase the $5 customer incentive: and
(13) that Edison combine its efforts with SoCal's related home
improvement program using established retalil outlets rather than
separate facilities.

The Energy Commission makes no recommendation on rate of
return because this Commission has not established goals for
Edison's conservation programs +o provide a standard for
measuriag Edlson s efforts.

The Energy Comnmission questioned whether Ed;son was
meeting its own goals for reducing consumption as a result of
its industrial emergy audits and criticized certain of Edison's
advertising as lacking specific useful conservation information
which should be included in conservation advertising.
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Position of TURN

TURN contends that: (1) there is insufficient evidence
in the recoxrd to determine the reasonableness of the cost
associated with Edison's conservation program; (2) none of the
parties can define cost-effectiveness; (3) there was no independent
study of the reasonableness of Edison's costs (including laboé,
printing, and advertising costs) to implement Edison's Programs;
and (4) there are contradictions in Edison's own evaluation,
which would increase its expenses if programs were effective or
ineffective. ' TURN also discusses previously described issues.
TURN concludes that to the extent that this proposed rate relief
inerease is (not) related to the cost of providing electric
service or is not shown to benefit the ratepayers and electric
consumers, it is unjust and unreasonable and vioclates Sections L51
and 454 of the Public Utilities Code. TURN contends that Edison
is not, in fact, bound by purported targets for specific

programs, but it may manipulate the use of the expenses.
Discussion

- The conservation-oriented surveys described above
illustrate the magmitude of the problem in achieving maximum
potential conservation. A large segment of the populatiocn
either believes that there is no energy problem or that a
problem may exist in the future. Several Presidents have
sought, unsuccessfully, to eliminate U.S. dependence on foreign
eil. U.S. oil imports are growing. Gasoline consumption in
California is increasing. President Carter gave the highest
priority to the passage of a national energy bill, but it
took 19 months of concentrated cffort and compromise to
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hammer out'a bill. There are legitimate differemces in approaches
by many parties. In this proceeding parties contend that lifeline
in general and air-conditioning lifeline in particuiar are
counterproductive to meeting EM goals and ¢hat fair cost
apportionments, under which true costs are paid by the user,

will encourage c¢onservation by presently subsidized customers.

The need to reduce the growth in energy demand for
economic, political, strategic, and environmental reasons is
increasing. There is a need to: (1) develop economical alternate
resources for use in power generation: (2) make better use of
resources through greater efficiencies: (3) make effective use

£ waste heat resources: (4) develop energy storage facilitieéué/
to cut down on the number of new generating plants reguired £fox
meeting peak loads: (5) shift and reduce peak loads; and (6) reduce
consumption. The Commission has spurred the rapid expansion of
utility programs to meet these needs (particularly in the last
three vears) through promotion of cénservation, conservation
voltage regulation, TOU rates, co=geéneration, waste heat
prograns, development of experimental tariffs, and through the
establishment of an Energy Conservation Team to work with the
utilities in establishing effective programs and to evaluate
EM programs.

L2/ Edison plans to increase its Big Creek generating capacity.
The U.S. Bureau of Reclamation is evaluating the feasibility
of increasing the size of the Hoover Dam generating plant
to use its existing water supply at a higher peak rate for
a shorter duration. There is research on the use of under-
ground saline aguifers for heat storage.
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The staff contends that Edison's efforts in the
commercial and residential sectors are inadequate. Edison
contends that its EM efforts have been successful in all
market sectors (although program emphasis should be shifted
pursuant to the staff's recommendations)and that its recorded.
1977 compliance £iling showing the 12 month-ending sales
results by market sector do not directly reflect conservation
efforts since other factors, such as weather, economic
conditions, and new customers are reflected in sales. The
staff's recommendations on home insulation, further conservation
voltage regulation, and customer and dealer notification of
energy-efficient appliances are reasconable. Average annual
energy cost ranges f£for typical appliance use should also be
distributed to new customers and periodically to existing
customers, to appliance dealers, and to builders.

The data reéources for EM evaluations are limited.

The tools f£or measurement of the effects of programs are still
being developed. The staff's proposals for modification of the
econometric model appear to be reasonable and should be

considered, but it is premature to mandate those changes for future
modeling purposes. Table 5-B of staff EZxhibit 87 avtributes 17.4
percent of the estimated 1977 residential conservation %o specific
programs through use of econometric models. The establishment of
procedures to sort out and identify the specific conser-

vation impact of one of several programs will require

more data and more. experimentation before a fixed approach is
adopted.
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EM activities are now being encouraged at federal,
state, and local levels and by the communications media. Edison's
EM efforts supply only a portion of the information, both
positive and negative, which is relied on by the public. We
cannot reasonably expect Edison's efforts to galvanize the public
into immediately implementing all possible energy savings
activities. We can and do expect 2 good f£aith effort to carry
out 2 long-term eflort to develop and implement betier, more
effective, EM programs £for all classes of customérs.developed
in cooperation with the concerned regulatory agencies and the
public. The level of EM expenditures by market segment and by
programs should be periodically reviewed. Given Edison's
current efforts a negative rate of return adjustment is not
appropriate.

| ' We conclude that a rapid orderly expansion of EM
programs is necessary. A c¢rash program to implement all
cost=effective programs would be costly and could be
counterproductive.if customer resistance rather than -
cooperation should develop. A theoretical determination of
maximun potential energy and demand savings is not a measurement
o0f what will occur. It does not recognize counter=influences
on achieving such goals, including cost, convenience, habit,
perceived and actual benefits from present practices (e.g., the
popular acceptance of frost-free refrigerators, which use
considerably more electricity than conventional units, has

. & . . : . _
el;m;nate&——/ conventional residential refrigerators Lrom the

L3/ A s+taff witness does not believe that a mandate to discontinue
manufacturing frost-free refrigerators would be made.

=154~
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market'place, and open-chelved refrigerators and freezers in markets
waste electricity), and suspicion of Edison’s motives. The latter
point is demonstrated in the survey results and in TURN's position.

The Coﬁmissionf§;1n§truction_td utilities t0 analyze all v/_
conservation activities which have any reasonable prospect of
cost-effectiveness should be used as a2 priority setting tool.
Program priorities should be set, for all classes of customers,
based on that analysis. Later information should be incorporated
in follow-up reviews.

The staff's suggestion of having utilities exchange
information to aid in developing better EM programs and for
improving measurement techniques should be followed. This
interchange should not be limited to utilities or to utilities
and Commission staffs. Other interested parties wishing +to
volunteer their expertise in meeting EM goals should be made part
of the process. These meetings should also consider counter-
influences or adverse impacts of certain actions on the public,
e.g., "unnecessary* outside lights might be needed or desired
for security purpeses, shifting wozrking hours, or work practices
night reduce peak loads and yet recquire additional enerxgy
consumption for indoor or outdoor lighting.

A balanced, understandable, and believable program is
needed to meet EM goals. Personal contacts provide the
customer with the opportunity to understand how and why he
should implement EM techniques. Edison should devélop a
report card billing to compare past and present use data.

Edison should expand its Sherlock Holmes program and should

implement program changes pursuvant to its agreement with the
staff. |
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We will not require full scale implementation of a dealer
incentive prograz to junk used refrigerator-freezers until the results
of an experimental pilot program can be evaluated. In addition to ,
Edison's objection (see Footnote 40), there could be a policing problem
in seeing that the units were, in fact, junked.

The present evaluation of EM savings against fuel
savings is an interim solution. Edison should develop methods
£or evaluating the persistence of EM programs, giving consideration
to the customer survey changes recommended by the Energy Commission
to evaluate EM savings, to measure the effectiveness of its
programs. |

The definition of cost-effectiveness, including savings
due to deferral of constzuction, is more elusive than we
originally contemplated. Edison should be directed to work with
the staffs of this Commission and of the Enexgy Commission and
with interested parties to develor a meaningful format to
include new construction costs in its estimate and to determine
which types of units should be included in those costs, to
evaluate the effectiveness of EM activities. At this time,
Edison's EM programs are cost-effective in terms of fuel
savings alone. Edison's EM estimates are reasonable, Deferred
plant savings will ke additive t¢ fuel savings. The customer
who c¢conserves energy will pay a smaller bill than a comparable
customer who does not. The latter will pay a larger portion of
fixed costs, including costs for new plant required because of
his failure to conserve.

If a need for modifying programs or priorities becones
apparent, we intend to make changes. We will not be tied down
by the process of developing better measurcment techniques and
better survey methods. o
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We will adopt the staff's recommendation that Edison
£ile new service voltage ranges in its‘tariffs as set forth
in Appendix A of Exhibit 82 and the staff's procedure for
exempting certain installations. We will also adept the staff's
proposal for modifying Rule l4.l1 in regard to swimming pool
pumps, with Edison's modification to reflect the on-peak period
of its system. |

EM activities may increase the unit cost of electricity,
but memders of the public have difficulty in understanding why
conservation increases unit commodity charges costs. Absent any
other change, this is due £o spreading fixed costs over a lower sales
volume. However, the alternative of not conserving and building
new generating plant will result in even greater charges (including
costs to minimize adverse environmental impacts) to pay for addi-
tional plant to supply the additional needed power; further, it

will increase the country's dependency on outside sources of oil.




A.57602 EA/fc

The Commission has the obligation to correct deficiencies
in service, rules, distribution, transmission, storage, or supply

of public utilities.-—/ In considering rate increases we consider
the obligation of utilities to maintain adegquate, efficient, just,
and reasonable‘service.—Z/ '

Inplementation of EM programs to reduce demand and
consumption to insure the adequacy of energy resources must
be considered in evaluating the need for new plant. To the
extent that EM programs are successful, there is a reduced
need for new plant. To the extent that reasonable expensés
are incurred in EM program implementation, revenues sufficient
to provide Edison with a reagonable opportunity to recover its
expenses for such programs must bde authorized.

One o the causes of customer confusion on billing
results from the need to refer to several tariffs to determine
the total bill, e.g., the ECABF is not shown on the rate tariff.
We will revise Edison's tariffs to consolidate domestic rate
zones and %o include all charges on a single customer bill with
appropriate footnotes explaining the size and components of
the total bill, together with references to the derivation of
non=base rate bill components.

LL/ See Section 761, et seg., of the Public Utilities Code.
L5/ See Section 451 of the Public Utilities Code.
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The National Energy Comservation Policy Act (Act) calls
for each regulated‘utility to develop a conservation progrﬁm in
compliance with a state plan (to be prepared within guidelines
developed by The Department ¢f Enexrgy (DOE)). The Act instructs
DOE to allow ongoing conservation programs to continue. It will
be necessary, however, for those programs to later comply with the
procedures introduced through the state plan, and (where supplying,
installation, or financing of comservation measures is involved)
avoid unfalr marketing practices and anticompetitive activities.

It may be & year or more before utility comservation
programs in compliance with the Act are submitted. In the interim
period the need to move forward with vigorous conservation activicies
remains. Edison should therxefore continue to develop its programs,
assuwming that ongoing conservation programs will be allowed to
continue, being aware of the possible limitations and additional
wandate activities implicit in the Act. The Commission staff
should be consulted to assist Edison in determining reasonable
interim steps to be taken in anticipation of DOE's possible
interpretation of any vague portions of the Act.
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VIi. ENERGY PRODUCTION RESQURCES

Qur previous discussion on rate of return emphasizing
the importance of return on equity should put utilities on notice
that, when £aced with potential increases in customer demand, there
- may not always be a financial benefit to favoring options, imcluding
new plant comstruction, that expand rate base. . This should encourage
utilities to seriously consider other options for expanding or-
improving service. More aggressive facility maintenance and |,
nodification efforts, including repowering, can increase plant
output and reliability. Load management through rates and devices
can improve load curves and reduce increases in peak demand. We
. Will order Zdison to review its repowering options and facilivy
maintenance and modification efforts to determine additional
cost-effective options, and to report its findings within 240 days
(as a compliance filing in these proceedings).

Cogeneration is another alternative, and we repeat that
we expect Edison to pursue its cogeneration potential aggressively.

In addition, many utility customers, especially imstitutional
users (e.g., schools, hospitals, and the telephone utilities) have
or may be planning standby auxiliary power sources for emqrgency'
use or cogeneration facilities. Edison should, within 240 days,
review and catalog all such existing and potential sources in its
service area and their availability to contribute power during
Edison's high demand periods. Edison should address the economies,
institutional arrangements, maintenance and fuel requirements, and
possible cost-effective incentives necessary to enable it to call
upon such awdliary facilities as peaking capacity for its system
and report to the Commission on 4ts findings within 240 days.

Qur direction to review these optibns, which include
additional sources of supply, is made in keeping with our often
repeated observation that conservation very often represents the
most cost~effective alternative for meeting a given level of load
demand. Where it is cost—effective against other alternatives,
conservation investment represents the most efficient use of
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California’s available capital - with minimum environmental impact -
and should be encouraged over new generation. We may issue an
OII €0 further explore these ideas and alternatives.

There was considerable discussion in D.89316 on the need
for long~range electricity supply and investment planning and for
such planning to include alternmative sources of energy, including
energy conservation. We agree that this need exists with respect
to Edison and, furthermore, will order Edison to make such supply
and construction plans looking forward a minimum of 20 years.
Edison shall also make such plans puolicly available. _

- Finally, we would like to reiterate that an overall
conservation ethic and approach on the part of eﬁergy utilities
we regulate will not be detrimental to the shareholder. If the
neasurement of earnmings we apply is return on common equity the
utility is not penalized for slowing generating plant expansion.
Likewise, we have adopted an SAM for gas utilities to insure that
declining salcs do not erode earmings, and for electric utilities
we will soon begin hearings in our investigation into the establish-
ment of an adjustment mechanism for electric sales (AMES) in OIT
No. 25. '

VII. RATE DESIGN
Cost of Service = Cost Allocation

The Commission has in previous decisions considered both
the allocation of test year costs and marginal cost data as factors
in establishing rates. In D.86794 the Commission found
that the monthly peak responsibilities method (MPR) was reasonable
as between jurisdictional operations and could be extended in
examining Edison's jurisdictional operations. In this proceeding
evidence was presented by Edison;,the staff, CMA, Airco, Inc.,
General Motors Corporation, and CRA. Since cost allocation is only
one factor to consider in rate design we believe it‘is unnecessary
to detail the differences here. The staff exhibit included the
following MPR cost allocation results at Edison's present.ahd
proposed rate levels: '
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Rate of Return

Present Provosed
Domestic 7. LB%
L&S Power ‘ 13.26
Large Power 11.85
Very Large Power -8 11.84.
Agriculture & Pumping ' 10.18
Street Lighting 7.86

Total ’ 10.25

The Commission has not in the past, nor is our intention
now, to exactly equalize rate of return by classes. The variation
between classes as indicated is not conmsidered extraordinary.

While cost allocation is an essential tool between jurisdictions,

it is not necessary or appropriate to find definitive costs as
between customer groups. Many cost approaches and methodologies
would be of equal validity if our only goal was to precisely equalize
returns among customer classes. However, as is apparent from the

following rate design discussion, there are many conceras to be

weighed and balanced in adopting a rate design that serves the overall
public interest.

With respect to rate design we are more concerned with
current and future cost levels. The staff exhibit included the
following marginal cost data:

Annuval
Transmission Level Average
Demand ES/kWVho.)' ' $7.8L
Energy (g/kWh) | ' 2.86¢

Distribution Levelb

Demand.ES/kW/mo.) $13.31
Energy (#/kWh) 2.99¢

We are particularly interested in future proceedings with
comparing generation and transmission marginal cost data on a
seasonal basis with the rate levels of the various customers.
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Rate Design Proposals
Edison

Domestie Rates

Bdison proposes to consolidate present Schedules Neos. D=1
ané D=2 into a new Schedule No. D=1, to consolidate Schedules
Nos. D=3, D=4, and D=5 into a new Schedule No. D-2, and to redesignate
Schedule No. D-6 as Schedule No. D=3. Edison also proposes to: |
(1) use the customer charges and lifeline base rate energy charges
of present Schedules Nos. D~l, D=3, and D-6 for the three new
schedules; (2) institute higher customer charges for nonlifeline
residential service (e.g., service for hall and outdoor lighting
and laundries in apartment houses); (3) use existing energy blocks
of 300 kWh per month and over 300 kWh per month; and (L) substantially
increase nonlifeline base rate energy charges for all consumption
O 4.554 cents per kWh (this rate is 95 percent above the present rate
for nonlifeline consumption over 300 kWh, after the transfer of the
present base rate emergy cost of 0.739 cents per kWh to ECAC).

Air Conditioning Lifeline

Pursuant to our instruction in D.88651&§/ Edison and the
staff prepared studies and each recommended establishment of two
climatic zones where space cooling is necessary to supply the
minimum energy needs for human comfort and recommended air cooling
lifeline allowances (ACLL) within each climatic zone. The area
proposed by Edison is larger than that proposed by the staff.

Edison proposes that: (1) ACLL be based on the minimum
requirement to maintain a 1,000 square foot house at 85 degrees
Tahrenheit with an'evaporaxive cooler, namely, 100 kWh per month
in Cooling Zone V and 50 kWh per month in Cooling Zone H; (2) this
ACLL would apply for six months from May through October; and (3) a
customer with a refrigerated air conditioner could obtain a
supplemental ACLL of 200 kW: per month 4z Cooling Zome V and

L&/ "...[Wle-will adopt a policy in this proceeding to establish
- in forthconing rate decisions iacluding electric utilities
lifeline quantities of electricity necessary %o Supply +the
pinimum energy needs of the average residential user for

Space cooling to 85 degrees Fahrenheit in appropriate
¢limatological areas.”
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100 kWh per month in Cooling Zone E if the customer installs a load
control device approved by Edison.at his own expense. Edison
believes that a rotating interruption of air conditioning service
during system peaks would not cause comfort problems. Edison's
witness contends that: (1) its appliance saturation survey shows
that there are large numbers of customers in Cooling Zones K ané

V who do not have air conditioners, and that fact makes it evident
that evaporative coolers are more than adeguate to provide the
minimum cooling requirement, e.g., over 73 percent of Edison's
customers in its Barstow and Ridgecrest districts in Cooling Zone V
and over 61 percent of its Delano district customers in Cooling

Zone I have evaporative coolers;ﬁz/ (%) if the higher staff ACLL

of 500 kWh and 300 kWh per month in staff cooling Zomes V and H

were adopted, the customer with an evaporative cooler would receive
an ACLL greater than his air conditioning requirements which would

be applicable t0 nonlifeline consumptive uses; (3) if a customer
with 2 refrigerated air conditioner wants the supplemental allowance
he should be willing to have a 10ad control device installed to
enable Edison to reduce the air conditioning demand impact on its
system peak; (L) air conditioning load provides the largest peaking
demand increment to its system peak; and (5) he doubted that
customers would install an air conditioning system and a load control
system solely as a means %o obtaln additional lifeline quantity
rates. Some residential customers in these zones have nelther
evaporative coolers nor air conditioning. He recommends that the 39.7
million deficiency resulting from ACLL, at Sdison's proposed rates,
be recovered by increasing nonlifeline domestic sales by 0.1L7 cents
per kWh. He estimates the ACLL deficiency based on the staff proposal
to be $9.2 million at present rates, and 328 million at proposed rates.

47/ Edison's Exhibit 110-1 also shows a saturation of central and
room air conditioners of 53 percent in Barstow, 56 percent in
Ridgecrest, and 49 percent in Delano.
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Rate Zones .

Edicon contends that: (1) the cost relationships between
zones contained in its 1975 study should still be used (thet study
justified retention of rate differences between zones) and (2) iss
proposed elimination of those zones was responsive to Commission

irection.

Lighting and Small Power

Edison proposed o consolidate Schedules Nos. A-l to A-6 4into
three rate schedules in parallel with its proposed domestic schedules.
The staff proposes a single‘schedule.

Edison proposes to increase customer charges ranging from
$1.00 vo $1.50 per month for single phase service to a $4.00 to
$5.00 range, and o increase three phase service customer charges
from a $2.00 %o $2.50 range to a $4.00 to $5.00 range.

Edison's proposal would: (1) result in some bill reductions
at lower consumptions; (2) generally reduce energy charges;

(3) sharply increase demand charges from $1.23 to $5.00 per kW of
illing demand over 20 kW; and (4) continue declining block rates.
Bdison proposed to increase the average Rate B charge to 3.4 cents
per kWh. Under Rate A, Edison's proposal would increase bills
slightly at lower consumptions and decrease bills slightly at higher
consumptions. The staff proposal would decrease bills slightly |

for Lower consumptions and increase bhills sharply for higher
consumptions.

Under Rate B, Edison's proposal would decrease »ills for
smaller loads and increase bills for larger blocks.

Large Power

Edison proposes sharp increases in demand charges,
reductions in energy charges, and elimination of one demand block
and two energy charges. | |

Very Laree Power and Other TOU Rates

An Bdison witness testified that: (1) proposed increases
in customer charges and in demand charges and decreases in energy
charges were made t0 make customer, demand, and energy charges more
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closely reflect costs; (2) the partial removal of demand cosSts now
reflected in energy charges works towards the removal of the
subsidy of low load factor customers by higher load factor
customers; (3) a reduction in the ratio of on-pealk KW demand o
~ke maximum kW demand of 2% percent occurred (in comparing
December 1977 to December 1976 for 82 of 108 TOU customers) and a
bill analysis indicate that a reduction of on-peak kW is occurring
comparable to the level Edison anticipated; and (4) CRA's proposal
for a revenue equalization clause to spread the net reveaue 10ss
resulting from the load shift stimulated by TOU rates to all
customers is unneéessary because the revenue shifts are consistent
with the assvmptions used to develop the rates.
Commission Staff
Domestic Rates
The staff proposed three alternate domestic rate structures.
ternate T would: (1) use Edison's three rate zones; (2) establish

an initial monthly block of 240 kWh, 2-250 kWh blocks, and a block
for use above 740 k¥Wh; and (3) increase unit costs for higher use.

_ Alternate II would: (1) esteblish one rate zome; (2) establish
the same blocks as Alternate I; and (3) increase unit costs for
higher use. Alternate III would: (1) establish one rate zonme;

(2) establish an initial monthly 750 kWh block and a block foruse

over 750 kxWh; and (3) increase unit costs for greater lifeline use.

The staff originally recommended a small imcrease in lifeline tailblock
rates because the nonlifeline tailblock rate was approaching a
marginal cost level and at the time there appeared to be a sufficient
rate cifferential to increase lifeline ratves pursuant to Section 739
of the Public Utilities Code.

Aflr Conditioning Lifeline

The staff contends that: (1) 2 separate evaporative
cooler ACLL is inadequate for many customers and that given
administrative and policy difficulties no restriction on the use of
the ACLL was appropriate; (2) saturation within Cooling Zomes E & V
is 87 and 99 percent, respectively; (3) Edison has not provided an
estimate of the revenue requirement resulting from adoptionvof,thé
supplemental ACLL; and (L) the staff ACLL is below the average use
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in Cooling Zones H & V and the ACLL could encourage users to stay
within the allowance to realize rate savings and would not encourage
further use of air conditioning within the two zones. The staff
estimates the revenue effect that would result from 4its proposal
at proposed rates would be a $20.3 million revenuve loss.
Lighting and Small Power
The staff proposes a customer charge of 3$2.50 per month.
The staff concurs with Edison on the need tO narrow.the
disparity between Rate A and Rate B (5.0 cents per xWh vs 2.9 cents
per ¥Wh averages at present rates) and in proposed blocking changes
reducing the numbers of energy blocks.
The staff proposes to: (1) invert energy blocks in
Rate A; (2) establish demand charges of $3.00 per kW for the first
20 XW of demand; (3) increase demand charges for demands over
20 XW to the $5.00 level proposed by Edisen; (4) to reduce the
inivial block energy charges for the first 150 kWh per kW of demand
<0 1.9 cents per kWh compared to Edison's higher charges which are
tied to the energy block charges in Rate A; and (5) the staff

proposes substantially higher second and third block energy charges
than Edison.

Large Power

The staff proposes & lower initial demand charge and one
additional demand block at a higher charge than proposed by Edison,
aad two energy blocks vs three blocks proposed by Edison, at a higher
level than proposed by Edison for customers with demands below
1,000 kW and several alternate designs for customers with demands
greater than 1,000 kW (potential TOU=7 customers).

Very Large Power and Other TOU Rates

The staff analyzed several alternate TOU=8 rate structures.

A staff witness testified that: (1) marginal cost studies
Justify higher demand charges than proposed by Edison but that a
£ull one-step increase to that level would have adverse ecomomic
impacts; (2) further information is needed before consideration of
establishing winter and summer rate differences; (3) thﬁ theoretical
Justification for doubling mid~peak demand charges would reduce

~167-




A.57602 ka

incentives to shift on-peak demands; (4) no demand charges should
be levied for off-peak demands; (5) the reduction in energy charges
proposed by Edison would help efficient high load factor customers,
but it prices energy below marginal costs %o a level near fuel: oil
costs; (6) Edison's proposal would be a signal that energy COSts
are going down, and could reduce conservation efforts; and

(7) very large customers Strongly opposSe any unsubstantiated increase
in energy cost differentials. The staff proposes an alternate
TOU-8 rate which increases demand charges and leaves energy charges
substantially unchanged, and another altermate which increases both
energy and demand charges. The staff recommends the former because
data indicates a higher demand cost compared to present levels,

and also recommends against reducing any portion of the rate.

The staff also submitted alternate rate designs with
different winter and summer energy charges and inverted on-peak
energy charges where the rate increased from 3 cents to 5 cents
per kWh as the percentage of on-peak consumption increased. The
staff marginal cost study shows differsences in on-peak transmission
energy demand from 3.05 cents per kWh in summer to 2.96 cents per
XWh in winter, and corresponding marginal costs for distribution

energy costs of 3.18 cents per kWh and 3.09 cents per kWh.
Cther Parties

Domestic Rates

CMA proposes two domestic rate forms adopting Edison's
zoning, lifeline energy charges designed to recover its proposed
allocation of revenues to domestic customers. One of the rate forms
has a uniform aonlifeline energy charge for all consumption. The

other has higher summer and lower winter rates for all nonlifeline
sales.

TURN recommends 20 reduction in rate zones ©o protect
existing rates of urban customers.

Other parties either support Edison's position;or recommend
that no ACLL be authorized. They contend that: (1) ACLL is both
antithetical to conservation and 10 cost recovery; (2) any subsidy
gives false price signals (encouraging consumption) to the person:
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receiving the subsidy, and discourages productive uses by overpricing
o the customers' paying the subsidy; (3) the lifeline subsidy which
allegedly presently covers over half of the domestic consumption
is so high that only a small fraction of Edison's domestic users
pay compensable rates; (4) the staff proposed ACLL is approximately
equal to average consumption in the present rate Zones D-3 through D=6
where ACLL would apply, and that an average use is not appropriate
for estsblishing a minimum allowance; and (5) that ACLL is essenmially
discriminatory.-

Large Power

A customer proposed a reduction in the minimum demand
qualifying for a primary voltage discount. TEdison's witness contends
that there is 20 cost justification for this proposal, which would
increase Edison's cost of service.

Very Large Power and Other TOU Rates

 CRA'S witness testified that: (1) there ic no justification 'V/
for differentials between TOU schedules based on demand charges or
energy charges (except for a possible allowance for distribution

- line losses), but there should be a differential to reflect differences
in customers' costs; (2) there is no justification for asswming 2
shift in demands; (3) the caleculation related to demand shifts ignores
the reduction in energy costs which goes with the revenue reduction
and which would therefore increase Edison's revenues; (L) demand
reduction reduces future ¢osts but there is an interim revenue loss
which nust be absorbed by the company or its ratepayers; and
(5) that customers benefiting from demand shifts should share the
costs of making the shifts. He recommends adoption ¢of a TOU schedule
to reflect these concepts, which include a revenue equalization
clavse to adjust the ECABF by the average differential bhetween TOU
revenues and revenues derived from prior rate schedules.

CMA proposed a revised TOU-8 rate using the same rate
form as Edison with a lesser increase in the customer charge and
in the on~peak demand charge than Edison, and no changes in mid-peak
demand charges or energy charges.

\
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Several witnesses from the water and sewer industry
presented testimony based on their industries’' studies and
evaluations of the impact of TOU on their operations. They
indicated that: (1) some members could make shifts, other
could do so if certain investments on their part were made, and
others could not shift; (2) foreing certain shifts could result
in major expenditures which would be less energy=- or dollar—efficient
than present conditions; (3) TOU should be applied gradually after
evaluating impacts based on test studies; (4) TOU meter information
should be available to the customer as well as t0 the utility on a
timely basis; (5) interruptible rates and load control might be a
preferable altervative to TOUs in slowing the need for power plant \/,
investment by Edison; (6) TOU rates may not be effective during
emergencies or periods of high economic activity, when production
should have priority; (7) TOU would be of little value during
economic recession since the power load is also down during these
periods; and (8) that rates should be designed primarily to influence
customers with poor load factors who also have maximum demands during
peak periods.

An orchard operator requested that wind machines used

' between 8:00 p.m. and 8:00 a.m. to protect trees from frost damage
should be served under a TOU rate, rather than a regular pumping
rate, with a drastically reduced comnected load service charge and
off-peak energy charges. He contends that demand meters were not
required for thls sexrvice since they were operated during off-peak
periods, but he conceded that a timing control to prevent operation
outside of the designated hours might be required. He discounted
Edison's cost of supplying such service and suggested the application
of some modification of PGEE's Schedule No. PA=-1T to accomplish his
proposal.

- Agricultural and Pumping

Zdison’s exdisting P-l rate structure has five service
charge rates based on the size of comnected load. There are three
energy rate blocks for each service charge rate which reflect load
factors. Edison proposed 31 to 40 percent increases in the service
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charges, 18 to 21 percent increases in the first energy block, and
1 and 2 percent increases in the second and third energy blocks.
The staff proposes a single service charge rate and three energy
block rates.- ' -

The Farm Bureau supports Edison's design £for Schedule No. PA-1 to
retain the distinction of graduated service charges based tpén size
of comnected ioad, compared to the staff proposal, which would result
in a smaller increase for customers with smaller: motors than for
customers with larger motors. The Farm Bureauw contends that:

(1) Edison's proposal benefits customers who arrange tO connect
larger loads on a single meter; and (2) the staff proposal would
greatly simplify the tariff schedule and encourage as high 2 load
factor for service from several meters as through one meter.

For Schedule No. PA-2, Edison proposes to: (1) increase the
monthly billing demand charge for up to 75 kW of billing demand. .
from $109.00 to $L31.25, an increase of $322.25, or 206 percent; v/,
(2) increase additional monthly billing demand charges per kW of
demand from $1.1h to $5.35, an increase of $4.21, or 369 percent;
(3) consolidate and reduce the £irst emergy charge block; and
(4) reducé the second and.third energy charge blocks.. The staff
proposal would inerease the charge for up to 75 kW of demand %o
$225.00 and would increase the charge for additional demand to
$5.00 per kW of demand. The staff proposes higher energy charges
than Edison. .
~ The Farm Bureau supports the staff proposal except for the
demand charge in excess of 75 kW, which it contends is excessive.

Special Contracts '

The only increase proposed by Edison for special contracts
is t0 Edwards AFB in accordance with the tariff schedules it is
billed under. The main base is billed under Schedule No. TOU=-8
and the rocket site under the appropriate Schedule No. A-7 or
Schedule No. TOU~...The staff supports Edison's proposal.
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Adooted Electric Rates

Domestic

An objective, as we autrnorize Domestic, Lighting, and
Small Power rates for Edison, as it was in our recent decision for
PG&E (D.89316, dated September 6, 1978), is to eliminate declining
block rates. Declining dlock rates are inconsistent with the goal
of encouraging comservation and slowing the need for financially
and environmentally costly new generating units. The problem
with declining block rates is that the last energy units used (and
which could possibly be saved) are the least expensive, and the
customer does not receive as meaningful an economic signal when he
does conserve. f

In addition, the rates to be authorized more fully reflect,
than has been done in previous decisions, the concept of marginal
cost, and the marginal costs developed in this proceeding. Marginal
costs are the one set of costs which, when translated into prices,
serve %o promote the most e¢Sficient use of scarce resources and
nost usefully indicate to consumers the costs they are imposing on
the system. As we stated in D.85559, "Conservation in the sense
of efficient allocation of electricity will be the keystone of the
rate structure.” Our movement in the direction of marginal cost
pricing represents a major effort in the pursuit of comservation and
in promoting the most efficient use and allocation of resources.
The utility and the staff should increase their efforts in developing
marginal costs and rates based on marginal costs for future proceedings.

After a review of the evidentiary record, we will adopt
the staff's recommendation to eliminate various density zone rates
and consolidate domestic Schedules Nos. D-1 through D=5 into one

- Schedule No. D-1. This is dome to simplify Edison's rate structure

and eaable the public to understand information disseminated about
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electric rate design, and how conservation will affect their electric
bills. Further, by establishing 2 uniform $2.00 per month demestic
lifeline customer charge, we can shift revenue production to commodity
use and price units of energy use so that utility bills are usage
sensitive. These objectives are in the public interest as California
and the nation move toward a conservation oriented energy ethic.

In conjunction with the adoption of a rate design intended
to encourage conservation, customer education, an 'understanding
of how the rate design can equate to economic savings is essential.
This is particularly true for the domestic customer who may tend not
0 closely scrutinize the reasons for his billing total and
caleculate the ecomomic effect of a different usage habit.

We will also adopt the staff's proposal to establish a tariff
and bill format whichwill showthe total lifeline and nonlifeline energy
charges. The breakout of ECAC and other non-base rate billing‘charges
can be made by explanatory footnote. Adoption of summer and winter
rates will not assist the domestic customer in understanding his
rates. Edison should develop a bill format to provide sufficiégt
information to enable customers +0 readily follow the calculation
of their bills. The bill should, at a minimum, separate the customerse®
monthly charge from the commodity charge so that the customer is
aware of the price being paid for incréased usage. In the interim, v/’
IZdison should distribute bill inserts explaining the calculation
of bills, the need for comservation, the cost for excessive use of
electricity, briefly deseribe conservation programs, and information
on where to get further details on the programs. This information

should be furnished to new customers and should be redistributed
at six-month intervals. | '
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Lifeline Rates _ |

Consistent with the policy discussed above, we will
eliminate residential nonlifeline dec¢lining dblock rates and
establish one uniform flat rate above the lifeline quantity
(which is higher than the lifeline rate) to encourage conservation.
Also, we find it is reasonable to simplify lifeline commodity
rates which now vary with existing zones aad establish uniform
Lifeline rates. In so doing we increase the chance that Edison's
customers can be presented with easily comprehensible rate
schedules and, accordingly, readily equate incremental units of
commodity use to dollars.

Edison should study the effects of a.tailblock nonlife-
line rate substantially higher than the flat rate to determine any
conservation effects that rate design may afford. In Zdison's
next rate proceeding, we will be iaterested in determining the
consunption level for inclusion in the tailblock to further discourage
elastic demands. In addition to rate zone comsolidation and ACLL,
the adopted rates reflect the shift of energy cost froﬁ base rates to
the ZCA3F. We will adopt a nonlifeline customer charge of $4.50
per month. _

The staff's ACLL proposal, allowing for two climate areas,
is creasonaovle and will be adopted. The staff's proposal was ¢riti-
cized because it providéd an ACLL for all customers within certain
climate areas. However, the evidence reflects that there is an
extensive saturation of air conditioning units in such areas. The
difficulty for Zdison (and the expense) to administer a certifica-
tion prograx in such areas would be considerable. Given the
mobility of customers, it is reasonable to authorize an ACLL
allowance for all customers within the zones. - Also, the occasional
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customer who <oes not have air conditioning will, with adoption of
ACLL, have an economic incentive not to acquire an air conditioning
unit (and to not add to EZdison's peak-load demand). The combined
use of central and room air conditioning units is more prevalent
Than evaporative cooling in communities in voth cooling zonmes. It
is therefore appropriate to base the allowance on air conditioning
requirements. Adoption of Edison's proposal could well trigge}
the installation of addivional air conditioning equipment within
the cooling zones to benefit from the supplemental allowance and,
accordingly, would not encourage comservation. We will, therefore,
adopt the staff proposal modified, to reduce the ACLL quantity in
Cooling Zone H to 28C kWh per month as adopted in the comparabdle
PG&E territory in D.89316. -
The Commission is aware of the summer peaking problem
which is greatly contributed to by residential air conditiohing.
We wish to examine proper rate relationships for utility installed,
owned, and maintained load control devices. The review should
include the potential for rate differentials for new residential
dwellings with and without utility load control devices. Tardifs
requirenents which would facilitate the installation of utilicy
load control devices in new construction should also be considered.
T T Lifeline rates, inciuding the present ECAEF, are not
being increased. The rate above lifeline quantities is being
increased by about 20 percent and is well justified by the dncreasing
cost of energy, and is intended £0 fTxtHér oncourage comservation.
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Lighting and Small Power
The present declining block rates for nondemand metered
customers range fLrom 5.4 cents per kWh for the first 100 kWh %o
2.7 cents per kWh over 3,000 kWh. We are eliminating the declining
block rate and establishing a uniform rate (5.88. cents:per kWh
including-the _Present "ECABF level). Minor rate reducfionH in the
inditial block wiii be offset by sign;ficanx increases. for higher
use to encourage comservation. Rates for this class of customer,
~—-histor1caiiy'prfced‘at'ﬁhe“h&ghest Wit cost, are Being inc zncreased
only slightly from present rate levels.

The rates for demand metered.Lighting and Small Power

and proportlonately lower energy charges. Continuaxion of a
block rate structure with lower unit energy rates for high load
factor customers together with higher demand charges is intended
0 encourage reduction in maximum demand in relation to customers'
average demand and energy use.

For Schedule No. P-L we will adopt a flat service charge
of $2.50 per horsepower of connected load and three energy rates
that give customers the incentive to achieve higher load factors
and accordingly shift load to off-peak periods.

For Schedule No. TC-1 we will adopt a customer charge
of 84L.00 and a flat energy charge of 2.00 cents per kWh.
Larg;;Power

The rates are being modified to provide much higher demand

‘charges %0 encourage reduction in maximum demand. The rate schedule
and increases are av levels consistent with Schedule No. TOU=~Z.
This will permit integration of a subsequent decision in Edison's
A.57652, wherein the TOU rate structure is being considered for
customers with demands in excess of 1,000 kW. The rate Llevels
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* .
!

adopted herein for large power customers include higher than average
percent increases but an average cents per kWh at a reasonable

level in relation to other classes of service.

Very Large Power '

All parties emphasized the importance of the level of
on-peak demand charges; some t0 reflect ¢osts more closely and
some to influence poor load factor customers to shift load. Marginal
cost studies would justify even higher demand charges than recom=—
mended by Zdison. We will limit the demand charge to the $5.05 per
KW proposed by Edison at this time. This level together with minor
nodifications to the energy rate will result in an increase of between
13 percent and 14 percent and an average rate (including ECABF) of
slightly less than 3.5 cents per kWa. This level, while substan-
tially lower than that to other classes and below marginal cost,
is reasonable at this time. The average percent increase is greater
than the ‘average percent increase to.other classes but less than that

' applied to some specific rates for other classes.

While we are not changing the form of the TOU rate at this
time, we wish to encourage the staff, the utility, and other parties
%0 study and recommend rate forms which will encourage conservation,
provide the incentive to optimize system load charactierstics,
and encourage cogeneration. We wish to examine TOU rates which
will provide higher charges. during critical peak periods, will -
develop the proper rate relationships with marginal cost, and will

~._.provide interruptible features. .

We are continuing the 25 percent ratchet of the on-peak

" """demand” charge provision since there is no justiffcation for Edison’s”
proposed increase to 50 percent of maxdimum demand.  Edison's ratchet
of 85 percent for cogeneration contracts is too high and should be
established at a lower level. Edison should also provide, at the
customer's option, a reduced monthly standby charge for cogenefaxion.
With the increase in Schedule No. TOU-8 demand charges to $5.05, it
is reasonable to increase the interruptible discount under Schedule
No. TOU-8-I for Rate A and Rate C. '

-177-
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LIREIR o P

Agricultural and Pumping Rates

For Schedule No. PA-L we will adopt the staff's proposed
rate form which greatly simplifies the tariff by comsolidating 5
existing demand blocks into 1 and 15 energy blocks into 3. The
rate form for Schedule No. PA=2 should be consistent with that of
Schedule No. PA~l; therefore, we will adopt a flat demand charge o£‘$3.75\/(
per kW and 3 energy blocks. Both of the adopted agricultural rate sched—

ules continue the multiple block energy rate structure that encourages
higher customer load factors.

Street Lighting and Outdoor Lighting Rates

We will adopt Edison's proposed rate form (which was
supported by the staff) for Schedule No. LS-1, except incandescent
lamps will no longer be available for future installations. Edison's
proposal promotes efficient use and energy comservation by increasing
the charges for incandescent and mercury vapor lamps while decreasing
the charges for the highly efficient high pressure sodium vapor
lamps. The staff also supported Edison's proposal for Schedules
Nos. LS~2 and OL-l1 with minor changes. For Schedule No. LS=2
the staff recommends that the two energy block rates be consolidated
into one energy rate at approximately 2.5 cents per kWh and that v/,
Edison include in Schedule No. OL-~l options for high pressure sodiun
vapor lamps because of their high efficiency. We will adopt the
staff recommendations for Schedules Nos. LS-2 and QL=l. We are also
increasing slightly the lamp charge under Schedule No. DWL.
Summary of Adonted Rates '

The following tabulation summarizes revenue increases by
customer groups. The revenue increase in dollars, increase in

percent, and average rates in cents per kWh at present and adopted
levels are as follows: '
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Revenue Tncreases Average Rates
Customer Grouo - sme’ % Present Adovoted

Domestic Lifeline $ - % L.962/K'Wh h-59¢/kwn£/
Domestic Nonlifeline 18,618 15.6 Lb.10 L7l
Lighting & Small Power 14,580 2.80 L.67 4.80
Large Power 43,600 g.58 3.50 3.80
Very large Power 40,752 13.4 3.05. 346
Agricultural ' Ly871 5.86  L.OL kbo28
Street Lighting 1,579 = _3.64 6.52 6.76
Total 124,000 5.77 L.02 L.25

1/ Includes customer charge and effects of rate
zone consolidation and air conditioning
lifeline allowances.

The rates in Appendix A hereto reflect an increase in
ECABF on an equal cents per kWh (of approximately $395 million,

System basis) as a result of transferring that amoun; of energy cost
out of base rates. The increase in ECABF is necessary 4o make
Edison whole for energy costs remoyed'from basic rates herein.
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Findings

1. 1If base rates are established herein that exclude energy
costs, Edison's base rates will be established consistent with
D.85731, dated Apxril 27, 1976, in C.9386, and Edison may recover
those reasonably incurred emergy:costs in its ECAC balancing account.

2. The estimatesof average customers, sales (adjusted for the
effect of Edisomn's voltage reduction program), and revenues adopted
on pages 15 and 16 are representative of test year conditioms.

3. It is reasonable to expect that Edison's payroll expense
will increase 7 percent. for nommanagement personnel and 5 percent
for executives as a result of 1979 wage settlements.

4, The reasonableness of Edison's fuel and purchased power
costs can be fully analyzed and tested in Edison's ECAC proceedings.

S. Edisom's proposed test year expense of $1,055,000 foxr the
Liquid Fast Metal Reactor program is speculative.

6. Edison's system power production expense (to be considered
in setting base rates) will be $241,582,000 for the test year.

7. Edison's system transmission expense will be $40.5 million
for the test year.

8. Edison's system distribution expense will be $80.7 million
for the test year,.

9, Edison's estimate of test year customer accounts expense
does not reflect $100,000 in supervisory expense savings and $1.4
million savinzs for customer record and collection activity resulting
from customer information service computerization. Test year customer
accounts expense for Edison's system will be $43.9 millionm.

10. 1Twenty million dollars is a reasonable level of test year
expense for Edison's Energy'Management (conservation), customer
service, and information activity.

11. Edison's system administrative and general expense will be
$125.3 million for the test year. '
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12. Edison's system test year depreciation expense will be
$175.2 nillion. ‘ '

13. Nuclear decommissioning expense can be estimated now and
amortized, accordingly that expense can be included for ratemaking.
The Finance Division's proposal for treating nuclear decommisslioning
expense would result in present ratepayers not fully bearing their
current share of amortized decommissioning expense.

14, Edison's proposed expenditure level for test year
conservation activity is adequate and reasomable. chevef, other
specific conservation activities may be directed by this Commission
as they are necessary and nonbase rate surcharges may be appropriate
to fund such additiomal activities.

15. Edison's system test year expense for other than income
taxes will be $70.9 million. v

16. Issues surrounding the federal income tax rate to be
used in calculating test year income tax expense (statutory or
effective tax rate) can be more thoroughly explored and addressed
in OIT No. 24.

17. Edison's estimated test year system income tax expense
at present rates will be Sik-3 million. V//

18. Edison's system weighted test year rate base is estimated
t0 be approximately 4.2 Billion.

19. 1If the ad valorem tax expense saving for test year 1979
(approximately $42.9 million) resulting from passage of Axticle
XIXI-A of the California Comstitution is reflected in the adopted
results of operation, the present tax reduction billing factor can
be eliminated., Edison or its ratepayers can be made whole for
any over- or undercollection for this extraordinary tax saving
through the balancing account procedure established in OII No. 19.

20. The capital structure adopted on page 128 reflects test
vear capitalization and cost factors.

-181-
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21. An authorized return on rate base of 9.60 percent and
return on equity of 13.49 percent is reasonable and will allow
Edison the opportumity to realize adequate earnings.

22. The authorized rate of return on rate base and retumm
on common equity (resulting in the increased revenue requirement
found necessary herein) is expressly authorized and found reasonable
* in recognition that the next earliest test year to be used in
establishing Edison's base rate revenue requirement will be 1981.
Accordingly, the rates found reasomable herein are reascmable only
1f 1981 is the next ecarliest test year used to set base rates for
Edison.

23. Application of the new federal corporate income tax rate
of 46 percent for the test year (and for use in the net-to-gross
multiplier) results in a reduction in gross revenue requirement
of approximately $9.7 million.

24. Given the adopted test year results of operation (set
forth on Table I, page 1ll) and the return on rate base and common
equity found reasonable, Edison has an increase in jurisdictional
~ revenue requirement of approximately $124 million over the revenues
~ produced by the base rates-authorized-inm—the-last-general-rate--

proceedingz (D.86794, A.54946). ‘

. 25. A managememt audit conducted by independent consultant
into areas avvroved by the Commission, could result in exvense
savings. to Edison (that would ultimately benefit ratevayers). .

26. The accounting changes, if adooted, set forth on vage 107
will make Edison's books more reflective on a ratemaking basis and
more useful in processing revenue requirement requests.

27. Edison needs to review all its ovotions for revowering
existing generating facilities, exnanding facility modification and

maintenance efforts that can {morove generating efficiency and
reliabil{ity.
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28. Edison needs to review and catalog all auxiliary power
and cogeneration sources in its sexvice area and determine their
availability and potential to contribute power during Edisoen’s
highest demand periods.

29. Edison needs to prepare future electricity supply and
investment plans for a period of a minimum of 20 years and estimate the
corresponding marginal costs for demanﬁ ané energy.

30. .Continued vigorous conservation activity is necessary to make the
public aware of the need for and the economic benefits of conservation.

31. Edison's present customer bill format does not adequately
inform customers of the results of theilr emergy comservation efforts,
nor does it explain the operation and effect of Edisom's comservation
oriented rate design.

32. . If Edison's service voltage ranges are reflected in its

- tariffs as set forth in Appendix A of Exhibit 82, the comsexrvation
. of energy will result.

i = —————— e A ke St
[y R e P e IR Y S -

33. To assure thaz-energy ea.v:.ngs will continue under Edison'
“Conservation VoItage Regulatfon’ Program and that all possivle |
additional energy savings be obtained by full cost effective expansion
of that program, Edison should develop data and file reports as
required of Pacific Gas and Electric Company (PGEE) by D.89315,

Ordering Paragraphs 2, 3, 4, and 6.

34.  Edison should commence a Voltage Surveillance Progrém similar
to that set forth for PGEE in D.8931l5, Ordering Paragraph 5, to assure
that feeder circuits which have been adjusted to the new service
voltage range under the Conservation Voltage Regulaxion Program remain

ithin the voltage range established.

35. Edison should revise its Rule No. li.l, "Prokibitions and
Curtailment Provisions”, to curtail the use of pool filter pump motors
during daily peak periods as recommended in Exhibit No. 82 modified

to the corrected hours, from noon to 6:00 p.m., as suggested by
Edison.
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36. Cost allocation results between jurisdictional customer V/
classes is but one factor to consider in apportioning a utility's
revenue requirement among customer classes. Rates established with
primary emphasis orn marginal costs promote the most efficient use of
resources by providing more accurate price/cost information o
customers. Since marginal cost information is becoming more critical,

Edison and the staff.should increase efforts to develop and propose
rates based on marginal costs.

37. Conmservation is a source of energy in that it enables the v/’
utility vo forestall the building of otherwise necessary but
extremely costly and envirommentally degrading new generating
facilities. The benefit of slowing the building of new genmerating
capacity has tremendous econcmic benefits to Edison’s ratepayers and
enviromental benefits that accrue to the public as a whole.

38. Declinming block rates discourage comservation in that the v/~
last commodity umits used are priced the lowest, thus. the ecomomic
signal and berefit to the customer tO conserve is not as substantial
and noticeable as it could be.

39. Establishing a uniform domestic rate zome, with a $2.00
monthly charge, will allow more revenue requirement burden %o be placed
on commodity use. The result will be commodity rates priced closer
to marginal costs, which can serve as an economic usaze sensitive
signal to customers that comservation clearly equates to dollar
savings. ‘

40. Establishment of a uniform lifeline commodity rate, V/
and eliminating various rates based on zones, will result in a

nmore simplified and easily understood rate schedule, which can

be expected to result in better customer wnderstanding of how

energy pricing and their usage habits equate to dollars.

4l. Domestic air conditioning load demand comtributes
significantly to Edisomn's peak-load demand.




domestic customers in qualifying climatic zones will result. in
2 minimm of administrative problems and expenses for Edison. The
small number of customers who do not have air conditioning will
have an economic incentive not to acquire a unit, and thus not
contribute to Edison's peak-load requirement.

43. A significant increase in the nonlifeline commodity rate is y/’
justified because of increased power production costs and as 3
means of giving customers who exceed their lifeline quantities
an economic signal that reduction of use to the lifeline quantity
will result in more substantial savings.

bl An increase in demand charges for large power customers »/’
will provide an incentive to reduce maximum demand and achieve a

higher load factor. The result will be a reduction in pesak-load
demand. ‘ a
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45. The $5.05 per kW demand on-peak charge proposed by Edison for \//
very large power customers will result in a substantial increase,
but will provide a clear incemtive to poor load factor customers
to shift their load to off-peak periods. Marginal cost studies
indicate an ever higher demand charge could be justified.
L6. Lowering charges for emergy efficient high pressure '
sodium vapor street lamps and increasing charges for less efficient
mercury vapor and incandescent lamps will encourage a shift to
more energy efficient street lightzng.

%7.” Incandescent street lighting lamps should mo longer be
available from Edison because they are significantly less energy
efficient than other available lamps.

LE. The rates authorized herein by Appendix A are just and
reasonable. Any other rates applied after the rates in Appendix A
are in effect are unjust and unreasonable to the extent that they

differ from those in Appendix A. _

49. In order to secure Edison's earliest compliance with the
following oxdexr it should be effective the date of signétu:e.
Conclusions ,

1. Edison's application should be granted to the extent: of
increasing base rates $19.7 million annually over presently effective
base rates (which were established by D.89175 om July 26, 1978, a
partial general increase in this proceeding based on test year 1978).
This increase is approximately $124 million over the base rates
authorized in Edison's last general rate proceeding (D 86794, dated
December 31, 1976, A.54946).

2. Base rates should be established herein that exclude energy
costs. o - -

3. Edison should be authorized to file revised electric base
rates effective no earlier than January 1, 1979 as set forth in
Appendix A, which are designed to produce 3124 million in additional
revenue (over the rates authorized by D.89175).

-185-
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L. Edison should be authorized, since Article XIII-A of the
California Comstitution tax savings of $42.9 million are reflected
in the adopted results of operatioms. for test year 1979, to discontinue
its tax reduction billing factor when the rates authorized herein
become effective.

5. Edison should be directed to undertake a management audit
znto areas subsequently approved by the Commission.

6. Edison should be directed to review its gemerating and
power resouxce options and report its findings to the Commissiom,
and thereafter proceed to implement all such cost-effective Prograxs.

7. Edison should be directed to review and catalog all
available auxiliary power sources and report its £indings to the
Cormisgsion. ,

8. Edison should be directed to continue vigorous imaginative
programs to. encourage and result in comservation.

g ———————— e R s e o b b 4

9. Edison should be reqn;red +0° continue inveséigazing, testing,

and implementing Comsérvation Voltage Regulatfon. =~ T T s

10. Edison should be directed to develop necessary data to allow
expansion of its Conservation Voltage Regulation Program whenever
and wherever it is cost effective to do so.

1l. Edison should be directed to establish a Voltage Surveillance
Program to monitor its feeder circuit voltages established under
the Conservation Voltage Regulation Program.

12. Edison should be directed to revise its Rule lLh.l %o curtail

the use of swimming pool filter pumps during its recognized sumer
daily peak periods.

~186~
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13. Edison shouid be directed to revise the format of its \/”
customers' bills within 180 days from the effective date of the '
following order to enable consumers to better and more easily
understand the operation and economic effect of the adopted |
conservation oriented rate design. Edison should coordinate.
closely with the Commission staff in this endeavor. The revised
billing format should be approved by the Commissioxn. V//

1L. BEdison should be directed to file a letter of intent \,/"
with the Commission of planned reclassifications or sales of
land, improvements, intangibles, or mineral rights with book or
appraised values in excess of $100,000 indicating the proposed
accounting treatment (See page 29 herein).

15. Edison should be directed to implement the accounting \/” ,
changes discussed and adopted on page 107 herein.
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IT IS ORDERED that:
1. Southern Califormia Edisom Company (Edison) i3 authorized
to file with this Commission revised schedules for electric sexvice

as set forth in Appendix A hereto on or after the effective date of
this order. The revised tariff schedules shall become effective f£ive

days after filing but shall in no event be effective earlier than
January 1, 1979. Edison's revised schedules shall be in compliance
with requirements of General Order No. 96-A.

2. Edisom may, when .the revised rates reflected in Appendix A

become effective, discontinue the current tax reductior bdilling
factor.

R A AR s e e r ¢ W e el 4 b A i ek A e

3. Edison shall undertake a management audit conducted by

- b b e e -

" indepeéndent Consultants.  Beéfore consulting contracts are awarded
and the audit is begun, the Executive Director shall submit to the

Commission, for its approval, the specific areas of inquiry the
. management audit will cover. et oo ot e et b s

L. ZEdison shall roview all its options for repowering
existing generating facilifies (including hydroelectric plants)
and for expanded facility modification and maintenance efforts
that can improve efficiency and reliability. Edison shall also
assess the cost-effectiveness of these optioms. Edison shall
report to the Commission on its findings within two hundred forty
days from the date of this order, and file a progress report after
one hundred twenty days. Edison shall further proceed to implement
all cost-effective programs as soon as possible after. completing
this review and shall imcorporate all cost-effective repowering
options into its resource plan or justify to this Commission its
decision for not doing so.

5. Edison shall prepare and report to the Commission within
two hundred forty days its future electricity supply and invesiment
plans for a period of a minimum of 20 years, which also estimates the
corresponding marginal costs for demand and energy.

=187=-
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6. Edison shall review and catalog all existing auxiliary
powey sources in its service area and all potential future auxiliary
power and cogeneration projects and their availability to contribute
power during its high demand perfods. This review shall include an
assessment of the cconomics, institutional arrangements, maintenance
and fucl requirements, and possible cost-cffective incentives necessary
to enable it to call upon such auxiliary facilities as pcaking capacity
Edison shall report to the Commission on its findings

rogress report after one hundred twenCy days.
7. All filings mode by Edison in compliance with above Ordering
& y
apraphs 4, 5, and 6 shall be available for public inspection.

& . GEdison shall continue programs designed to produce conservation,

ease offorts to developing conservation oriented rates based on
nal c¢osts, and opply vigor and imagination to developing new,
ive, and cost—-effcctive conscervation prograﬁs. 'v/

§. Edison shall within one hundred eighty days from the date of
this order submit for Commission approval revised customer billing
formats that are designed to enable customer understanding of the
conservation oriented rate design and the cconomic effect of energy
conservation. Edison should work closely with the staff in preparing
various proposed hill formats. | |

10. Zdicon shall within thirty days after the effective date
of this order revise its tariff schedule titled, "Rule No. 2,
Description of Service" to include the customer service voltages
and customer utilization voltages set forth in Appendix B.

1l. 3=dison shall continue to expand its implementation of
conservation voltage regulation and file progress reports as
scheduled and set forth in Appendix C.

12. Edison is hereby directed, in cooperation with the Encrgy.
Conservation Branch, to implement during the next 12 months a Voltage
Surveillance Program to assure that those feeder circuite which have
been adjusted to0 the new service voltage range under the Conservation
Voltage Regulation Program remain within the voltage range prescridbed

herein.
_133_
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13. Edison shall file within thirty days after the effectmve
date of this order an amendment to0 its Rule No. l4.1 titled,
"Prohivitions and Curtailment Provisions" to include the provisions:
set forth in Appendix D.

14. BEdison shall file a letter of intent with the Commission's
Finance and Operations Divisions as described in Conclusion 14 herein. i

15. ©Edison shall adjust and hereafter maintain its books of v//
account to reflect the accounting changes adopted herein (page 107).

16. ALl pending motions not heretofore ruled on are hereby denied-\/’

The effective date of this order is the date hereof.

Dated at San Franeiseo » California, this _ﬁ |

day of DECEMPER , 197L.
bQ MM Q * E ~ President

. n !M
// T el

Commis&ioners
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RATES

Energy Cost Adjustment Billing Factor (ECABF)

Included in the present base rates is 0.732¢/kWh energy cost, which
we will transfer to the Energy Cost Adjustment Clause (ECAC) so that all the
fuel cost and purchased power will be computed wnder the ECAC. This was stated
1n Case No. 9886, Decision No. 8573 dated April 27, 1976. This will reduce
all base Tate energy charges By 0.739¢/kWh axd increase all ECABF by 0.7294/ikWh.
Toe 1% increase in the amount transferred to the ECABF is the allowance for
nacollectidles and franchise tax. '

The present and adopted ECABF are shown in the following tabdble:

: raergy Cost AdJustment Zilling Factor ¢/xwh

: Applicable %o Donestlc Service :

: (Schedules Nos. D=1, DE, DM, and DMS) - :Applicable
:  Appliceble o Applicable TO : to

T I T

§
E
8

e 84 B W e tn 0 82

&

Lifeline Sexvice Service in Excess Other : Balance
_or the First of Lifeline Amounts:s. Than  :Adjustment

Effective 300 b /Mogth, o or 300 X¥h/Momth, : Domestic : Factor

Date Whichever 1s Greater:Whichever 15 Greater: : Service : 4&/KWh-
T/26/78 0.857 1.58 1.6} . Fene
1/L/79 10596 2.38 2200 me‘

* 4% B WP
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RATES

Schedule No. A=l

TERRLTCRY

Within the entire territory served, excluding Santa Catalina Island.
RATES

. Per Meter
Customer Charxge: Per Menth

Sme Phﬂ.se ......... Ll L B N R N N A N I I A N N W a.sw'
Thm pmse..'."..-...-......l.-....l....-.ﬂ..--... h.sw

En%-lwkc}mrge (to be added to Customer Charge):

wh, pe?vm-fﬂﬂoﬂﬂooo-o--------p--.-.--n.---o-- ' 3'68”_ ’

-t

Schedule No. A-2

Demand Charge:
Fairst 20 XW oxr less of billing demanleccceecsconnons $76.000
ALl excess billing demand, POr KWoeeeesoressscoceras 3.800

Customer and Energy Charges (%o bde added to Demand Charge)
PTst 150 KWa per KW of dilling demand, pexr XWh .... o9h¢
Jext lSOkwhperkWorbm:Lngdemd PeY YR eene 0.7hg
Over 300 XWh per kW of billing dc:nand, perkWh.....' 0.54¢

Schedule No. AT

Demand Charge:
Forst 200 KW or less of billing demand...vvecececere
ALl excess kKW of billing demand, per MW..cvssevavaa.

Energy Charge (to be added to Demsnd Charge):
First 150 X¥Wb per kW of »11ling demand, per XWh ....

Next 150 XWh per XW of billing demand, per ¥Wh.....
All exceﬂﬂ km, m m........'..l.‘......-.."-...
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AFPPENDIX A
Page 3 010

RATES
Schedule No. D=l

TERRITORY

Within the emtire territory served, excluding Santa Catalipa Lsland.
RATES
Per Meter Per Month

I1iTfeline Nom-iifeline
Service Service

Custonmer Charge: $2.00 $4.50

Energy Charge (to be added to Customer Charge):

Lifeline Allowances - Rates rer Mster Per Month

: s water
t Vater :Heating
'Heating Plus
: Alx : Plus : AlT
Baglc : Water : Space :Condl- : Space ':Cmdi-
Only cHeating:Heating:tioming:Beating:tioning:

I I T T
TR IR
I IN]

TR LI

B11ling Blocks

Tifeline

Next 60 kWh, per kWh L.019¢ 3.189¢ 23.1892 L.OL9z 3.189¢ 3.189¢
Next, 190 kWb, per kWh ~ 3.189¢ 3.189¢ L.019¢ 3.189¢ 3.189¢
Excess kWh, per kWz - e 3.1892  L.0192 3.189¢ L.019%

Nonlifeline

ALl Xin, per Xin L7504 4.75L¢ L.T5LE L.TSLE L.TSLE L.T5Lg
Base Rates

Lifeline Basic 2.423¢/kWn
Lifeline Air Conditioning 2. hzs;.‘/m
Lifeline Water Heating 1.5934/XWh

Lifeline Space Heating 1.553¢/KWh
Nonlifeline 2.423z/kWh

Inergy Cost Adjustment Billing Factors

Lifeline 1.506¢/Km
Nonlifeline 2.328¢/kWh.
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RATES
Domestic Air Conditioning Lifelime Allowance

The allowances for all domestic customers in Zomes V and B are
200 KWh per month azd 280 XWb per momth,recpectively, for the momths of Moy
through Octover. The following districts within Edison's service area and
charts descride Zomes V and =H.

Districts of Zone V (Chart 1)

l. Barstow

2. Victorville

3. Perris

4, Hemet

5. Twenty=-Nine Palms
Ridgecrest

7: Palm Springs
8. Blythe

Districts of Zone E (Chart 2)

l. ZIancaster R
2. Visalis, southerz part
3. Tulare

L. Porterville

5. Hanford

€. Redlands

T. San Bernpardino
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” RATES CHART 1

/™. SOUTHERN CALIFORNIA EDISON COMPANY
AIR~-CONDITIONING ALLOWANCE
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CHART 2

RATES .
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. SOUTHERN CALIFORNIA EDISON COMPANY
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Schedule No. IWL
| Lezp Chazge P Month
' 75 watt BETCUry VApor lamp, per lXmPecesoseceecnes cvocccea $5.40 . \/
Schedule No. LS-1 ‘ _
Inergy Curtailment Sexrvice
All Midnight or ,
Night Equivalent Focilities
. Service Service Charge
Per Lemp Per Lemp Pex Lexp-
Lamp Size-Lumens Per Month Per Month Per Month
Incandescent Lamps*
. l,OOO Lumens.cccecsosvanes $ 3-15 $2-7° 53.-90
2,500 LuMenS.eecscccrscess Le50 3.65 «50
L,000 Lumens...ceverocnnes 5.35 400 2.35.
6,000 LienBeceeascoeancas 640 Le&0 2.50
10,000 LmensS.ccecacccrenss 8-1&5 5-75 2075
Merecury Vapor Lexps
3,500 LUmenS.ceernrroronas $ L.85 34.70 $4L.20
T,OOO' Lms-oacn--op-o.-- 5-1&5 5.00 1‘.20
n,m‘- Lw----a--‘ -------- . ¢ 6.30 5-70 L-?O
20,000 LumenS,eesscsonnenes Tel5 8,40 L.95
35,000 LUNenB.ressrarrecnns 10.65 £.20 5.25
55,000 IumenS.cesssresvccns 12.90 920 530
High Pressure Sodlium Vapor Lemps |
5,800 L‘l.nnens-. srseemprrare $ 5-2‘-0 ' $5025 ) 5100100
9 500 Lumens..ccrsensroccns 6.00 5.& 1&.50
16,000 Lumens. - ormonmemons  6.80 6.20 4430
22,000 Lumens.coccvcocnes e TUG 6.65 5.20
25,500 Lunentoccerecssas eee  B.20 T7.10 525
47,000 Lument.ceesrccccvess CNAS 7.85 5.50

* Closed to new installations except vhere Utility and customer shall
agree, incandescent lamps may be installed tocprovide compatibility b
. with existing light sources.

e et A i e e L it S s A e e p— 7l e+ et Mo Wi 41« =y M =t
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RATES

Schedule No. LS-2

Per Menth

All Right Service Midnight Service
RATE A-UNMETERED SERVICE: : Multiple Series Multiple Series

For each XKW of lomp loed, Per MW.eeeesewono 883405 $9.95°  $6.60  $7.30°
RATE B-METERED SERVICE: , Per Meter
Meter Charge: ‘ Per Month

Mﬂtiple semce-o.-.--.--.-.----.-..--.----------o.-ao--...o-- $ 3&00‘, .
seﬁes wcc"......‘....l."l..l......‘.l-..'............... 10'50

Energy Charge (%o be added o Meter Charge):
m m’ m m.........'...C................'.'............‘.. 2.% J

‘ RATE C-MAINTENANCE SERVICE-OPTLONAL:

In addition to the Rate A and Rate B charges

Laxp Rating Per Lamp
Lumens M Per Momth

1,000 Incandescent Extended ServicCe.ccecicrcscvssccenes  $0.30
2,500 Incandescent Extended SeXvVicCeecevercccecscananes .35
4,000 Incandescent Extended ServicCe.ceccecscencecccnns .37
6,000 Incandescent Extended Serviceescceccersvvssnenss .39
10,000 Incandescent Extended Service.cccvecrcecrsscrveces 42
3,5& MCI'CU."'Y V&PO!.'...........a.......--.-......---...- .33
T,000 Mercury Vaporececseecosesoseccoccecsnsrcsosannces .2
11,000 Mercury Vaporecesecacsces eenrevcccsrrcrecrersesaa «37
20,000 MerCUrY VADOreccocrcanrasasncavssncapresscensnnes .33
35’000 Merm vamrcooo..o.oot---¢.-a--oc-o--o-o-.n.... .So
55,000 Mcrcw vaPor----...--.--.-.--n--’--oon---oo-o-..-- -2"5
5,800 High Pressure SOQLUM VADOT.ecereeocosssonrsnsoncs Th
9,500 High Prescure SOQLum VAPOT-ceecrcrscvcrocecnonoen T4
16,000 HEigh Pressure Sodium VaPOT.sceeeerrecrercrecrrooe T2
22 000 High Pressure Sodium VAPOr..ecceros. cerrecrsace .o T2
25,500 Eigh Pressure Sodium VAPOTreeccercevnoscosossssvans .T3
k7,000 High Pressure SOdium VADOrcererorvascarocnsssvnns . TS




Schedule No. OL-1

Luminaire Charge: Energy Curtallment. Service
Midnight or
Equivalent Pacllities
A1) Night Service Service Charge
Mercuxy Vapor Per Lamp Per Lamp Per Lawp
Logn Size Per Month - Per Month Per Month

7,000 LiReBececrasacnas  $5.35 $L.90 ' $4.15
20,000 LiMeR.eessrencncae  £.85 7.60 600

Schedule No. Pal

Exergy Charge to be Added to Sexrvice
Monthly Charge Rate per kWh for Monthly
Service Charge Comsumption of:

Borsepover of Flrst 100 Next 100 ALl Over 200
Connectead Load Per Hp KWE pexr Hp ¥Wh ver Hp Wb per Hp

2and OVer.cvvvvesrconac.ee $2.50 2.43% l.5%¢ 0.93¢
Schedule No. PA-1 |

Annual, Epergy Charge to Be Added to Service
e Service Charge Coharge Rate per XWh for Amnual
Horsepower of A Per Me'ter | Consumption Per Meter of:

Comnected Losd .  First 1,000 Next 1,000 A1l Over 2,000
Per Meter Per Hp ' XWh per Hp XWh per Bp XWh per BEp
2 &nd O‘V‘er------'.----- m-% ll&“ ' . lolT¢ OOBT¢ f

Schedule No. PA-2

Por Meter
Demand Charge: Per Month

m 75 kw or less or bimm dmnd.l...‘.....'-....'.Q. Eﬁ'as
ALl excess XW of billing demand, per KW.ecesescorvnnvesens 3.75

Energy Cbarge (to be added to Demand Charge):
First 150 XWh per kW of billing demand, pexr kKWh.s.ecconses 0.76¢
Next 150 kXWh per XW of H1ling demand, Per XWheceeseoosss 0.56¢
A:-l excesa m’ mr km-...-'l........l.......l’...l...'.. o.36¢
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Schedule No. TC-1

cwtmr cwgc [N NN NN N N NN NN NN N RN

Epergy Charge (To ve added to Customer Charge):
All km’ mr kw PR NI N A O B N RN B A BN R R R N N )

Schedule No. TOU-8

mtm:‘ cwgc sapmsesrsennss RN N ERNNNEENERENNENENERERENNNNNN)

Demand Charge (To be added %o Customer Charge):

All }’-w Of on-m&k bimb& dcmd’ pcr kw l‘..-...lll-
Plus all kW of mid-peak billing demond, per XW .....
Plus all XW of off-peak billing demand, per W .....

Epergy Charge (To be added to Demand Charge):

Ml on-m& kw’ mr k% PO &P E LSS PP SRRy g s
Pluc all mid-peak XWh, Per XWh ceeevecccees cessvsaan
Plu dl o“‘m“ km’ Rr kw L2 B B BN BB B A BN A B BN BN B N N 3

Minimum Charge:

Per Meter

Per Month

$4.00

$1,075.00

5.05
0.65

No Charge

The monthly minimum charpge shall be the sum of the monthly Custower
and Dexand Charges. The monthly Demand Charge shall not be not less
then the charge for 25% of the maximm on=-peak demand established

during the preceding L1l months.

Schedule No. TOU~8=I

For each kW of maximum on-peak demand
in excess of Firm Service:

Rate A, Company Controlled seeesccerecscescvoascnces
Rate 3, Customer Controlled ceeecrscccssocavcncecres

¢ C, Company Controlled secverecceccercnasoccncaas
Rate C, Customer Controlled ciivensnrenceravecnccnne

Reduction
Per kW ‘
Per Month

33.00°
2.50
3.00
2.50
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Rule No. 2, (Description of Serxvice

} Customer Service Voltages:

Under all normal load conditions, distribution
circuits will be operated s as to maintain
secondary sexvice voltage levels €0 customers
within the voltage ranges specified below:

Maximum
Nominal Service Mascimum
Two=Wire ‘ Voltage Sexvice Voltage
And- Mindimmuam On On Agricultural
Multi=-Wire voltage Residential And Industrial
Sexvice: To ALl And Commerc¢ial Distzibution
Voltage Sexvices Distribution Circuits Circuits

120 114 120 126
208 197 208 218
240 228 240 252
277 263 277 291
480 456 480 504

) Exceptions to Voltage Limits. Voltage may be outside
the limits specified when the variations:

(a) Arise from the temporary action of the elements.

(b) Are infrequent momentary fluctuations of a
short duration.

(¢) Arise from service interruptions.

(d) Arise from temporary separation of parts of the
system from the main system.

(e) Are from causes beyond the control of the utility.

Customexr Utilization Voltages:

(1) All customer-owned utilization egquipment
must be designed and rated in ac¢cordance
with the following utilization voltages
specified by the American National
Standard €84.1 if customer equipment is
t0 give fully satisfactory performance:
Nominal Min, imuam Maxcizaam
Utilization Utilization Utilization
Voltage voltage Voltage .

120 o 110 125
208 191 216
240 220 ’ 250
277 254 289
480 440 500
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Rule No. 2, Description of Service

The differences between service and
utilization voltages are allowances for
voltage drop in customer wiring. The
maximum allowange is 4 volts (120 ~wolt
base) for secondary sexwvice.

Minimum utilization voltages f£rom
American National Standard C84.l1 are
shown for customer information only as
the Company has 20 control ovexr voltage
drop in customer’'s wiring.

The minimum utilization voltages shown

in (1) above, apply for circuits supplying
lighting loads. The minimum secondary
utilization voltages specified by
American National Standard C84.1 for
circuits not supplying lighting loads are
90 perxcent of nominal voltages (108 volts
on 120 volt base) for normal service.

Motors used on 208 volt systems should be
rated 200 volts or (for small single

Phase motors) 115 volts. Motors rated

230 volts will not perform satisfactorily
on these systems and should not be used.
Motors rated 220 volts are no longer
standard, but many of them were installed
on existing 208 volt systems on the
assumption that the utilization veoltage
would not be less than 187 volts (90 percent
of 208 volts).
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APPENDIX C
Conservation Voltage Regulation Implementation
and Reporting Requirements
1. Edison shall actively continue its investigation and
" testing of distribution circuits, loads, motors, and appliances
t0 maximize the saving‘of'energy through control of voltage
regulation. Priority shall be given to the analysis of agricultural
and industrial services. Edison shall file in writing, progress
reports on or before June 30 and December 31 of each year, setting
forth detailed engineering data of individual investigations
and tests.

2. Edison shall systematically and periodically review the
serxvice voltages of all of its distribution circuits to ensure
that all service voltages are as close to the minimum voltages,
specified in Appendix B, as is cost=effective and will maximize
energy savings. Records shall be maintained of all distribution
circuit voltage regqulator control settings including bandwidth,
voltage level, and line-drop compensator.

3. Edison shall review the design and operation of all of
its distribution circuits and determine for each cirxcuit the
cost effectiveness of maximizing comserxvation of energy by
optimizing service voltages. On or before March 31, 1979, Edison
shall report in writing the results of this review including
the regulator operating voltage levels for each circuit at the
beginning and end of the circuit and the proposed circuit changes
t0 maximize ¢onservation of emergy by optimizing service voltage
for those circuits found to be cost~effective.

4. Edison shall, within one hundred twenty days after the
effective date of this order, and annually thereafter, request
avthorization to continue to operate any residential and commer-—
cial distribution circuits that 4o not conform to the minimum and
maximum secondary service voltage levels prescribed herein. The
request for authorization shall list each circuit for which a
deviation is regquested, the factors which impede complianée, the

status of the design and operation review, and any proposed
¢ircuit changes.
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"b APPENDIX D

Rule No. l4.1 "Prohibitions and Curtailment
Provisions”

"(_) Timers associated with Swimming pool
pumps and filtration equipment shall not be
set to operate such equipment during the
peak usage periods of the day from 12:00 noon
to 6:00 PM".

‘..."

"(a) Notwithstanding the provisions set forth
above, a circulating pump not exceeding three-
quarters horsepower in size may be used to
circulate solar heated water f£rom solar
collector panels to any pool or to return
POOL water to solar collector panels.”

" (b) Notwithstanding the provisions set forth
above, pumps that activate hydro-massage and
therapeutic or other eguipment desigmed for
the comfort of bathers may be set to operate
by means of manual switches during any
period when the pool is occupied”.
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SoCal Edison Company - General Rate Inerease - Final Rate D:.sn.gn Oxder

COMMISSIONER WILLIAM SRMONS, JR., Dissenting

How can the majority ignore the mountain of evidence and expert
opinion as to ‘the.Comissionis.wnfair and: destructive.xate structure. . By
spu-out talk of "lifeline', "comsexrvation'” and "marginal pricing', that's
how. These concepts elude hard anmalysis ~-- it's like sinking your teeth
into cotton candy. Vet under this rubric, the Commission's emergy pricing
policies each day grow wackier. .

1. Now It Is Lifeline for Air Conditioning. Edison customers face a

devious subsidy problem caused by "lifeline" -- Exhibit 62 indicates it would
xequire an escceé:s of $48,000,000 armually to make lifeline revermes sufficient
to provide even a zexo rate of return before income tax.

Today's decision aggravates that situation deploxably. Rather than
adopt the utility's modest proposal for 50 Kwh and 100 Kwh allowances, the
Commission inecreases lifeline quantities am additiomal 350 Kwh and SO0 Xuh pexr
morth. Next, the Comission gives this quantity of less-than-cost electricity to
every resident in the affected zomes whether they have an air conditioner o

not. These two wnsound decisions txiple the expense of what was a dubious pro-

gram to start. The adopted rule will mean adéitional changes £o customers who

pay for the subsidy, in the range of $20 to $28 milliom a yeax.
Rather than compoumnd exror, this major" rate case should have been a
time to retwn to a little equity between customer classes. It is fundamental

that each class of customer should bear its share 6f the actual expenses for




the service it is being provided, inmcluding retiomn incurwred by the utility.

Yet, even at present rates, so much enexgy is sold at loss-producing lifeline
rates, that the pre-tax rate of return on the total domestic ¢lass is only
0.43%. Small power customers on the other hand are forced to pay 16.20%.

Edison's proposed rate inmcreases would have modestly begm the
process of restoring some balance among custowers. But this is not how
today's decision ends wp. ‘Where as the Edison proposal caused for 437 of the
incxrease to come from the dowmestic class and 387, from the large and vexy
large power class, the adopted revenue increase comes 14% from the domestic
class and 687 from the large and very large power customers.’

The majority's oxder does not clearly identify the steps it took to .
arrive at this result, but the expansion of another dimension of lifeline's
subsidy contributed. Today the'Commissionabolishes:cost-related:zortschedules,
where domestic customer charges had ranged £rom $2.00 wp to $3.00, the lower $2.00
will apply in all territories. Where the lifeline base rate had ranged from
3.162¢ to 3.562¢, base rates are lowered everywhere to 3.162¢. The net result
of all these changes in lifeline, Is to reduce the average rate for lifeline T%.
(Frem the present &4,96¢/Kuh to 4.59¢/¥uh. Sce today's decision, P. 1.795 .

In the face of skyrocketing energy costs and the comservation, this is
ridiculous.

"Maxginal Cost” rehetoric is used to justify this inequitable behavior.
mther than a lamp shedding light, it is apparent to me that "Maxginal Cost
Analysis" serves as a smudge pot, providing cover for inexcusible diserimination.
For an excellent discussion of the infirmities inherent in txying to apply
marginal cost pricing theories to regulation, see the Joint Statement of

Jefferson, Behxends, and Gallavan, page 141 - 151 in "Rate Design and Load

Control: Issues and Directioms'’, A Report to the National Association of
Regulatory Uriliry Comrissioners, November 1977.

-2—




2. The CPUC Carmot Arbitrarily Limit a Utility's Lezal Rizht to

Seck a Necessary Rate Increase. Finding No. 21 seeks to condition the granted

13.49 rate of returm only if the Edison does mot seek rate relief wmtdil 1981
We canmot forsee all the possible developments between now and 1981 Unda:
the law, we should be open to receive applications if comditions are such that
the utility's invested property is earming a grossly inadequate xeturn. The
Comnission is without legal basis for this Procrustean rule. Further, it will
Likely be honored enly in the breach with a flwxry of offsets and balmcmg

‘mechanisms. The xule only serves cosmet:z.c pUXposes and ought not to be
promlgated.

Decerber 12, 1978
San Frameisco, California




