


FIGURE, i

SUGGESTED TURNOVER DATA COLLECTION FORM

Job Class  ._______  Position Control Number

Date Hired _______  Date Terminated

To Terminating State Employees: ' •

The information requested here is for the use of the Division of 
Personnel and is not to be reviewed by your immediate superiors. Please 
check all appropriate items.

1. I am leaving Alaska State Employment to take a higher paying position.

2. I am leaving Alaska State Employment to take a position with better
opportunities for professional advancement.

3. I am'leaving Alaska State Employment to go to school.

4. I am leaving Alaska State Employment because my spouse has been
transfered to another location.

5. I have taken another job in Alaska State Government.

6. I have taken a job with the Federal Government,

7. I will continue to reside in my present location.%
8. I am moving to another location in Alaska.

9. I am moving outside Alaska.

10. Dissatisfaction with my supervisor(s) or with the organization of my
department Is a factor in my termination.

• •

The Division of Personnel is interested in knowing why any employee 
has decided to leave his position. Please use the space provided below 
(and additional sheets if necessary) to clarify any of the statements you 
have checked above and to tell us anything else you would like us to 
know about the circumstances of your decision to terminate.

Thank you.



SUMMARY AND CONCLUSIONS

The purr 5 the State Personnel Act is to establish a system of
<

.personnel administration based upon the merit principle and adapted to 

the requirements of the state to the end that persons best qualified to 

perform the functions of the state will be employed, and that an effectivet
career service will be encouraged, developed, and maintained. With 

general information about merit employment at hand, it has been possible 

to describe the Alaska Merit System and to raise pertinent issues concerning 

its effectiveness.

Underfinancing is impending development of an effective career 

service in two ways. First, comparative study indicates that the state 

does not1 pay well enough to attract and hold a motivated and capable force 

of employees. In determining pay, legislators Should consider that their 

decision will directly influence the quality of the classified service in

coming years. The state will generally receive what it pays for in the 

labor market; turnover also will reflect the adequacy of state pay.

Second, adequate financing and staffing is needed to enable the Division 

of Personnel to contribute to the improved efficiency of the whole state 

government by meeting the state's personnel needs more promptly. Further- 

more, improved staffing would enable the state to strengthen screening 

procedures and thereby take better advantage of the labor market.

Two possible reforms dealing with the rights of applicants have been 

discussed. The opn§ register is not in keeping with the merit principle; 

ways to abolish it without incurring significant administrative costs have 

been suggested. The lack of a procedure for applicants to seek redress of



violations of their rights to impartial consideration for employment may 

allow significant abuse. The institution of some applicant grievance 

procedure would deter such abuse.

Providing for written notice to employees before dismissal, making 

grievance committee recommendations binding, and granting the personnel 

board authority and responsibilty for penalizing violations of the «

^Personnel Act and Rules are ways to strengthen the system's protection of 

Individual rights. Administrators may violate employee rights out of self- 

interest, expediency, or indifference. Even simple personality conflicts 

may tempt persons with authority to abuse it. A strongly enforced merit 

principle tends to deter arbitrary actions,, The Alaska Merit System will 

more effectively attract and hold desircable employees if the state becomes 

known as an employer which hires and promotes for reasons of merit alone 

and which provides adequate system of safeguards.

The institution of an independent Personnel Board may be an effective 

way to assure a strong merit system in Alaska. This approach would clearly 

define and allocato authority and responsibility for the personnel func^on; 

it might produco a better combination of executive authority and protective 

control than presently exists. In mâ fy ways, an independent Personnel 

Board makes-sensej its appropriateness for Alaska warrants further study.

Such research should draw upon the exx>erience of states having independent
A. &ttV *■'*

Civil Service Commissions. In addition, the judgement of administrators^ (who 

would have to live with changes that might be made) should be solicited
t
in order to better foresee the implications of such changes.

It is recommended that the Personnel Division reconsider the function 

of minimum qualifications in the screening process. -Ilininuna-li-fi-caLfoils



in the-Gcreeaing-procoss. Minimum qualifications should be statements 

of the absolute minimum of training and experience which, combined with 

adequate motivation and aptitude, would enable an applicant to become a 

satisfactory employee. The policy of attempting to set employment 

standards by specifying high minimum qualifications is self-defeating. 

Specifying "desirable characteristics"" in places of minimum qualifications 

in some or all job classes may be an appropriate way to take better 

advantage of the Alaskan labor market.

Finally, the desireability of collecting regular comprehensive 

turnover and employment data has been pointed out, Such data would be a 

useful management tool for the Division of Personnel and would also provide 

information of use to other government agencies.

A considerable time lag will separate financial and institutional 

imtjjovements *n the Alaska Merit System from the benefits v/hich these 

improvements will bring. Since Alaska's government is young and relatively 

small, the state has1an opportunity to profit from its own experience and
•I

the experience of older states. However, «ar growth will make bureaucratic 

improvement more difficult. Thus, Alaska should move now to develop 

career service fully capable of meeting the demands which will accompany 

the state's growth.



(BOXED)

THE ALASKA STATE EMPLOYEES ASSOCIATION

The Alaska State Employees Association was chartered by the 

state as a non-profit corporation in 1959. Presently the asso­

ciation has about 2,100 members contributing $2 each per month 

in dues. The ASEA employs a full time executive secretary and 

a clerical secretary. The organization sees its major functions 

as:

1. To lobby in the legislature for better pay and improved 

retirement programs. The ASEA considers the pay bills of 1965 

and 1967 and the Retirement and Health Insurance bills of 1968 

significant legislative victories.

2. To lobby in the Depnrtment of Administration for rules 

changes which they consider appropriate. Presently the ASEA is 

attempting to obtain what they consider an adequate policy for 

overtime compensation.
•»

3. To disseminate information of interest to state employees, 

especially through their monthly newspaper, the State Employee 

Reporter.

4. To serve as employee consul in the systems two grievance 

procedures.

Since public employees traditional'/ have not had recourse 

to strike and since the ASEA does not officially represent state 

employees in collective bargaining (the legislature determines pay)



(BOXED)

the association depends upon straightforward lobbying backed by 

a potential ability to influence a1 significant number of votes to 

achieve its goals.

Although only twentv-one hundred state emnlov^ns pav dues, 

all employees receive the association's newspaper and most of them 

-̂n state elections. In addition, the vgfcas of ̂ wsbanrH 

^wives contribute to their potential influence* in plppHnnc. Further- 

more, any state employee/ if sufficiently motivated, might well 

influence the votes of his friends. In a small state where elections 

are often close, the existence of such unity behind one set of y 

interests might be a decisive factor.

The ASEA attempts to influence legislators and the administration 
by convincing them that this potential unity is a reality —  that 

the association will make employees aware of who represents their 

interests and that state employees will act accordingly.



THE FOLLOWING PAGES WERE TREATED AS 
A UNIT IN THE ORIGINAL FILE.



April 1969

The Honorable Barry W. Jackson 
Alaska State House of Representatives 
Pouch "V" State Capital Building 
Juneau, Alaska 99801

Dear Mr. Jackson:
Attached please find a copy of a self-explanatory petition 
for your consideration. The original signed copy has been 
forwarded to the President of the Senate and copies have 
been sent to the Chairman of the Finance Committee and 
Chairman of State Affairs Committee.
Thank you in advance for your consideration.

Sincerely,

Howard Watt
Chairman, Fairbanks Chapter 
A.S.E.A.



PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and thn Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eltltled "An act Amending 
the State Personnel Act; and c;eating the Alaska Civil Service Commission".

The desirability of having an independent merit system not Influenced by 
political motivations or by changes in administration, but devoted solely to 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earred criticism and has cost 
this State and its people the high coat of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves.
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We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
vith its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eltitled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission"*

The desirability of having an independent merit system not Influenced by 
political motivations or by changes in administration, but devoted solely tie 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has coot 
this State and its people the high coat of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production. -- ------

We therefore urge our represcntativcd, senators, and Governor to enact 
these bills promptly by such majority c*f voceo as to demonstrate to the people 
of Alaska their desire for the quality of government end administration this 
great State of Alaska deserveu.
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PETITION

We# the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with Its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eititled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves.
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PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eititled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission",

The desirability of having an Independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant tralulng, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their deslra for the quality of government and administration this 
great State of Alaska deserves*
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PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eltltled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission"*

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and. efficient working staff for our State 
is only too well esta ished. Such a system, together with fair compensation 
for services rendered, -onstltutes the only way to attract and keep in State 
employment qualified ca.eer personnel. Failure tc act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representative^, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves*



PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eltitled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not Influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves*
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PETITION

We, the undersigned employees of the State of Alaska, and residents cf the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eltitled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an Independent merit system not Influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaika their desire for the quality of government and administration this 
great State of Alaska deserves*
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PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 17A, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eititled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to 
the creation of a fnir, impartial and efficient working staff for our State 
is only too well eatablishod. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has coat 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our rcprrlentatived, senators, and Governor to er.act 
these bills promptly by ouch majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration thio 
great State of Alaska deserves.
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PETITION

We, Che undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact In this session of the Legislature HOUSE BILL 17A, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eltitled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission"*

The desirability of having an independent merit system not Influenced by 
political motivations or by changes in administration, but devoted solely to 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has coot 
this State and its people the high cost of conatant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

Wc therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to tie people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves*



PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to cnnct in this session of the Legislature HOUSE BILL 174, 
with Its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eltltled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has coat 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our rcprescntatived, senators, and Governor to enact 
these bills promptly by ouch majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves*
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PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eltltled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission",

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in ~tate 
employment qualified career personnel. Failure to net on these bills will 
perpetuate a system which has received much well-earned criticism and ha3 cost 
this State and its people the high coot of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves.



PETITION
' 7

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees’ salaries and 
providing for an effective date; and HOUSE BILL 106, eltitled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has coot 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves.



PETITION

We, the undersigned employees of the State of Alaska, and residents of the . . 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eltitled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has coot 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves.
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/ PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
vith Its equivalent SENATE BILL 132, relating to State employees1 salaries and 
providing for an effective date; and HOUSE BILL 106, eltitled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an Independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, Impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and ito people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our represcntotlved, senators, and Governor to enact 
these bills promptly by ouch majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaoka deserveo. '
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PETITION

Wc, the undersigned employees of the State of Alaska, and residents of the 
Falrbanko North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eititled "An act Amending 
the State Personnel Act; and creating the Alcska Civil Service Commission"*

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
in only too well established. Such a oyntcm, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has coot 
this State and its people the high cost of constant turnover of personnel, 
continuouu recruitment, and the concomitant training, with reduced efficiency 
and production*

We therefore urge our rcprcsentatlvcd, senators, and Governor to enact 
these bills promptly by Buch majority of votes os to demonstrate to the people 
of Alaska their dcolro for the quality of government and administration this 
great State of Alaska deserves*

7? l J M / k . . ____________________________ ____________
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PETITION
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We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eititled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission"*

The desirability of having an independent merit system not Influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient vorking staff for our State 
i® only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
or Alaska their desire for the quality of government and administration this 
great State of Alaska deserves*
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PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
vith Its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eltitled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission"*

The desirability of having an Independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our'State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and Its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our reprcscntatived, senatoro, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves*



PETITION

We| Che undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with Its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an e’ffective date; and HOUSE BILL 106, eltitled "An act Amending 
the Stnte Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
thiB State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes os to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves.
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PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, cltltled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission"*

The desirability of having an Independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaoka deserves*
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PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact In this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eititled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration ChiD 
great State of Alaska deserves.



PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eititled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission",

The desirability of having an independent merit system not Influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is onfy too we?1 established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves.
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PETITION

We, the undersigned employees of the State Alacka, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
vlth its equivalent SENATE BILL 132, relating to State employees* salaries and 
providing for an effective date; and HOUSE BILL 10S, eltitled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not Influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has coot 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our reprcoentatlvcd, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves*
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PETITION.
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We, the undersigned employees of the State of Alaska, and residents of the 
Falrban’-.s North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 

.*with Its equivalent SENATE BILL 132, relating to State employees' salaries and. 
providing for an effective date; and HOUSE BILL 106, eltitled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep In State 
employment qualified career personnel. Failure to act on these bills will 

. perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, , 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production. *

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the pcoplo 
of Alaoka their desire for the quality of government and administration this 
great State of Alaska deserves. - • >
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PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees* salaries and 
providing for an effective date; and HOUSE BILL 106, eititled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission",

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has coat 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves.
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PETITION

We, the undersigned employees of the State of Alaska, and resii’j :s'of the 
.Fairbanks North Star Borough, petition the Legislature and the Gov;v.:..: of the 
State of Alaska to enact In this session of the Legislature HOUSE 174,
with its equivalent SENATE BILL 132, relating to State employees' sc. ' vies and 
providing for an effective date; and HOUSE BILL 106, eltitled "An az: . sending 
the State Personnel Act; and creating the Alaska Civil Service Corn. . .on".

The desirability of having an independent merit system not inflv ..ced by 
political motivations or by changes in administration, but devoted ;iy to. 
•the creation of a fair, Impartial and efficient working staff for G'.i; i:ate 
is only too well established. Such a system, together with fair core; - .nation 
for services rendered, constitutes the only way to attract and keep . State 
employment qualified career personnel. Failure to act on these bil\ ill 
perpetuate a system which has received much well-earned criticism nr\ •'.3 coat 
thiB State and its people the high cost of constant turnover of par.' : .'.al, 
continuous recruitment, and the concomitant training, with reduced «;!iiclency 
and production.

We therefore urge our representative^, senators, and Governor to .nact 
these bills promptly by euch majority of votes as to demonstrate to . people 
of Alaska their desire for the quality of government end administrac.'. .-. this 
great State of Alaska deserves*
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PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Sta”* Borough, petition the Legislature and the Governor of the 
'State of Alaska to enact in this session of the Legislature HOUSE BILL 174,
- vith its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eititled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our rcpresentatived, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their dcsira for the quality of government and administration thiD 
great State of Alaska deserves* '
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PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with Its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eltltled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not Influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representative^, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
groat State of Alaska deserves.
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PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salaries and 
providing for an effective date; and HOUSE BILL 106, eltitled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission",

The desirability of having an independent merit system not Influenced by 
political motivations or by changes in administration, but devoted solely to. 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high coat of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves*
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PETITION

We, the undersigned employees of the State of Alaska, and residents of the 
Fairbanks North Star Borough, petition the Legislature and the Governor of the 
State of Alaska to enact in this session of the Legislature HOUSE BILL 174, 
with its equivalent SENATE BILL 132, relating to State employees' salarfes and 
providing for an effective date; and HOUSE BILL 106, eltitled "An act Amending 
the State Personnel Act; and creating the Alaska Civil Service Commission".

The desirability of having an independent merit system not influenced by 
political motivations or by changes in administration, but devoted solely to 
the creation of a fair, impartial and efficient working staff for our State 
is only too well established. Such a system, together with fair compensation 
for services rendered, constitutes the only way to attract and keep in State 
employment qualified career personnel. Failure to act on these bills will 
perpetuate a system which has received much well-earned criticism and has cost 
this State and its people the high cost of constant turnover of personnel, 
continuous recruitment, and the concomitant training, with reduced efficiency 
and production.

We therefore urge our representatives, senators, and Governor to enact 
these bills promptly by such majority of votes as to demonstrate to the people 
of Alaska their desire for the quality of government and administration this 
great State of Alaska deserves*
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TTKHI H i i D K U T T M
LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM
March 1, 1969

TO: Barry Jackson, ^hairman,
House Judiciary Commit 1

FROM: Arthur H. Peterson
Revisor of Statute

SUBJECT: PSC-related bills presently
before the legislature

HOUSE
HB 18&, by Guess & Bradner —  full PSC chapter —  same 

as SB 54
HB 20?, by Fink —  virtually full PSC chapter —  same 

as SB 128 but. deletes exemption for municipally 
owned and operated utilities re rates

SENATE
SB 54» by JoseDhson, Rader &. Begich -- full PSC chapter
SB,128, by request of the governor —  virtually full PSC 

chapter
SB 214, by Rader —  mainly deals with the definition of

"public utility" and the exemptions from the applica­
tion of the PSC chapter

SB 215, by Ruder —  deals with the pay and removal of PSC 
members



CITY OF FAIRBANKS
CHAIRMAN MEMBERS

MUNICIPAL UTILITIES SYSTEM
WILBUR WALKER RAY KOHLER

S ECR ET AR Y

Operated By The Public Vtllitlee Board 
6 4 8  F IF T H  AV EN U E M.B. SCHIERHORN

DON C. CHANDLER FAIRBANKS, ALASKA RON NERLAND

P.O. BOX 2215 - 65701

January 23, 1970

Senator Paul Haggland, Chairman 
and Commerce Committee Members

Gentlemen:

During April 1969, testimony was presented to the Commerce Committee by 
Fairbanks representative, A. J. Movius. The position of the City was, at that 
time, and is, that the benefits to be gained in protecting the public's interest a re  
.outweighed by the burden imposed on the rate payers who will pay for the regulation.

The City of Fairbanks Public Utilities Board and Fairbanks City Council have 
previously gone on record as being opposed to regulation that will interfere with the 
regulation of local utilities on a local basis. An arbitration provision is the only 
forseeable genuine benefit that could accrue to the rate  payer.

If a bill is to be passed, and if this is to do any good, it must contain a provision 
to solve the service area problems existing between contiguous utility organizations.
If the legislature sincerely intends to protect the public by passage of a bill to strengthen 
the Public Service Commission, definite guide lines for settling border disputes will 
be contained in the legislation.

Finally, one practical point - it is apparent to everyone that the Public Service 
Commission has been overwhelmed by the RCA certificate situation and this should 
point out that if the Commission is to be effective in protecting the rate payer, it 
must f irs t get organized.

Very truly yours

Ray Kohler 
Vice Chairman 
Public Utilities Board

Kohler

cc: Committee Members
Fairbanks Area Legislators 
Public Utilities Board Members 
City Council Members



CITY OF KETCHIKAN

KETCHIKAN PUBLIC UTIUTIBS 

Senate Bills Nos. 94 and 128 and House Bill No. 188 have been introduced ii

the State Legislature, If passed, these bills would put control of municipal ^

utilities under an appointed State PublicSarvice Commission. ____ —
*

The City of Ketchikan Public Utilities have been regulated by the City Coum 

for approximately 34 years and have provided its consumers a reasonable level of 

service at the lowest rates in Alaska, and at rates belov the national average
. 8

for residential service.

Control by a State Public Service Commission, in addition to violating the■i
charter provisions of home rule cities, would constitute an unnecessary interfaranaa 

in the management of city affairs, and could, by creating additional operating^

expense in the operation of its utilities, result in higher rates for service to 

be paid by the consumer.

Wednesday, March 5, 1969, at 7:00 P.M., a hearing will be held by the Senata^l^s^
• ; v>'lCommerce Committee on Senate Bill No. 128. If you feel this type of legiilation

would be against your best Interests we would strongly urge that you send a letl

or telegram expressing your opposition to Senator Paul Haggland, Chairman, Sanata- i J b n
Commerce Committee, State Capitol Building, Juneau, Alaska.

KETCHIKAN, ALASKA, 3 MARCH, 1969 
f DEAR SENATOR HAGGLAND
tIF I WERE A MEMBER OF THE LEGISLATURE, I WOULD VOTE "NO" ON EITHER OR BOTH OF 
;THE ABOVE MENTIONED BILLS. IT IS MY PERSONAL OPINION THAT THE ALASKA PUBLH 
SERVICE COMMISSION ALREADY HAS TOO MUCH REGULATORY POWER OVER INDUSTRIES 

I WHICH THE INDIVIDUAL MEMBERS OF THE COMMISSION HAVE VERY LIMITED KNOWLEDGE. f p  
RESPECTFULLY / ' v M M

« •

Ktsrct i rumi / 

PAUL J . /KINGREN,
| WINGREN /FOOD STORES, INC.



S t a t e  o f  A l a s k a

OFFICE OF THE GOVERNOR 

J u n e a u

February 7, 1969

The Honorable Jay S. Hammond 
Chairman, Senate Rules Committee 
Alaska State Legislature 
Juneau, Alaska 99801
Dear Mr. Chairman:
Pursuant to State law and the Uniform Rules of the Legislature, I 
am transmitting herewith a bill entitled "An Act relating to the 
regulation of public utilities, defining the composition, powers 
and duties of the Public Sarvice Commission; and providing for an 
effective date."
The attached bill would effect a number of important changes in 
the existing Public Service Commission Act.
It will substantially strengthen the regulatory authority of the 
Commission in certain respects. It will broaden the Commission's 
base of jurisdiction; it provides a reasonable and workable means 
of engendering compliance and enforcement; and it gives the 
Commission the ability to effectively regulate within its sphere 
of jurisdiction.
The bill does not repeal and re-enact the entire existing PSC Act. 
The first several sections of Chapter 42.05 are retained or simply 
revised. This has the effect of leaving the composition of the 
Commission as it is. Revisions are included, however, which would 
provide means for removing a commissioner from office: either by
the same procedure in which he is appointed or for cause. These 
removal methods are designed to provide continuity of policy of 
the Commission. At the same time it affords an essential ability 
for change in event of incompetence, etc.
Due to the rapidly increasing workload of the commissioners and the 
need to retain well qualified and competent men on the Commission, 
the bill proposes an annual salary of $5,000.
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The bill does repeal and re-enact all sections beyond AS 42.05.060 
of the current chapter. In many instances, however, the new provi­
sions are the same or similar to the present ones. Re-enactment 
of this large block of sections was employed primarily to provide 
continuity and uniformity and avoid the confusion of large scale 
amendments, additions and deletions.
The other areas of important change which this bill would affect 
can be summarized as follows:
Sections 42.05.141 - 171 clarify the regulatory authority of 
the Commission. It is divided into general and administrative 
authority. The latter specifies that the Commission is to pro­
vide by regulation, for its own rules of practice and procedure 
in its adjudicatory proceedings. The procedures of the APA 
(AS 44.62) were never designed, intended nor are they appropriate 
to the usual utility regulatory agency investigation and hearing.
The authority given to the PSC to prescribe its own procedural 
rules is similar to such authori ;y granted the Alaska Transpor­
tation Commission in 1966 (139 SLA 1966).
The new statutes make it clear that the Commission may employ its 
own hearing officers. They also clarify the Commission's authority 
to hear a case itself without using a hearing officer. This author­
ity has been implied in the past but the conflicting hearing pro­
cesses provided for by the APA and the current PSC statutes rendered 
the implication at least questionable. The new provisions also 
expressly state that a commissioner may act as hearing officer.
The proposed bill expands the authority/of the Commission in respect 
to certification of utilities. It prescribes unauthorized discon­
tinuance or abandonment of certificated service and gives the 
Commission the power to modify, suspend, or revoke a certificate 
under certain conditions.
The new provisions concerning utility service have been strengthened 
in the requirement that service be reasonable, safe, adequate and 
sufficient.
In the area of rate regulation, the new bill makes it clear that the 
Commission may make, fix, alter and amend rates. It also expressly 
provides for suspension of rate changes for a maximum period of 
seven months. The seven-month period corresponds to the rather 
standard statutory suspension period for Commission regulating 
motor carriers, etc., but is less than the ten-month period com­
monly provided in regulation of electric, telephone, etc., 
utilities.
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The Commission is also given the authority to apportion joint rates 
where the participating utilities cannot agree on apportionment or 
an apportionment is prejudicial to one of them.
The bill provides for reparations where the Commission finds that 
a utility has charged unreasonable, excessive or discriminatory 
rates.
In valuation of utility property for rate making purposes, the 
Commission is required to determine fair value primarily as a 
function of original cost less accrued depreciation. This, in 
effect, codifies the approach taken by the Commission in actual 
practice.
For the sake of uniformity and usefulness of information, the Com­
mission is given the authority to prescribe the accounting systems 
to be used.
Article 8 of the bill provides both criminal and civil penalties 
for violation. Adequate penalty provisions are essential to 
regulation. They are designed and normally act as a compliance 
tool; and compliance rather than levy of fines or penalities is 
the objective.
The general provisions of the bill include assessment of regula­
tory fees, a public records section and a section to the effect 
that the 1968 amendment to Section AS 42.05.640(2) did not abrogate 
any rights vested in a public utility prior to its enactment. It 
is also called to your attention that the 1968 amendment is repealed. 
The provision therein which defined public utility in terms of
$25,000 minimum gross annual revenue was completely unworkable ---
and raised numerous corolary questions concerning Commission 
jurisdiction. tifintL'i'1.

The definition of public utility is broadened and like its pre­
decessor confines itself to definition. Exemptions are incor­
porated in a separate section.
Municipally owned and operated utilities are exempted from regula­
tion only in certain respects. These are specified in subsections 
AS 42.05.631(b)-(d). In brief, a municipal utility would be exempt 
from rate regulation for services provided within the city 
boundaries. Services which it provides outside the municipal 
boundaries would not be exempt. Municipal utilities would also 
be exempt en toto from Sections AS 42.05.491 - 511 concerning 
financial and management regulation, and from Section AS 42.05.641 
concerning regulatory fees.
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The only other exemption from regulation is the person who fur 
nishes water, gas or petroleum products by tank, wagon, etc. 
However, this exemption is limited where such supplier is pro­
viding the service to a public utility in which he has an 
affiliated interest.

Sincerely yours

Keith H. Miller 
Governor
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P H Y S IC A L DISABILITY

for .-.evident Insurance pulley as to w hether 
insured had had  nny "physical defect n r in­
firmity" or "any local or constitu tional d is­
ease." O cean A ccident & G u aran ty  Corpo- 
ration v. Uubln, C.C.A.Cah, 73 l-\2d 137, 00 
A .U li. 412.

PHYSICAL DEPRECIATION
"Physical depreciation" of properly is 

the resu lt of de te rio ra tion  dttc to into and  
wear. I t  resu lts  from  use, decay and  th e  ac­
tion of the elements. "P hysica l depreciation" 
is a  constan t fac to r, and jf begins as s.sm  as 
the s 'ru c tu rc  is oxjtosod to  tin? net ion of . the 
dem ents o r is tint into—i'm1', Ventral It. CO. 
(it .New Jersey v. .Martin, D.C.X.J., 30 F .Supp. 
41, 00.

"Physical depreciation" is reduction  in 
value of s tru c tu re  due to  actual w ear and 
te a r  or physical de te rio ra tion . P roperty  con­
sisting of paper mill, ling factory , s to re ­
houses, ya rd  equipm ent, etc., used by going 
concern, should be assessed fo r tax a tio n  a t  
valuation Axed by reconstruction  cost less de­
preciation, in absence of m ark e t va lue  o r evi­
dence thereof. People ex rel. U nion ling  & 
Paper C orporation v. F itzgera ld , 2 X.Y.Sdld 
200, 203, ICO Misc. 237.

PHYSICAL DETERIORATION
Company form ed by m erger of ti t le  com­

panies wag not en titled  to  deduction from  
income fo r "obsolescence" in am ount o f a l­
leged decrease in  value o f  ti tle  in su rance  
p lan t w hich company fa iled  to  keep up  to  
date  a f te r  the m erger, s ince loss of useful­
ness w as no t liecause of changing economic 
conditions o r c ircum stances over w hich com­
pany lacked control, bu t w as re su lt ra th e r  
of "physical de te rio ra tion ."  Itcvcnuo A ct 
ires, { 23(k), 20 U.b.C.A. (I.n .C . 1030) |  23. 
United S ta tes  v. R eal E sta te -h an d  T itle  & 
T ru s t Co., C.C.A.Pa., 102 F.2U 0S2. 3S0.

’ p h y s i c a l  DIAGNOSIS
F au lty  diagnosis of itse lf and a p a r t from  

trea tm en t does not give rise to action fo r 
m alpractice, since diagnosis m ay righ tly  ho 
changed from  time to lim e. "Diagnosis" is  
defined as the art or act o f recognising the  
presence of disease from 1U symptoms, and 
deciding as to its character, also the decision  
reached, for determination o f type or con­

dition  th rough  oiso o r  fqx'di.i'-n stu d y  or con­
clusion a rriv ed  a t  th rough  critical porcoj.iioi. 
o r sc ru tiny . A "clin ical diugon:-!.-." i* o..e 
m ade from  a  study  o f the symptom:-, only, 
am i a  “physical d iagnosis" Is one mu le by 
m eans o f physic; , m easure, such as pa lpa­
tion and  iusjMcMou, "M alpractice" is the 
tre a tm en t o f a  c:t->u by surgeon o r  physician  
in  n m illiner co n tra ry  to  accepted ru les urn! 
w ith  in ju rio u s re su lts  to the p a tie n t; anu 
bonce any professional m isconduct o r  any 
unreasonable luck o f skill o r fidelity in 
pcrforninuce of professional duties o r o f m is­
tre a tm e n t o f a  d isease o r In jury  through 
ignorance and  carelessness. W uhan.*  v. ii.i- 
as, 1 X.W.2U 121. 124, 140 Xcb. C30.

PHYSICAL DISABILITY
Cross R eference!

Crijipling

A vo ter wiio claim ed th e  ascii-:.who of 
an election ollicer in p reparing  hio ballo t <.n 
the  ground, not th a t lie w as l.iind o r could 
no t roan  o r w rite , bu t th a t he le f t h is eye­
glasses a t  homo w as no t under ";.hy>ie..i 
ab ility ,"  W ithin Rcv.SC. a r t . ' >'•>, a* amend* 
ed by A cts 3iitli la  g., 1010 .. 33, Vernon’s 
A uu.Civ.8t. a r t .  3010, Vernon’s A nn.I'.C . art-.. 
224, 223, w here lie m ade no effort to  get ids 
glasses, the law  applying oiuy to  perm anen: 
d isab ility , l l i l le r t  V. iichweppe, Tex., 231 8. 
W. 132,134.

Q uestions in life policy application  re ­
gard ing  deform ity , am putation , and physical 
d isability , and  w hether insured  had  d > i A.’12 
of geu ito -u riuary  system , did no t suggest to 
Insured operation  fo r rem oval o f test ode 
as to  w a rra n t cancellation of policy, w... iv 
application  did no t disclose such opera:. 
opcrutlon  lieiug n e ith e r "deform ity ." "..n.pu- 
ta tlo n ,"  nor necessarily  "physical d lsab il.ty ," 
A m erican Ih fe  Ins. Co. v. B u try s , l-;t> So. 
C17, 020, 227 Ala. 32.

Tlie provision of c h a rte r  of city  of Sac­
ram ento  fo r beneAts fo r "p* yslcal d isab ility"  
of city  em ployees a s  resu lt ot in ju ry  received 
In jiorform aiice of duty , and fo r reduction  of 
such beneiits by am ount o f any w orkm en's 
com pensation aw ard  aga in s t city, docs no: 
cover dea th  of au  empioyee during perform ­
ance Of duty , am i hence docs nut u'uthorir.e 
pension paym ent to widow o f employee w ith ­
in  city  retirement system  to bo reduced by
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state-wide importance and eonccrn and have been enacted in aid 
of the health., safety, and welfare of the people of this State.

. l e g i s l a t i v e  h i s t o r y

E nacted  1831. B ated  on S tatu  1915 ch 01 § 43 aubd (d ) p  137, a t  amended
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. I ; . ,-i-v- •Aw-:by S ta ts  1917 ch 209 § 1 p 320, S ta t j  1927 ch 704 § 1 p 1216, S ta te  1933 eh 835 
§ 1 p 2227, w ithout substan tia l change,

COLLATERAL REFERENCES 
Cal J u r  2d E m inent Domain § 180, Railroads § 21.

Law Review A rticles:
30 SOLE 191 (public u tilities regulation and community in te res t).
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§ 1220. Legislative declaration of purpose for enactment of

§§ 1206 to 1218. The Legislature declares that Sections 12u6 to 
1218, inclusive, are enacted as a germane and cognate part of and 
as an aid to the jurisdiction of the commission in the supervision 
and regulation of railroad and street railroad corporations.

LEG ISLA TIV E HISTORY 
E nacted  1951. Based on S ta ts  1915 ch 91 J 43 subd (e )8  p 137, os 

amended by S ta ts  1917 eh 209 § 1 p 320, S ta ts  1927 ch 704 § 1 p 1216, S ta ts  
1933 ch 855 § 1 p  2227, w ithout subxtuntiul change,

C O L L A T E S /L  REFERENCES 
Cal J u r  2d Em inent Domain § ISO, Ruilroads § 21.

, Law  Review A rticles:
30 SCLR 101 (public u tilities regulation and community in te res t). »

NOTES OP DECISIONS 
JU n d er Const A rt X I, §§ 22 and 23, lution of public u tilitiea. E ast Bay
egisiuturc has plenary and unlim ited M unicipal Util. Dint, v R ailroad Com. 

au thority  in so far as such conferred (1924) 194 C 003, 229 F  949. 
powers are germ ane to subject o f regu*

' ... <5 V.

CHAPTER 7 
Valuation of Public Utility Properties

A uthority  to  value and revalue property of public utilities.
H e a r i n g s  to ascertain  vuiut's: N otice: Prelim inary exam ination:

U tilities en titled  to  hearing: Reduction of evidence to  w riting.
M aking and tiling of findings: Review of findings; F indings as ad*

mUsiblo in evidence: Findings us conclusive evidence: M anucr
of controverting  fac ts found.

A dditional hearings for revaluations, e tc .: Procedure t ; r  hearings:
Findings. '

CROSS REFERENCES 
“ Commission" and “comm issioner": $ 20,

§ 1351. 
$ 1332.

§ 1333.

§1334

§ 1351. Authority to value and revalue property of public utili­
ties. The commission muy ascertain for cuch purpose spcciticd iu 
363
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/this part, the value o£ the property of every public utility in this 
State ami every faet and element of value which in its judgment 
may or does have any bearing on such value. The commission may 
make revaluations from time, to time and ascertain the value of 
all additions, betterments, extensions, and new construction to the 

\ property of every public utility.
LEG ISLA TIV E HISTORY

E nacted 1051. Hasi-d on:
(a ) S ta ts  1915 ch 91 § 47 subd (a ) p  139, us amended by S ta ts  1917 ch 17v 

§ 1 p 291, w ithout substan tia l change.
(b ) S ta ts 1st E x Sons 1911 ch 14 § 47 subd (a) p  42, as amondod by  S ta ts 

1913 ch 339 § 1 p 084.
(c ) S ta ts  1911 ch 20 § 20 p 22.

COLLATERAL R EFER EN C ES -
Onl .Tur 2d Em inent Domain § 353, Public U tilities and Scrvicos §§ 53, 55.
M cK inney's Cal Dig Public U tilities and Services § 52.
Am .Tur Public U tilities and Services §§ 105 e t scq.

Law  Review A rticles:
2 CLll 3 (ju st and scientific basis fo r establishm ent of public u tility  ra tes, 

w ith particu lar a tten tion  to laud values).
3 CLR 500 (valuation  of public service companies fo r rate-m aking purposes: 

going concern value),
5 CLR 1 (estim ating  depreciation in valuation of public u tilities  f e r  rate- 

m aking purposes),
12 CI.R L83 (theory of prudent investm ent as a rate basis).
15 CLR 445 (investigations on the commission's own m otion).
32 CLR 39S (rate  m aking of public u tilities discussed).
23 S t llJ  1(35 (law yer's view of valuation of public u tili ty  property). 

A nnotations:
20 ALU 500 (effect of additions constructed a t w ar and postwar prices on 

valuation fo r rate-m aking purposes).
49 A I.E  1477 (valuation of stree t easem ent fo r street railw ay ra te s ;.
03 ALR 1090 (telephone company's rights in, and remedies available to  pro­

tect, telephone directory and advertising  m aterial therein).
72 ALR 1232 (cupitnli/.ing or funding bond discount).
04 AI.R2d 800 (llubility  of public u tility  to ab u tting  owner for destruction 

or in ju ry  of trees in or near highway or s tree t) .
04 AI.R 1190 (railroad company's liab ility  fo r Injury or death  of pedestrian 

due to  condition of surfucc of crossing).
04 ALIi2d 1290 (adm issibility  of evidence of repairs, change of conditions, 

or precautions taken a f te r  accident).
00 ALR2d 034 (liab ility  of m unicipality for to rts  in connection w ith a irpo rt).
07 ALR2d 1304 (liab ility  of railroad for in ju ry  or damage resulting  from 

motor vehicle strik ing  bridge or underpass because of insufficient vertical 
clearance).

68 A Lit 2d 392 (com pensation or dam ages fo r coudomning public u tility  
p lan t).

NOTES OF DEOISIONS
I. C ourt Decisions.

II . Public U tilities Commission Decisions.
IPub Util Codel— 24 . . .  3 4 9
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In  proceeding Involving tran sfe r and 
recap ita lization  of public u tility  prop­
erties i t  ia no t necessary tlm l coin- 
mission determ ine presen t valuo of 
lands involved. S an ta  Crux County 
U til., In  re (1028) 31 CUC 32.

Incom e theory  as measure of valuo 
is unstable. Kan Francisco, In  ro 
(1020) 33 CItC 202.

A ctual application o f incomo theory  
is by means o f a purely m athem atical 
form ula which determ ines the answ er 
w ithout tlio exercise o f judgm ent. 
San Francisco, In  ro (1020) 33 CUC 
202.

Ju s t compensation cannot be found 
on basis o f income earned from  prop­
erty , investm ents in which a  u tility  
estim ates it  m ight make in  the fu ture. 
I t  is commission’s duty to  fix ju s t com­
pensation on basis of property ownod 
and to bo taken  on the day of tak ing . 
San Francisco, In  ro (1020) 33 CItC 
202.

5.  PROPERTY INCLUDED
IN  VALUATION

Unused proporty.—In  making valua­
tion of w ater u tility  property fo r rate- 
fixing purposes, w ater owned by u til­
ity en tire ly  separated from  its  wator 
system and not used or useful in serv­
ice of w ater to  its  consumers, w ill not 
bo included as p roperty  on tlio value 
of which a re tu rn  is allowed. W atson­
ville W ater A L igh t Co., In  ro (1010) 
17 CUC 120.

In tercorporato  relationship.— W orth
of subsidiary electric railw ay to  par­
ent railroad ns collector and d is tribu ­
tor of parent company's passenger and 
freight traffic is factor to bo consid­
ered in determ ining reasonable ruto of 
roturn to bo allowed subsidiary. 
Chamber of Commcrco v Pacific Elcc. 
R. Co. (1028) 31 CUC 434.

N onoperative proporty.—Cost o f di­
version dam rendered nonopcrntivo 
uad no longer uooessary in  rendering

service should he excluded from opera­
tiv e  capital. M onterey County W ater­
w orks, In re (1928) 31 CUC «32.

Lands.—When m arket value of land 
is found there is nothing to  bo added 
to  fu r th e r indicate value of land ex­
cept i t  be th a t in tang ib le  value which 
a ttaches to  composito property  in  use. 
San Francisco, l a  ro (1029) 33 CUC 
202.

N onutility  P roperty .—W ater com­
pany rendering privato  service and 
u tility  scrvico which contends th a t 
p riva te  properties acquired from pred­
ecessor b.ivo never been dedicated to 
public uso has no legal righ t to kavo 
such properties fully valued fo r util- 
ity -rn to  fixing purposes merely because 
u tility  arm  of company may bo ac­
corded by tbc o ther a  revocable per­
missive rigid to  use th a t p art o f the 
property con lidcrcd p rivate . This does 
no t mean th a t wero the u tility  to show 
th a t i t  has a definite legal rig h t to 
tho uso of p riva te  property for u tility  
purposes i t  would not ho entitled to 
have a  fa ir  value accorded to  such a 
righ t. Thomas v Muntcrc.* County 
W ater W orks (1937) 40 CUC 683.

6,  COST AND
IN V ESTM EN T

Reproduction cost based upon esti- 
m ate of w hat price of m aterial and 
labor will be two years hence is specu­
lative and of very little  assistance in 
determ ining ra te  base. W atsonville 
W ater & L ight Co., In  re (1919) 17 
CUC 126.

H istorical cost and present value.— 
Where app lican t claims th a t rates 
should be established on estim ated 
present value o f property and not on 
historical cost now, consideration must 
bo given the fa c t th a t i t  is electric 
u tility  serving under regulation ia 
te rrito ry  freo from general competi­
tion  and  has o ther nnd different obli­
gations imposed upon i t  than those 
to  which nonpublic u tility  is subjected, 
for i t  may bo required to  moot the de­
mand* of te rrito ry  whothur costs arc

373
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high Of low and develop plant* when 
necessary to provide for needs of pub* 
lie during periods o f  high prices os 
well as o f low prices, and amount 
invested in public u tility  properties, 
if  known, o r i f  no t known, tho his* 
torical cost of property, should be 
regarded as principal element in a rriv ­
ing nt ra to  base nnd applicant is 
therefore en titled  to  fa ir return  upon 
its  reasonable historical cost ra ther 
th an  upon “present value.” Southern

rras Pow er Co. Si Holton Power Co., 
In  re (1020) 18 CRC 818.

Allowanco for historical investm ent 
should not be blindly  followed In enso 
u tility  has unreasonably delayed in its 
obligation to  public by failing  to de­
velop plant* nt tim e when they should 
have been developed and la ter con­
structing  them  under conditions of 
high cost o f money and m aterial, in 
*uch case, fairness to consumers must 
d ic ta te  lesser compensation to  u tility . 
Southern S ierras Pow er Co. & Holton 
Power Co., In ro <3920) 18 CRC 818.

Allowance for developm ent cost.— 
Commission refuses to allow a* devel­
opment costs, either in cap ita l or to 
be am ortized nt th is time, early  losses 
Incurred by u tility  prior to its pur­
chase by present owners, as former 
owner* would not benefit thereby and 
it  would be equivalent to requiring 
consumer* now to pay power bills 
which should havo been paid a t tho 
tim e, were they reasonable. Southern 
S ierras Pow er Co. & Holton Power 
Co., In ro (1920) 18 CRC 818.

A ctual cost cannot be sole measure 
of value, adm itting  th a t expenditures 
fo r special equipment, labor and m an­
agem ent is the hest measure of vsluo 
sineo substitution partakes o f the elo- 
m ent of speculation, yet abnorm ally 
high or abnorm ally low costs or costs 
Incurred during a tim e long since past 
or fo r th ings no longer clllciciit can­
not bo th e  truo measure of actual pres- 
ent-day worth of tho properties for 
which ju s t compensation m ust bo fixed, 
Redding, In  re (1921) 10 CRC 267.

Tho b es t cvldcnco of dovolopmont

costa consists o f showing w hat the 
costs actually  am ounted to  during a  
reasonable developm ent period and 
should be applied ir. all eases whcro' 
i t  is possible to determ ine the nature 
and exten t o f actual losses, i f  any, 
during such developm ent period, Red­
ding, In rc (1921) 10 CRC 267, 293.

Investm ent in  advance o f  present 
needs.—In ra te  proceeding cost of 
canal enlarged beyond present need* 
may bo appraised upon the basis of 
the cost of th a t portion of canal rca- 

■ so 'ably  necessary fo r scrvieo to pre­
sent consumers, fo o th ill D itch Co.,. 
In ro (1928) 32 CRC 41.

W ork in progress.—Construction 
work in progress as o f date of valua­
tion should bo included in reproduc­
tion eo new nnd reflected thereby in 
tho flguro of ju s t compensation. Saa 
Francisco, lu  re (1929) 33 CRC 202.

P relim inary  organisation .—'Within 
reasonable bounds prelim inary organ­
ization expenso is proper item  to be 
included in reproduction cost new. 
San Fruncisco, In re  (1929) 33 CRC 
2u2.

Cost o f acquisition of land  disal­
lowed in determ ination  of ju s t com­
pensation where such amount sa may 
bo claimed i* amply covered by liberal 
nllowanco fo r organization expenso 
and otber general overhead*. San 
Francisco, In  ro (1929) 33 CRC 202.

7 . --------------CONSUMERS’
a d v a n c e s

Consumers' advances in  a id  of con­
struction  being available to u tility  
w ithout paym ent o f in terest will be 
trea ted  us proper deduction in deter­
m ining ra le  base, Southern Calif. Gas 
Co., lu  ro (1928) 32 CRC 379.

8. —  AMOUNT AND VALUE 
OF SECU RITIES

I t  Is no t th e  practice to u*« as ra ts  
baso tho am ount of securities ou tstand­
ing, tior flguro* carried  iu fixed capital 
accounts in a u tility 's  books unless, in 
tho commission's opinion, such figures, 
a t  tirno of ra to  Using, rcprcseut roa-
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PUBLIC SERVICE COMPANIES 66 § 1151
slon, 2i>3 A .id  (IS! 204 Pa.Supor. 102,
1964.
52. —  F lnd lnos of com m ission , hear- 

inn and determ ination  
P ublic U tility  Uomiiifsidon wan pre­

sum ed to havn considered  effort o f  sum-  
pcwdon of ta r iff  supplem ent In f lalr.fr 
final go* rail-*, and svnn not renin red 
to  m nko a  sp ec ific  inonrtnry a llow ance  
for a  calcu lated  loos a lleged ly  due to 
su sp en sion . C ity  of P ittsburgh v. P enn­
sy lv a n ia  Public U tility  <’mnml»ylon, 222 
A .2d 395. 2(18 l i t .  Super, 260. I960.

AVhrro I'u lillc U tility  C om m ission hnd 
suiTli'lrnt ev id en ce licfore It In approv­
ing ra te  Incrouae for steam  h ea lin g  
com pany, even  though d efective  In cer­
ta in  resp ects, to  reach conclusion that 
proposed rates w ere Just and reason a­
ble and  th a t fa ir  value o f  u tility ’s  prop­
erty  w ould support proposed Increase  
tr. ra tes, no specific finding of fa ir value  
or fair rate o f  return wan necessary.
P enn  Sheraton  H otel v, P ennsylvan ia  
P ublic U tility  C om m ission , 184 A . 2d 324,
198 1’a .Supor. 618, 1962.

§ 1 1 5 1 . V a lu a tio n  o f  p ro p e r ty  o f  a  p u b lic  u t i l i ty  
T h e  com m ission  m ay , a f te r  re a so n a b le  no tice  a n d  h e a rin g , a sc e r ta in  

an d  fix  th e  f a i r  v a lu e  of tho  w hole o r  an y  p a r t  o f th e  p ro p e r ty  o f ar,y  
pu b lic  u ti li ty , in  so f a r  as th o  sam e  is m a te r ia l to  th e  exercise  of the 
Ju risd ic tio n  o f tho  com m ission , an d  m ay  m a k e  re v a lu a tio n s  from  tim e  to 
tim e  u n d  a s c e r ta in  th o  fa ir  v a lu e  of a l l  now  c o n s tru c tio n , ex ten s io n s , and 
a d d it io n s  to  th o  p ro p e r ty  of a n y  p u b lic  u ti li ty . W h en  any  pub lic  u ti li ty  
fu rn is h e s  m oro  th an  one  of th e  d if fe re n t types o f u ti l i ty  serv ice e n u ­
m e ra te d  in p a ra g ra p h  seven teen  of sec tio n  tw o  of th is  a c t,i th e  com m is­
sion sh a ll se g re g a te  th e  p ro p o rty  used  an d  u se fu l in  fu rn ish in g  each  type 
o f su ch  se rv ice , and  sh a ll no t co n s id e r th e  p ro p e r ty  o f such  pub lic  u ti li ty  
a s  a  u n i t  ir. d e te rm in in g  tho  v a lu e  o f  th e  p ro p e r ty  of such  pub lic  u ti l i ty  
fo r th e  p u rp o se  of f ix in g  ra te s . In  f ix in g  a n y  r a te  of a  public  u ti li ty  
e n g ag ed  exclusively  in  com m on c a rr ia g e  by m o to r veh ic les , th e  com m is­
sion  m ay , in  lieu  of o th e r  s ta n d a rd s  e s tab lish ed  by Saw, fix  th e  f a i r  re­
tu rn  by  re la tin g  tho  f a i r  and re a so n a b le  o p e ra tin g  expenses, d ep rec ia tio n , 
taxes a n d  o th e r  coats o f  fu rn ish in g  se rv ice  to  c a r r ie r  o p e ra tin g  rev en u e  ;. 
As am ended  1063 , A ug. 1, P .L . 440, i  1 ; 1065 , Doc. 22, P .L . 1165, { 1, 
e ffec tiv e  In 00 days, 

i  Section  1102 of this title, 
flection  2 o f act I9C6. Dec. 22, P.U.

1165, provided th a t (lie n et should take  
effe ct in n in ety  days.

Suction 2 o f tho act o f  1963 provided  
that th e  a ct should  take effect In n inety  
days.

. 3. V a lu a tio n — In c e n tra l
Public U tility  C om m ission acted w ith ­

in Us pow er In ru le  proceeding In refu s­
in g  to reduco g a s  u tility ’s trended or ig i­
nal co st m easures of valuo to ex ten t of 
in vestm en t tax  credit a s  too specula- 

„ tlv e  (I lly  o f P ittsb u rgh  v. P en n sy l­
van ia  Public U tility  C om m ission, 232 
A .2d 329. 2118 Pn.Hupcr, 260, 1966.

Public U tility  C om m ission 's treatm ent 
in rate proceeding of in vestm en t tux 
credit a s  a  rod net Ion In co st o f ga* u tili­
ty 's property and deduction of unnmor- 
tilted portion thereof from  original and  
trended co st  m easu res on valuo w a s not 
an ahuso of d iscretion . Id.

In d eterm in in g  fair va lu o  of physleal 
plant o f steam  heating  com pany, one 
m easure of value, against which dep re­
ciation  In accrued , la original coat of 
construction , th a t Is. co st  when first 
devoted  to  public servlco , w hich doe* 
not include fu tu re  c o s ts  of rem oval.
Penn Sheraton  H otel v . P ennsylvan ia  
P ublic U tility  C om m ission , 184 A.2d 324,
198 Pa.Super. 618. 1863.

N e g a tiv e  sa lv ag e  a c tu a lly  Incurred by  
s te a m  h e a t in g  co m p an y , e i th e r  up o n  ac­

tual retirem ent o f  property w ithout re­
placem ent or upor. replacem ent o f Item  
o f  property. Is en titled  to  consideration  
in  rate proceeding. Id.
A, ——  Fair value, valuation

The P ublic U tility  Com m ission la r.ot 
bound to an y  specific form ula to d eter­
m ine fa ir value, but It cannot take only 
one factor us the formula: it need not 
g lv o  equal w eigh t to nil m easures of 
fa ir  value, but n either can It w eigh  
fa ir value only by one consideration. 
Scranton Steam  H eat Co. v. lV n n sv i-  
v an la  Public U tility  C om m lss.on. if?  
A .2d 693. 194 Pa.Super. 145, 1361, m odi­
fied on other  grounds, 176 A .id  86, 465 
P a . 397.
24. Reproduction CO»t— In centra l

Reproduction cost o f u tility 's fac ilities  
la factor  which m ust lie considered act; 
w eighed by public u tility  com missi'-tr in 
arriv in g  ut fair value for rate-m aking  
purposes, and on ly  reason for according  
litt le  or no w eigh t to such  cost Is when  
fa c ilities  have becom e so  obsolete as 
to  makn h ighly im probable and unlikely  
the  fa m ilie s ' reproduction. Scranton  
S team  H eat Co. v. P ennsy lvan ia  Public  
U tility  C om m ission, 176 A .2d 86, 465 
Pa. 397. 1963.

T h s P ublic U tility  Com m ission should  
havo considered original cost o f co n ­
stru ction  and coat of reproduction and

54. — — Presum ption  and burden of 
proof

Shippers who a ttack ed  Jntruaiut.4 
fre igh t rale, had I order. r,f proof In 
allow ing that rate* worn ur.r< a-o.-iab 'i.
I rolled CO. v, P en nsy lvan ia  Public L'tii- 
Ity C om m ission, 263 A.2d 515, 264 Pa. 
Super. 162. lir.4.

Ilurden Is upon u tility  com pany P e e k ­
in g  rato  Incroanc to estab lish  all basic  
fact* ne.nntnn.ry ta r  consideration by the 
Public U tility  C om m ission. Sayre Land 
Co. v. P en n sy lv a n ia  I'ulillc U tility  Com­
m ission , 175 A.2d 367, 146 P a.Super. 417, 
19C1, affirm ed 185 A .2d 325. 403 P a . 556. 
62. R eview

W here com plainants In rate proceed­
in g  did not ra!*« any question  concern­
in g  orlg .n a l c o n  of g a s u tility 's prop­
er ty  before P ublic U tility  Com mlr.sim  
or In th e ir  appeal petition*, they ordi­
narily  cow'd not raise *urh question  on 
appeal. C ity o f  P ittsb u rgh  v. P en n sy l­
van ia  P ublic U tility  C om m ission, 222 
A .2d 395, 268 P a .Super. 266, 1966.
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States
l. Alaska 1. Alabama 1
2. Arkansas

California
2. Arizona 2
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3. 3.
. ... • • . • .v -.V ,A ■.
Delaware 3

4. Colorado v. 4. Illinois
5. Connecticut 5. Indiana
6. District of Columbia 6. Kentucky
7. Florida 2/ 7. Minnesota
8. Georgia 8. . Missouri
9. Hawaii 9. Montana
10. Idaho 3/ 10. New Jersey
11. Kansas 11. New Mexico
12. Louisiana 1/ 12. New York
13. Maine 13. North Carolina
14. I- aryland 14. Ohio
15. Massachusetts 15. Pennsylvania
16. Michigan 5/ 16. Texas
17. 

16. 
19. 

1/ 20.

Mississippi 
Nevada
New Hampshire 
New York

21. North Dakota
22. Oklahoma
23. Oregon
24. Puerto Rico
25. Rhode Island
26. South Carolina
27. Tennessee
28. Utah
29. Vermont
30. Virginia
31. Washington
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Commis.
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32. West Virginia
33. Wisconsin
34. Wyoming
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1/ All utilities except telephone.
2/ Does not regulate electric and gas utilities. 
3/ Uses inflation allowance only.
V  Uses inflation allowance for telephone.
5/ Does not regulate electric utilities.

NOTE: Only one State, Ohio, prescribes a
fixed RCND percentage by statute.
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SENATOR  
JO E  P. JO SEPH SO N  

DISTRICT E 
3 2 6  H. STREET 

ANCHORAGE. ALASKA 9 9 SOI

W H ILE IN JU N EA U  

POUCH V 
JU N EA U . ALASKA 9 9 8 0 1

S ta te  H m fafntiire

£«tat t

HEALTH. W ELFARE  
A N D  EDUCATION  

LABOR A ND MANAOEMENT

March 15» 1969

Honorable Barry Jackson,
Chairman,
House Judiciary Committee,
House of Representatives,
Juneau, Alaska
Dear Barry:
A constituent of mine, Mr. John Mlaker, recommends an express 
provision in proposed PSC legislation to curb discriminatory 
rate practices.
I am taking the liberty of enclosing Mr. Mlaker*s letter to me 
of March 7* and his suggested statutory language, for consideration 
by your committee.

Sincerely,

jtfe P. Josephson 
state Senator



March 7, 1969

Mr. Joe Jcsephson 
Alaska StaLe Legislature 
Pouch V
Juneau, Alaska 99801 

Dear Joe:

Several Public Service Commission bills have been or perhaps w.11 be 
introduced in both Alaska Legislative Houses. It appears that one 
of these bills in original or amended form will pass during this 
session.

In the past several years many of Alaska's public utilities have been 
guilty of a variety of discriminatory rate practices involving kick­
backs, "special rates", give-aways, differential subsidies, etc.
The practices take many forms but collectively they amount to taking 
a little bit extra from the vast majority of consumers in order to 
subsidize and attract potential new customers.

Attached is a section lifted from the Public Service Commission 
portion of the North Carolina Code. If this language, is contained 
in any new Alaskan P.S.C. Bill, then the situations I have outline 1 
could be prevented in the future. Hie North Carolina Code has been 
widely cited for its forthrightness and for its defense of the public 
interest. It could well be adopted in Alaska.

Those of us in Anchorage who have struggled with this situation for 
many months are very hopeful that you will work toward making these 
provisions a part of a new P.S.C, Bill.

Attachment



NOETH CAROLINA CODE

Sec. 62-140

(a) No public utility shall, as to rates or services, 
make or grant any unreasonable preference or 
advantage to any person or subject any person to 
any unreasonable prejudice or disadvantage. No 
public utility shall establish or maintain any 
unreasonable difference as to rates or services 
either as between localities or as between . 
classes of service. The Commission may determine 
any questions of fact arising under this section.

(b) The Commission shall make reasonable and just 
rules and regulations.

(1) To prevent discrimination in the rates
or services of public utilities.

(2) To prevent the giving, paying or receiving
of any rebate or bonus, directly or in­
directly, or misleading or deceiving the 
public in any manner as to rates charged 
for the services of public utilities.

(c) No public utility shall offer or pay any com­
pensation or consideration or furnish any 
equipment to secure the installation or adoption 
of the use of such utility service except upon 
filing of a schedule of such compensation or 
consideration or equipment to be furnished and 
approval thereof by the Commission, and offering 
such compensation, consideration or equipment
to all persons within the same classification 
uoing or applying for such public utility service; 
provided, in considering the reasonableness of 
any such schedule filed by a public utility the 
Commission shall consider, among other things, 
evidence of consideration or compensation paid 
by any competitor, regulated or non-regulated, 
of tho public utility to secure the installation 
or adoption of the use of such competitors service.



Sec. 42.05.171(b). INAL ORDERS OF T. COMMISSION.
No final order of the c ission compelling firmative
action, denying a right v. 'vilege, or c ng a right ’ / ‘
or privilege over protest. . an interested  j may be .
entered by the commissic.'. without giving opportunity to be1 
heard, including, if requested by the public utility or any- 
interested party, a public oral hearing.

Sec. 42.05.171(c). DECISIONS. The commission shall ' 
make reports in writing on all proceedings under this chapter 1 
in which hearings are held. Each report shall state the 
commission's findings, the basis for the findings, and : ; ' 
conclusions together with its decision and order. All 
reports shall be entered of record and copies shall be fur-' 
nished to all the parties to the proceedings. • .

Sec. 42.05.431(c). AUDIT OF ACCOUNTS. An audit made by 
a certified public accountant, or by a person approved by the 
commission, shall be accepted by the commission as prima ' 
facie correct. (§ 17 ch 199 SLA 1959)

• /



Willcox v Consolidated Gas Co. 212 US 19:
There must be a fair return upon the reasonable value of the property 

at the time it is being used for the public. . . . And we concur 
with the court below in holding that the value of the property is to be 
determined as of the time when the inquiry is made regarding the rates. 
If the property, which legally enters into the consideration of the question 
of rates, has increased in value since it was acquired, the company is 
entitled to the benefit of such increase.

1913

Minnesota Rate Cases, 230 US 352, 33 S C t 729:
The making of a just return for the use of the property involves the 

recognition of its fair value if it be more than its co st Tlte property 
is held in private ownership and it is that property, and not the original 
cos: of it, of which the owner may not be deprived without due process 
of law.

1918

Denver v Denver Union Water Co. 246 US 178, PUR1918C 640:
W hat we have said establishes the propriety of estimating complainant’s 

property on the basis of present market values as to land, and reproduc­
tion cost, less depreciation, as to structures.
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Blueficld Water Works & Improv. Co. v West Virginia Pub. Service 
Commission, 262 US 679, PUR1923D 11:

The record clearly shows that the commission in arriving at its final 
figure did not accord proper, if any, weight to the greatly enhanced costs 
of construction in 1920 over those prevailing about 1915 and before the 
war, as established by uncontradicted evidence; and the company’s de­
tailed estimated cost of reproduction new, less depreciation, at 1920 
prices, appears to have been wholly disregarded. This was erroneous.
Missouri ex rel. Southwestern Bell Tcleph. Co. v Missouri Pub. Service 

Commission, 262 US 276, PUR1923C 193: .;i
It is impossible to ascertain what will amount to a fair return upon 

properties devoted to public service without giving consideration to  the 
cost of labor, supplies, etc., at the time the investigation is made. An 
honest and intelligent forecast of probable future values made upon a 
view of all the relevant circumstances is essential. If the highly im­
portant clement of present costs is wholly disregarded such a forecast 
becomes impossible. Estimates for tomorrow ignore prices of today.

1926
McCardle v Indianapolis Water Co. 272 US 400, PUR1927A 15:

But in determining present value, consideration must be given to prices 
and wages prevailing at the time of the investigation; and, in the light 
of all the circumstances, there must be an honest and intelligent forecast 
as to probable price and wage levels during a reasonable period in the 
immediate future. In every confiscation case, the future as well as the 
present must be regarded. It must be determined whether the rates 
complained of arc yielding and will yield, over and above the amounts 
required to pay taxes and proper operating charges, a sum sufficient to 
constitute just compensation for the use of the property employed to 
furnish the service; that is, a reasonable rate of return on the value of 
the property at the time of the investigation and for a reasonable time 
in the immediate future.

1929
St. Louis & O’Fallon R. Co. v United States, 279 US 461, PUR1929C 

161:
The question on which the [Interstate Commerce] Commission divided 

is this: When seeking to ascertain the value of railroad property for 
recapture purposes, must it give consideration to current, or reproduction, 
costs? The weight to be accorded thereto is not the matter before us. 
No doubt there arc some, perhaps mai.v, railroads the ultimate value of 
which should be placed far below the sum necessary for reproduction. 
But Congress has directed that values shall be fixed upon a consideration 
of present costs along with all other pertinent facts; and this mandate 
must be obeyed.

1930
United R. & Electric Co. v West, 280 US 234, PUR1930A 225:

The allowance for annual depreciation made by the commission was 
based upon cost. The court of appeals held that this was erroneous and

ila Pith Airvtmi
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Los Angeles Gas & P.. Co. v California R. Commission, 289 US 287, 
PUR1933C 229:

We approach the decision of the particular questions thus presented 
in the light of the general principles this court has frequently declared. 
We have emphasized the distinctive function of the court. We do not 
sit as a board of revision, but to enforce constitutional rights. . . . 
The legislative discretion implied in the rate-making power necessarily 
extends to the entire legislative process, embracing the method used in 
reaching the legislative determination as well as that determination itself 
We are not concerned with either, so long as constitutional limitations 
are not transgressed. When the legislative method is disclosed, it may 
have a definite bearing upon the validity of the result reached, but the 
judicial function does not go beyond the decision of the constitutional 
question. That question is whether the rates as fixed are confiscatory.

1935

West v Chesapeake & P. Teleph. Co. 295 US 662, 8 PUR NS 433: 
When the property itself is taken by the exertion of the power of 

eminent domain, just compensation is its value at the time of the taking. 
So, where by legislation prescribing rates or charges the use of the prop­
erty is taken, just compensation assured by these constitutional provi­
sions is a reasonable rate of return upon that value. To an extent value 
must be a matter of sound judgment, involving fact data. To substitute 
for such factors as historical cost and cost of reproduction, a “translator” 
of dollar value obtained by the use of price trend indices, serves only 
to confuse the problem and to increase its difficulty, and may well lead 
to results anything but accurate and fair. . . .

We agree, therefore, with the view of the district court, that the 
method was inapt and improper, is not calculated to obtain a fair or 
accurate result, and should not be employed in the valuation of utility 
plants for rate-making purposes.

/
1942

Federal Power Commission v Natural Gas Pipeline Co. of America, 315 
US 575, 42 PUR NS 129:

The Constitution docs not bind rate-making bodies to the service of 
any single formula or combination of formulas. Agencies to whom this 
legislative power has been delegated arc free, within the ambit of their 
statutory authority, to make the pragmatic adjustments which may be 
called for by particular circumstances. Once a fair hearing has been 
given, proper findings made, and other statutory requirements satisfied, 
the courts cannot intervene in the absence of a clear showing that the 
limits of due process have been overstepped. If the commission's order, 
as applied to the facts before it and viewed in its entirety, produces no 
arbitrary result, our inquiiy is at an end.



utility tali' m iking towwtf on pi\nlmlioi» com was a practical or equitable 
approach, lie  crtiici/cd the "end use" theory of the majority opinion 
(which strewed results rather than formula used to attain it) as a form 
of reasoning based on the end justifying the means, lie  said that the pru­
dent investment theory of the rate-making approach in the majority opin­
ion, while meritorious in usual utility rate eases, "has no rational appli­
cation when there is no such relationship between investment and capacity 
to serve." l ie  viewed gas as a commodity, similar to coal, a wasting asset 
available at a market price. Many of the difficulties foreseen by Justice 
Jackson in attempting to apply utility rate case methods to gas production 
proved prophetic in tire subsequent experience of the Federal l’owcr Com­
mission, as witnessed in the Phillips Petroleum Company decision, post 
p. 562.

P r e s e n t  S t a t u s  o f  F a i r  V a l u e  R u l e

Some economic authorities looked upon the H ope decision 
as signalling the end of the “ fair return on fair value rule” 
followed since Smyth v Ames. Thus, Professor James Bon- 
briglu said, inT94S, that the rule had ceased to be the “ law 
of the land,” although conceding that it might still be fol­
lowed by those states wishing to do so (38 American Economic 
Review, Supplement 455).

Nearly a decade later, Joslin and Miller were noting that 
the “ weary old formula” was still “ the dominant concept in 
rate regulation”  (“ Public Utility Rate Regulation: A Re­
examination,” G. Stanley Joslin and A rthur S, Miller (1957) 
43 Virginia Law Review 1027, 1049).

Two decades later, the death knell forecasts for the “ fair 
return on fair value”  rule still seemed very much premature, 
notwithstanding attempts of several commissions to follow a 
“ revenue requirements”  approach rather than a direct return 
on a physical rate base. See “ Utility Regulatory Climate in 
Florida,”  Lewis \V. Pctteway, 54 P u a u c  U t i l i t i e s  F o r t -  
n i g h t l y  563 (October 2S, 1954).

Cost of capital and comparable earnings techniques as 
means for determining rate of return on equity have been 
discussed by several leading economists in the field: ^Prin­
ciples o j Public Utility Rales" (Chapter XV) by James C. Bon- 
bright (1961) Columbia University Press; “ Economics o f 
Regulation" (Chapter IX) Charles F. Phillips, Jr. (1965), 
Irwin Press, Homewood, Illinois; “ Public Utility Economics”
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(Chapter IX) by Paul J. Garfield and Wallace F. Lovejoy 
* . (1964) Prenticc-Hall, Inc. According to Harold I.cvcnthal

(since made judge of the U. S. circuit court of appeals, Dis­
trict of Columbia) “ The role of rate of return was elevated 
from that of a featured player to that of star.”  Quoted in 
“ Vitality of the Comparable Farmings Standard for Regula­
tion of Utilities in a Growth Economy” 75 Yale Law Journal 
989,990(1965).

As of m id-1967, thirty-four stale commissions followed 
either the original cost formula or the closely allied net in­
vestment or so-called “ Prudent investment”  method of deter­
mining rate valuation. These include Alabama, Alaska, 
Arkansas, California, Colorado, Connecticut, District of 
Columbia, I-'lorida, Georgia, Hawaii, Idaho, Kansas, Louisi­
ana, Maine, Massachusetts, Michigan, Mississippi, Nevada, 
New Hampshire, New Jersey, N orth  Dakota, Oklahoma, 
Oregon, Rhode Island, South Carolina, South Dakota, 
Tennessee, Utah, Vermont, Virginia, Washington, West 
Virginia, and Wyoming.

Sixteen states, including several of the largest, still make 
use of valuation factors; such as, reproduction cost, “ current 
replacement," and other concepts associated with present fair 
value. But some of these combine the present fair value deter­
mination with original cost, getting a compromise or judg­
ment figure for the rate base. In fact, only in Ohio is 
reproduction cost a sole consideration. Other states in this 
category include: Arizona, Delaware, Illinois, Indiana, Ken­
tucky, Maryland, Minnesota (jurisdiction limited), Missouri 
(which also uses original cost as an alternative check), M on­
tana, Nebraska, New Mexico, N orth  Carolina, Pennsylvania, 
and Texas (regulation by municipalities). In New York, two 
different statutes require different treatment of telephone 
and transit utilities (present fair value) as compared with gas 
and electric utilities, (original cost). In Iowa, a rccr uly 
created regulatory commission had  not yet become ;om- 
mittcd, although previously “ present fair value” was us d by 
court decree.
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In the recent proceeding b n a n  increased wholiesale rate 
of Pan Handle Eastern Pipe Line Company:

The commiesidn ysaid that many variables should. • ' ' \ •' . . Vv »- r*vv
be taken into account.in setting the proper rate of
return, and that its responsibility to fix just and 
reasonable rates could not be fulfilled so far as rate 
of return is concerned simply by applying ready-made 
formulae. It pointed out that no two pipelines are 
alike in their operations, and capital structure, but 
these things have a bearing on the rate of return that 
should be allowed. Similarly, it said return allow­
ance is influenced by an assessment of general financial 
business and economic conditions, and an appraisal of 
the relative risks with which investors view the pipeline
industry. Finally, the financial needs of the company
and its investors must be weighed in the light Of the 
commission's responsibility under the Natural Gas Act 
to assure consumers a continuing supply of gas at the 
lowest reasonable rates. consequently, the commission 
rejected the idea that a return allowance can be fixed 
simply by an arithmetical calculation, it said that 
it is nevertheless helpful to consider separately debt, 
preferred stock, and common equity, prior to consider­
ation of the overall return.
The indented quotation is from "Public Utilities Fort­

nightly," December 19, 1968.

RATE OF RETURN CONSIDERATIONS GENERALLY



Even today, however, the so-called "fair-value" rule of 
rate making has not yet suffered its oft-anticipated complete 
demise, indeed, in several jurisdictions it has been restored 
to some measure of its earlier vigor by the action of a commis­
sion, a court, or a legislature. But one would be naive in 
assuming that the partial restoration has been based on any con­
version of influential political interests to a reproduction- 
cost or present-value theory of rate making as distinct from 
an actual-cost theory. Almost certainly, the revival of the 
fair-value doctrine has been based on another consideration: 
namely, on the failure of the actual-cost standard, in its 
traditional version, to make any direct allowance for the 
serious, continuing price inflation. Rightly or wrongly, many 
fair-minded people have regarded this failure as grossly unfair 
to public utility stockholders, on the ground that it measures 
the stockholder investment in terms of dollars that have lost 
their former significance.

Adoption of a fair-value measure of the rate base has been 
seen as the most expedient way by which to make amends for this 
failure. For this purpose "fair value" is not identified with 
a reproduction-cost rate base, since such a rate base would often 
confer upon the common stockholders enhancements in the dollar 
values of their equity securities far in excess of any increases 
in general price levels or in current "costs of living." But 
in line with traditions followed at times (though rejected at 
other times) by the Supreme Court, "fair value" has been inter­
preted to mean a rate base which, while derived in large measure 
from actual costs, gives some "equitable consideration" to 
estimates of depreciated replacement cost. And in this way, 
what goes under the name of the "fair-value" rule can really be 
turned into a liberalized version of the actual-cost rule, 
the liberalization taking the form of some equitable upward 
adjustment in the rate base as an offset to price inflation.

(The above quotation is from "Principles of Public Utility 
Rates" - James C. Bonbright, chapter XII "The Rate 
Base: Actual Cost", pages 190, 191)
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RATE CASES RELATED TO FAIR VALUE

ILLIN O IS Re Northern III.  Water Corp. (1959) 26 PUR 3d 497

The commission, in arriving at a fair value rate base, must use reasonable judgment in 
determining the weight to be given reproduction cost, original cost, depreciation, book cost, 
work in progress, materials and supplies and cash working capital.

Re General Telephone C o . of Illinois (1959) 29 PUR 3d 369

Fair value is not original cost depreciated, nor is it reproduction cost depreciated, 
nor is it a matter of formulas, but it is rather a matter of reasonable judgment based upon the 
consideration of ail relevant facts.

(1964) 56 PUR 3d 66
DELAWARE Re Wilmington Suburban Water Corp. (1962) 47 PUR 3d 175

In determining a fair value rate base, the commission must give weight to original cost 
depreciated and reproduction cost depreciated.

M ONTANA Re Little Chicago Water Co . (1962) 46 PUR 3d 300

In fixing a fair value rate base, the commission should consider reproduction new less 
depreciation, assessment values, original cost, prudent investment, and certain public records.

NEW M EXICO Re Moyston (Hobbs Gas C o .) (1963) 48 PUR 3d 459

A fair value rate base for a gas utility was computed on the basis of the average of 
original cost and reproduction cost.

O H IO  Re Cleveland Electric Ilium. Co . (1963) 47 PUR 3d 44
•.\ "V

A fair rate of return is a figure which must be determined under Ohio law on the 
reproduction cost new less depreciation rate base. ,

TEXAS Re Houston N at. Gas Corp. (1963) 52 PUR 3d 244

The commission, in fixing rates, must determine a reasonable balance between original 
cost less book depreciation and replacement cost new less an adjustment for present age and 
condition, and in doing so it must use its own judgment and discretion.

PEN N SYLVAN IA Re Penn. Pub. Utility Commission v . Columbia Gas of Penn., Inc.
(1965) 60 PUR 3d 385

Trended original cost figures were accepted for rate base purposes where a comparison 
of the 5-year average trended original cost study with actual construction experience of 10.1 
per cent of the total footage of mains pointed up the reasonableness of the 5-year estimates.



RATE CASES RELATED TO FAIR VALUE -  CONT'D

ILLINOIS Commerce Commission v . Peoples G as, Light & Coke Co . (1953) 99 PUR NS 361

The Commission, in determining present fair value for rate making, is required to consider 
current economic conditions, price levels, reproduction cost, and original cost as well as the 
cost of improvements and the probable earning capacity of the property under prescribed rates.

NORTH CARO LIN A  Re Piedmont N at. Gas Co . (1961) 40 PUR 3d 62

Upon evidence of average net original cost of a gas company's properties of $17 million, 
net property value at the end of the period of $19,600,000, and trended original cost of 
$31,500,000, and conside. ing that no evidence of reconstruction new cost or present-day 
values by visual appraisal was offered, the commission fixed a fair value rate base of $20,300,000.

Re Nantahala Power & Light C o . (1963) 51 PUR 3d 96

The commission, in establishing a fair value rate base, considered all the evidence 
offered relating thereto, including, but not limited to, trended cost, reproduction cost new, 
original cost, average net investment, allocated cost, actual investment, normal depreciated 
value, and accelerated depreciation value.

ALABAMA Re Southern Bell Teleph. & Telegr. Co . (1963) 47 PUR 3d 77

A reasonable value rate base was determined for a telephone company by giving one- 
third weight to original cost depreciated, one-third weight to reproduction cost depreciated, 
and one-third weight to invested capital.

INDIANA Re Indiana Bell Teleph. C o . (1950) 85 PUR NS 129

The commission, indetermining the fair value of utility property, must give consideration 
to all bases of valuation which may be presented and to the reasonable cost of bringing the 
property to its present state of efficiency.

MISSOURI Missouri ex rel. Dyer v . Missouri P . S .C .  (1960) 37 PUR 3d 507

The commission did not act arbitrarily or unreasonably in fixing a rate base calculated 
upon the fair value of utility properties (an amount between net original cost and net reproduction 

cosf) . <
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FORTNIGHTLY

Regulators Have Problems
A p letho ra  o f  controversial issues continues to  confron t public 
u tilities: safety and reliability, prom otional practices, profit in­
centives, ra te  base and rate o f retu rn , a h igh money m arket. 
These, o f course, are m erely illustrative, no t a com prehensive list. 
I f  the u tilities are  concerned, so too are their regulators. A  lead­
ing state  com m issioner here gives his views on these and o ther 
problem s w ith  which both m anagem ent and regu lation  m ust deal.

By T he  H onorable  JAM ES W . KARBER 
P r e s i d e n t ,  N a t i o n a l  A s s o c i a t i o n  o f  R e g u l a t o r y  

U t i l i t y  C o m m i s s io n e r s

Rk c i ’ l a t i o x  of rates of utilities of all kinds— 
gas, electric, telephone, water, sewer, and 
transportation— has long been a matter of 

m ajor concern both to the utilities affected and their 
customers, and to the general public. While there 
are many who cpiarrel with specific regulatory ac­
tions, I think it is safe to say that there are few who 
believe the utilities, their customers, and the public 
would be better off without regulation of any 
kind.

Any regulatory agency, be it federal or state, 
must at all times keep in mind that it has a re­
sponsibility not only to the general public and to 
the customers of utilities, but —  because of these —  
to the utilities as well. If utilities are  required by 
regulatory agencies to maintain rates that are not 
fully compensatory or that do not provide a fair 
rate of return, in my opinion, the agency nr._<y»n- 
mission is doing the general public and the utility 
customers a disservice as g reat, in fact, as it would 
if it permitted the utility to maintain rates that 
provided a higher rate of return than could rea- 
sonal ly Ik- justified.

In other words, a regulatory agency must main­
tain a balance. The ideal rate should be one that 

would deliver the best possible gas, electricity, 
telephone, water, sewer, or transportation services 
to the general public at the lowest possible cost and 
s till yield a rate of return to the utility high enough 
to enable the utility to obtain additional capital at 
reasonable costs. For this is mandatory if the 
utility is to provide modern equipment, improve its 
methods of production, and provide its investors 
with a reasonable return on their investment. When 
the commission permits an adequate return, it 
provides to the utility the wherewithal for research 
and development and for capital expenditures. The 
utility, in turn, obtains the means of achieving 
more efficient and less costly production with the end 
result that it will provide the most efficient service 
at the lowest rate to its customers.

Much of any commission’s work is done con­
tinuously through intimate knowledge and surveil­
lance of the utilities it regulates with informal ac­
tion through negotiation much more frequently 
than formal action through rate cases. But the same
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ground rules apply and these arc most easily stated 
in tcrms-t>t the formal rate case.

R ate D eterm ination

How should regulatory agencies proceed to deter­
mine what rates are the best for the utilities, 

their customers, and the general public? I t would be 
ideal if all of the agencies, state and federal, could 
follow the same guidelines in any rate case and 
have the same rules and regulations. Although dur­
ing the passing of years there has been an increas­
ing uniformity in the • treatm ent of utility rates 
among regulatory agencies, there still, of course, is 
not complete uniformity.

However, in considering the propriety of earnings 
levels, the first requisite, I believe, is that the various 
regulatory agencies give appropriate consideration 
to the effects of past and currently renewing inflation 
either in the rate base or rate of return. In Illinois, 
for example, we are required to do so by developing 
a fair value rate base. This involves many questions 
like the following:

W hat is the original cost of the property?
W hat i* the original cost depreciated?
W hat is the reproduction cost new and de­

preciated and how was it determined? W hat is 
the per cent condition that should be applied?

W hat is the weight that should be given to 
original cost depreciated and to  reproduction 
cost new depreciated in determining fair value?

W hat consideration should be given to property 
under construction but not put into the working 
plant accounts on the books of the company?

W hat consideration should be given to 
property used and useful in the operations of the 
company and to contributions in aid of construc­
tion ?

All of these n r t n n  rnfrr i|1tn d n   ...
of nTeTair value 011 which a rate of return must 
be based.

F ixing the Rate Base

O r i g i n a l  cost of the property of any utility that 
keeps its books in accordance with the account­

ing rules and regulations ot a commission should be 
easily determined as should be the depreciation ac­
crued thereon. Reproduction cost new, however- 
caunot be determined w ith absolute finality The 
method of trending prices has often been used to 
determine reproauction cost new. This is a thenreti- 
cal method that employs appropriate tables. A more 
accurate but expensive and time-consuming method, 
the “unit cost” method, prices an inventory of 
plant units of the various types at current costs.

Both methods, however, run into difficulty when 
it comes to determining the reproduction cost new 
of property that is no longer manufactured. There 
is, of course, really no point in determining the 
reproduction cost new of property that cannot be 
replaced. Consequently, under these circumstances 
it seems proper cither to determine the present-day 
cost of some given equipment that would be an 
adequate replacement, or to accept a trended value of 
the original cost.

Determination of the useful condition of the 
various plant units is also a difficult problem. This 
is a question of judging the degree of obsolescence 
of any given property; i.e., its per cent operating 
condition. I 11 my opinion, the per cent condition can 
be adequately determined only through the physical 
inspection of the property by qualified engineers.

It is also necessary in any computation of either 
original cost or reproduction cost new of a utility’s 
property to separate the property that is used and 
useful in the operations of the company from prop­
erty that is not useful or that has no use in the 
immediate future.

Having  determined the basic factors that com ­

prise fair value, it is necessary for the regula­
tory agency to  decide the w eights to  be given to

The Honorable Jam es W. K arber is chairman of the Illinois Commerce 
Commission. Chairm an Karber is a graduate of the University of Illinois, 
AB ('34) and LLB ('36). He was appointed to the commission In 1961 and 
in that same year moved up to the position of chairman. He is also cur­
rently serving as the president of the National Association of Regulatory 
Utility Commissioners.
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original cost depreciated and reproduction cost new 
depreciated. No fixed formula lias been found that 
can he applied for such a weighting. I t thus becomes 
a judgment factor for any commission to consider 
the relative age of the property, the per cent increase 
to original cost of reproduction cost new, the per 
cent condition of the property, the degree of obsoles­
cence, the condition of the economy, and the prob­
ab le  future trend of costs of materials and labor. 
There are no set percentages that can he assigned 
in the weighting of original cost depreciated and 
reproduction cost new depreciated. Rather, this must 
he determined on its own merits in each particular 
proceeding.

Fair value of the plant accounts, of course, does 
not comprise the entire rate base. T o  determine the 
full rate base there must be added to fair value, 
working capital, including a sufficient amount of 
cash to meet the needs of the utility (after consider­
ing the cash made available through unpaid taxes), 
materials and supplies, property under construction 
(to  the extent that “ interest during construction" 
is short of a full retu rn ), and contributions in aid 
of construction. Although there has been much dis­
cussion pro and con, I think there should be 
deducted from the base all contributions in aid of 
construction made by other than the utility or its 
stockholders that the utility is not obligated to re­
fund.

Considering Expenses

I x any rate proceedings, after determining a rate 
base, it is necessary to determine the per cent of 

return a given utility is earning on its rate base 
under the rates in effect at the time of any pro­
posed change in rates. For this purpose a dctermi- 
nation must be made of the current income and ex­
penses resulting from the so-called “above the line" 
operations of the utility. An analysis of income for 
any given so-called “test year” presents no great 
problem, for it is relatively simple to determine the 
income derived from property devoted to utility 
operation and to eliminate nonoperating income.

In considering allowable expenses, however, ques­
tions arise as to the proper treatment of the de­
terred federal income taxes resulting from ac­
celerated depreciation; that is, whether the “flow 
through” method or the “normalization" method 
should be used. Also, the unamortized portion of the 
investment credit is of concern, and so is the ques­
tion of charitable contributions —  should they be 
allowed as deductions ?

The Federal Power Commission and the slate 
commissions themselves have differed in the 
handling of taxes. A t the present time, the Federal 
Power Commission seems to have adopted the so- 
called “ flow through" method. In  the state of 
Illinois, however, we have considered it reason­
able to normalize these tax items and to allow 
reasonable contributions to charity, but we deduct 
from the rate base the unamortized investment 
credit.

R a t e s  arc made for the future and, accordingly, 
operating expenses, in my opinion, must be 

adjusted to reflect as much as possible all known 
changes that have occurred during any so-called 
test year. They must also be adjusted for any 
changes that it is known  will occur in the immediate 
future, such as wages or tax increases, changes in 
expense from putting new equipment into opera­
tion, and changes in the cost of fuel or materials 
used for maintenance. In some instances, we have 
adjusted for increases both in operating revenues 
because of a natural increasing trend in the sale of 
the utility’s product and in expenses because of a 
period of inflation. These latter two decisions, how­
ever, are made only after deep study and serious 
consideration.

In some instances, utilities have prepared their 
operating expenses on the basis of forecasts; e.g., 
an “estimated year." In allowing for an increase in 
revenue or an increase in expenses because of 
natural growth, we have in a way used an esti­
mated year. However, the adjustment of actual 
past operating results for known changes is quite 
different from forecasting future results. I believe 
a regulatory agency is not justified in adjusting 
either operating income or operating expenses, ex­
cept for known changes that have occurred or 
that it is known, with a degree of certainty, will 
occur.

JULY 18, 1968—PUBLIC UTILITIES FORTNIGHTLY 17



Needless to say, operating revenues of a utility 
should be adjusted to annualize all rate changes that

to
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have occurred during the test year or that arc
known will occur thereafter. W age and tax  changes 
which have occurred during the year or are known 
to be impending arc other items which it is appro­
priate to annualize.

Rate o f R etu rn

Titu s  far, fair value, a rate base, and an ad­
justed income account of a utility for a test 

year have been determined and we must now apply 
a rate of return. The current rate of return of a 
utility is simply a m atter of division. How then 
does a regulatory agency determine the reasonable­
ness of such a rate of return? How does it evaluate 
the present-day cost of capital, the capital structure 
of the utility, the impact of the rate of return of 
companies in other fields, and the rate of return 
necessary to permit the utility to compete for capital 
successfully with other industries?

In order to conclude what rate of return a given 
utility should be allowed to earn, regulators of 
utilities must constantly reappraise their policies in 
view of currently changing economic conditions. 
W hat might have been a reasonable and fair rate of 
return yesterday obviously may not be a fair rate of 
return today. N or is a rate of return susceptible to 
precise determination. The Supreme Court of the 
United States said in the Blueficld case, "A  
public utility is entitled to such rates as will permit 
it to cam a return on the value of the property 
which it employs for the convenience of the public 
equal to that generally being made at the same 
time in the same general parts of the country on 
investments in other business undertakings which 
are attended by corresponding risks and uncertain­
ties . . .” 1 It is no mean problem, however, to 
determine just what businesses do have correspond­
ing risks and uncertainties.

The actual capitalization of the utility is a factor 
in determining a rate of return. I can find no ideal 
capitalization ratios. Reasonable capitalization 
figures may well vary with the industry and com­
pany under review and there is no set combination 
of debt, preferred stock, and common equity which 
is universally appropriate. In a number of instances, 
in attempting to justify a rate of return, utilities 
have used a so-called ideal capitalization rather than 
their current capitalization. I do not think, however,

1 IlluL'fii'lil W ater W orks & Improv. Co. v  W est V irginia 
1’nli. Service CnmmiftMon, 262 U S 679, l ’U ltl923D  11, 20.
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that a utility is entitled in determining a rate of 
return to do other than use its capitalization as it 
exists or as it may be in the foreseeable future.

Cost o f M oney

T iuc cost of capital is an important factor in 
determining a rate of return and it is important 

that this phase be carefully developed. But the regu­
lator’s problem goes much further. In addition to 
determining the cost of capital, he must

Appraise the rate of return earned b> compa­
rable industries, with due regard for differences 
in risk.

Make a judgment as to what rate of return is 
required to bring the most service to utility users 
at the lowest rates.

Make allowance for a reasonable profit above 
the confiscatory level in the rate of return.

Keep at least one eye fixed on the. competitive 
sources of energy, gas, and communications.

Above all, the rate of return must be sufficient 
to permit the utility to earn the money it needs to 
continue to research and provide new and better 
technologies with a resultant decrease in the costs 
of operation and a greater service to the utility’s 
users —  sufficient, in short, to stimulate manage­
ment through profit incentives for better perform­
ance to the consumer benefit.

I

T he Rate Case

T is the duty of the utility in any rate proceeding
to present competent and qualified witnesses 

and complete and thorough testimony and evidence. 
The burden of proof is upon the utility and no 
utility should appear before a regulatory agency in 
a rate proceeding without first having prepared all 
of its exhibits as to original cost and reproduction 
cost (both gross and depreciated), income and ex­
pense, rate of return, and all of the other factors 
that go into the making of a rate case.

On the other hand, it is the duty of the commis­
sion to provide a full and fair hearing: to require 
any interveners in the case to supply full and 
complete evidence to sustain their positions; and to 
provide a staff that is experienced, capable, and 
competent so that it may properly analyze all of 
the testimony and evidence submitted in the case 
and in turn introduce competent witnesses, testi­
mony, and evidence upon all of which the commis ­
sion may base its decision.

Commissioners cannot be expected to have the
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time or, in some instances, the specialized knowledge 
to analyze thoroughly all of the important problems 
that arise in a rate case. T hat is why it is so im­
portant that every commission have at its disposal 
personnel that can supply the expertise necessary to 
supply the commission with facts and accurate data 
upon which it may base its conclusions.

Beyond the immediate case, commission regula­
tion must be capable of formulating policies and 
plans which arc applicable to present as well as future 
situations. There must be a constant review of all 
relevant factors and an overall policy for all utilities, 
with allowance for particular situations. Regulatory 
agencies must gear their thinking to the present 
space age and give up what now may be nonappli- 
cable traditional thinking. The utility must have a 
rate of return that reflects the present buying 
power of money; that will permit financially sound 
and economic operations; that will stimulate man­
agement to maintain operational efficiency and in­
troduce new and improved service; and that will 
give the most adequate and satisfactory service at 
the most reasonable rates— the primary goal of all 
rcgulatorv agencies.

It should be remembered, however, that regulatory 
commissions cannot fix rates so as to guarantee a 
specific rate of return. Their function is to fix rates 
which will permit the utility to earn a reasonable 
rate of return by its own efforts under the eco­
nomic conditions existing at the time the rates are 
set.

Promotional Practices and Allowances

Ai.TiioiTC.ir the. establishment of fair and rcason- 
able rates and the issues that arise in connec­

tion therewith are m ajor regulatory problems, 
there are other problems that cor tribute to the regula­
tor's headache and for which solutions must be 
found. One of these is the use of promotional prac­
tices and allowances.

Until recently, cases concerning the legality and 
propriety of promotional practices and allowances 
usually involved complaints of the oil industry 
against local gas distributors and dealt with limited 
and specific promotional practices. Now, increasing 
competition between electric and gas companies 
has caused the issue to spread to many states 
throughout the country and to the federal govern­
ment.

I believe that the Illinois Commerce Commission 
was the first to begin a general investigation of 
promotional practices. T hat investigation is con­
tinuing and we hope wc can issue a final order 
before the end of this year. Now, general investiga­
tions arc being made by other states and by agencies 
of the federal government.

P ro m o tio n a l  practices themselves are a matter 
of definition and the first problem of any regu­

latory agency is to define and determine just what 
it considers promotional practices to be. I would 
define promotional practices to include, but not 
necessarily to be limited to

1. Any payment by a public utility, its subsidi­
aries, or its agent (in cash, merchandise, or 
labor) donation, gift, subsidy, conveyance, 
transfer, or other consideration to any per­
son, corporation, association, o r group for the 
purpose or evident design of inducing the- 
recipient to
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a) Purchase or use the utility’s service or to 
use additional service;

b) Purchase or install equipment, facilities, 
or appliances designed to use such utility 
service;

c) Specify the purchase or installation of 
equipment, facilities, or appliances de­
signed to use such utility service.

2. Free (o r less than cost) installation, opera­
tion, or maintenance of equipment, facilities, 
or appliances.

3. Free or less than cost service.
4. Free or less than cost nonutility professional 

service.
5. Payment of cash or other consideration to 

architects, builders, subdividers, developers, or 
others in the same category for work done 
on property not owned by the utility for the 
purpose of inducing the recipient to purchase 
or use the utility service or to use additional 
service.

6. Financing equipment, facilities, or appliances 
at less than cost.

7. Guaranties as to the maximum level of bills.
8. Financing assistance— the extension of 

credit, making of a loan or an investment, 
directly or indirectly to any person or cor­
poration by any means whatsoever for the 
purpose or evident design of inducing said 
person or corporation to select or use the 
service (or additional service) of such public 
utility or to select or purchase equipment, 
facilities, or appliances designed to use such 
utility service, including, without limitation, 
loans, advances, guaranties, investments, 
leases, sale, and repurchase or sale and lease­
back agreements, sales on open account, and 
conditional or instalment sales contracts.

9. Special discounts.
10. Trade-in allowances at greater than value.
11. Discounts or allowances for the purchase 

or service of air-conditioning or heating 
equipment, stoves, refrigerators, washing 
machines, dryers, or other appliances.

12. Installation of free wiring or piping.
13. Advertising or contributing to advertising on 

account of a customer or a potential user of 
th e . utility’s service.

14. Replacement allowances for equipment, facili­
ties, or appliances.

15. Free certificates or premiums offered for

or with the purchase of equipment, facilities, 
or appliances.

16. Sales bonuses and allowances to dealers for 
the sale of equipment, facilities, or appliances.

17. Free heat correction programs.
18. Special rates for the installation of equip­

ment facilities or appliances.

Th e r e  are those who believe that promotional 
practices should be entirely a m atter for control 

by the utilities themselves and I would agree that 
ideally this would occur. But the fact of the m atter 
is that too frequently competing utilities have tried 
to outrival each other in promotional offers to the 
detriment of those users who are not in position 
to share the favors. U nder these circumstances, it is 
the duty of the regulator to sec that promotional 
practices arc beneficial both to the utility and the 
customer, are uniformly applied, and comply with 
federal and state laws.

During the early course of the investigation in 
Illinois, the commission concluded that certain pro­
motional practices and allowances should-be pro­
hibited. Consequently, on July 12, 1967, the com­
mission issued an interim order 2 prohibiting elec­
tric and gas utilities from

1. Making any loans, guarantee of loans or 
grants to any corporation, group, or indi­
vidual for building construction: or engaging, 
in any way, in the investment in o r financing 
of any nonutility property ;

2. Making any promotional allowance to any 
corporation, group, or individual for any pro­
motional, advertising, or publicity purpose of 
any of said corporation, group, o r individ­
ual ;

3. M aking any payment, or extending any other 
consideration, to architects, engineers, build­
ers, subdividers, or others for work done on 
property not owned by said electric or gas 
utility and /o r its subsidiary or affiliated com­
panies ;

4. Purchasing or acquiring for the purpose of 
leasing or renting to others, or m aking loans 
to others for the purchase of, any electric or 
gas equipment, appliances, or facilities, the 
cost of which exceeds $1,000 for each specific 
location without first having obtained the 
approval of this commission.

•R e  Promotional Practices of E lectric and Gas U tilities d l l  
1967) 69 PU R3d 317.
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The commission also ordered that promotional 
practices and allowances should be available on a 
uniform basis and should not be unlawfully dis­
criminatory.

T h e  final decision and order of the Illinois 
commission in any individual case will be 

determined by the answers to the following ques­
tions :

1. Are the promotional practices and allow­
ances economically feasible?

2. A re they to the best interest of the utility, 
its customers, and the public ?

3. Are they uniformly granted ?
4. Do they violate any federal or state anti­

trust laws ?
5. Are they unlawfully discriminatory?

The Issue of Safety

Be c a u s e  of the current emphasis placed on pipe­
line safety by the Congress of the United 

States, safety has been pushed to the forefront in 
Illinois, as well as other states as an important 
regulatory problem. Last February 27th, I testified 
before a House Committee on Interstate and Foreign 
Commerce with respect to the National Associa­
tion of Regulatory Utility Commissioners’ position 
on pending gas safety legislation. Under SB 1166, 
the Department of Transportation will be given au­
thority to establish mini..mm safety standards for 
the construction, operation, and maintenance of all 
gas systems in the United States. The Senate bill, as 
passed by that body, will permit the states to con­
tinue supervision of pipeline safety, provided the 
state agencies will enter into an agreement with 
the Department of Transportation to carry out 
the minimum safety requirements of the federal 
law. Final control, however, will rest with the 
Department of Transportation.

Tf you were to listen to the proponents of the 
federal safety bills you might draw the conclusion 
that regulation of safety was something new. This 
is not the case, however, because when many of the 
public utility laws across the land were first passed, 
such laws provided for general supervision of safety. 
In our own case, the Illinois Commerce Commis­
sion or its predecessors have had jurisdiction of 
safety since a t least 1914. The Illinois commission 
has carried out its responsibility of assuring pub­
lic-safety in a number of ways. F irst, before a pub­
lic utility can expand its service into a new area, 
the utility must obtain a certificate of public con­

venience and necessity from the commission. A  part 
of the evidence deemed necessary in such certificate 
cases is the construction, operation, and mainte­
nance specifications for the mains. Secondly, the 
commission’s investigation of accidents, review of 
accident reports, inspection of pipelines, investiga­
tion of complaints, analyses of depreciation, and 
analyses of per cent of new physical condition dur­
ing rate proceedings, keeps the commission and its 
staff advised as to the degree of maintenance and 
safety of the gas utility system operating in Illi­
nois.

T h i r d l y ,  the commission used the ASA (now 
referred to as U S AS I)  B31.8 Code for Pres­

sure Piping as its guide in construction and safety 
m a t t e r s  long before the commission officially 
adopted a m andatory version of this code as our 
General O rder 192. W e adopted General O rder 192 
last year to indicate to Congress that Illinois was 
supervising safety.

In carrying out our supervision of. safety, only 
once in the last ten years have we found it necessary 
to suggest to a utility that a certain line was dan­
gerous and should be removed from service. On a 
few occasions the staff has found that a degree of 
inspection on construction jobs to be too lax and the 
systems were not being installed in as good a con­
dition as they could have been. But, these things 
arc all history.

W ith respect to  the future, the commission’s ac­
tion will be determined by what Congress decides 
with respect to safety legislation. If the vote by the 
Senate is an indication of what may happen, we 
will have some form of federal regulation.

In  anticipation of the future, the N A RU C Com-
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ing price levels and is unrealistic and erroneous. C urrent cost accruals do not 
represent amounts expended for the rendition of service and should not be 
included in rates. Such depreciation would necessitate conjectural variations 
in the annual accrual. It would compel an involuntary contribution of capital 
by the ratepayers and require them to pay a return on capital contributed by 
them, resulting in an unwarranted profit to the utility. Ratepayers would 
sustain alone the impact of inflation.

Tn any event, said the commission, current cost depreciation is based upon 
a fiction since property taken out of service is not replaced in kind but by other 
and different property (34 PU R 3d 257).

On appeal of this decision to the Kansas supreme court, the commission 
argued that the depreciation expense allowance is not intended to provide a 
surplus for replacing the original assets upon their retirement. The company 
argued that it sought only to recover through depreciation the value of its 
plant as it is consumed in the furnishing of service, in order that the integrity 
of the plant may be preserved. I t said it could not do this by basing deprecia­
tion expense on plant investment made at preinflation price levels.

The purpose of annual depreciation, said the court, is to return to the 
investors the amount of their investment in the original plant. It is not in­
tended to return the cost of reproducing a new plant when the old one is worn 
out. If the construction of a new plant requires additional capital, a fair rate 
of return will be allowed on the additional cost (51 P J R 3 d  113).

Present Customers N o t to b e  Burdened for Future Costs

The W yoming commission allowed depreciation expense based on original 
cost of plant and denied any additional allowance to reflect current price levels. 
The company contended that when the original investment is returned through 
depreciation charges measured in current dollars, the stockholders are not 
recovering the full amount thereof. It asked for an additional allowance, to 
be set up as a capital reserve, prorated between debt and equity capital. It 
claimed a return on the portion allocated to  common equity.

Any such additional allowance, said the commission, quoting from a 
Michigan commission decision (22 PU R3d 369), would involve an involuntary 
contribution of capital by the customers. Present customers who pay the 
legitimate costs of present service cannot be expected to pay additional sums 
which may be needed to provide plant to serve future customers. This is the 
responsibility of the investors. Moreover, the commission declared, to allow 
the company to create the proposed capital reserve and earn a return on it 
would require the customers to pay a  return on capital contributed by them 
(23 PU R 3d 68).

The Hawaii commission refused to authorize earnings at such a level as to 
accrue a depreciation fund to meet an anticipated higher equipment replacement 
cost than the actual cost of the equipment. Only the return of actual dollars 
in existing equipment is allowed. To grant an additional allowance, said the 
commission, would call for higher rates today for a future service and, in effect, 
would seek a return on capital paid in through these very rates in the future. 
Even if such a present-day extra burden in expenses were justified, the com­
mission pointed out, it would be limited to the present wortl; of the future 
incremental higher replacement cost (40 PU R 3d 140).

The District of Columbia coinmission observed that original cost is the 
conventional depreciation base approved by the weight of authority. Deprecia­
tion in theory, it pointed out, is unrelated to replacement because depreciation
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occurs whether or not the property is replaced. It would he unfair to the 
company to deny any depreciation expense simply because the company did • 
not propose to replace the depreciating property. If a replacement cost basis 
were used and prices were rising, consumers would become involuntary in­
vestors though with no right to a return on their investment. W hat is even 
worse, they would thereafter be required to provide a fair return and deprecia­
tion allowance on capital which they themselves had contributed. Original 
cost, the commission held, is just and equitable for both investors and con­
sumers (38 PU R 3d 19).

The Virginia commission indicated that depreciation expense should be based 
on original cost and not on reproduction cost, because it would be unjust to 
make present consumers pay for new plant to be consumed by a future genera­
tion of consumers (19 PU R3d 1).

Rate of Return Provides for Inflation

A company before the Alaska commission argued for depreciation expense 
based on fair value. The commission found that this would he inequitable. 
Fair value, it explained, may be more or less than original cost. If fair value 
is set at less than cost, the investor is penalized by depreciation expense based 
on that value because he would not recover his cost. This would amount to 
confiscation. On the other hand, if fair value is set at more than cost and 
depreciation is based on that figure, the investor would recover more than his 
cost under the guise of depreciation expense, with a consequent understatement 
of the rate of return. The commission indicated that the rate of return is the 
proper place to make adjustments for inflation or attrition if an . arc required 
(62 PU R3d 113).

Cost Basis Recognized but E xtra  Accrual Suggested

The cost of an asset of a public utility is a prepaid operating expense to be 
apportioned as depreciation over the years of its life by.som e more or less 
systematic procedure, the Ohio supreme court declared. It is cost, not a higher 
or lower value, that is to be so apportioned whether value fcr rate-making 
purposes is determined on a reproduction cost new basis or otherwise. Thus, 
the court saw no occasion for any .“hypothetical depreciation” allowance, as 
suggested by the company here concerned.

The court recognized, on the other hand ,'that where costs have risen, the 
depreciation charged on a cost basis will not be sufficient to replace an asset 
when it is used up. Theoretically, such depreciation should at that time have 
provided an amount sufficient to replace the used-up asset. The court indi­
cated that where reproduction cost new less depreciation is higher than the 
book depreciated cost of an asset, some amount for annual depreciation 
probably should be allowed in addition to the annual depreciation expense. 
Probably for this reason, it was noted, an Ohio statute provides for “making 
reservations from the income for sur. lus, depreciation, and contingencies." Ir. 
the instant case, however, it appeared that dividend requirements on the 
company’s common stock were only 5 per cent while 7 per cent was allowed 
on the common equity. It was intimated that the extra 2 per cent might 
provide for any additional depreciation requirement (45 PU R 3d 1).

R igl t to Restoration of Capital Recognized

The Iowa supreme u u r t  said the allowance for depreciation expense should 
be based on present value rather than original cost. Logic, the court pointed 
out, requires that the valuation for depreciation be consistent with the rate
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