
ds' 

Decision No. 57656 . 
------------------

'BEFORE THE PUBLIC UTILITIES COMMISSION OF THE S'rATE OF CALIFORNIA 

In the Matter of the Application of ~ 
PACIFIC GAS AND ELECTRIC COMPANY, a 
corporation, for an order granting 
to applicant, among other things, ) 
authorization to increase its rates ) 
and charges for steam sales in the 
City and County of San h"ancisco. 

(Steam) 

Application No. 40125 

(Appearances ~nd Witnesses are listed 
in Appendix :8) 

OPINION 
~-~-- .... -

~ 

Applicant's Request 

Pacific Gas 8'Ild Electric Company, engaged to a limited 

extent in the manufacture, distribution and sale of steam in a· 
. 1/ 

lilllited portion of the business district of the Ciey of San Fl:ancisco;. 

filed the above entitled application on May 28, 1958, requesting an 

increase in annual revenues from steam sales in Sen Francisco of· 

$262,400, or 57 percent, based on ehe estimated 1958 revenues of 

$457,900 at present rates. 

During the processing of this application two important 

events occurred which affected the applicant' s position. The first 

was a 35 cents per b.;lrrel reduction in the price of fuel oil which, 

under the present fuel oil price escalator clause lowered the esti­

mated revenue. by $21,600 on an annual basis. The second was a 

sizeable increase in valuation for ad valorem tax purposes. Applicant 

1/ Applicant's primary business is furn1sh~ electric and gas 
- ser\."1ce in Northern and Central Cnlifornia. During. the 12 months 

ended september 30~ 1957, applicant's gross revenue was derived 
65.4 percent from the sale of electric energy> 34.1 percent from 
the sale of gas, 0.4 percent from the sale of water and 0.1 per­
cent from the sale of ste.am. 
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corrected its exhibits to show the effect of these two items but did 

not ask for rates- higher than proposed in the original application. 

Now applicant requests an increase of $318·,200, or 73 percent~ ov~ 

the effective rates based on a posted oil price of $2.20 per Darrel 

on the basis of its Exhibit No.9. 

Public Hearin~ 

After due notice public hearing upon this application was 

held before Examiner Manley W'. Edwards on a consolidated record with 

Application No. 40126 on August 4 and 5, and October 6 and ~, 1958, 

in San Francisco. Applic~nt introduced nine exhibits and testimony 

by six wienesses in support of its steam rate request. !he CO'IXImission 

staff made an independent study of applicant's operations, 'presented 

two exhibits and testimony by two witnesses, and cross-examined 

applicant's witnesses for the purpose of developing a complete record 

to .ai<1 the Commission in deciding ehis rate increase request. '!be 

representative for the City and County of San Francisco- also cross­

exmnined the applicant I s as well as the staff's witnesses. 'I'be 

~ttcr was submitted for Commission consideration at the close of the 

fourth d.:ly of hearing and now is ready for decision. 

Applicant's Operations 

Steam heat service is rendered in a limited portion of 

downtown San FranCiSCO, as Shawn by Exhibit A attached to the appli­

cation. Steam is supplied to approximately 494 customers from a dual 

pressure network of thert:Oally insulated underground pipelines which 

provide steam primarily for space heating and water heating. This 

system is supplied with steam £rom two stellm generating plants, 

Stations "S" and "r', having a combined net send-out capacity of 

235,000 pouncts of ste:lm per hour at 125 pound per square inch 

pressure. !he boilers in these ewo plants normally are fired by 
. I 
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natural gas which is provided under applicant's gas schedule No. 

G-50. Standby fuel oil is maintained at both stations "~r and" 1!' • 

The steam is distributed through a netw'ork systCtll of 

approximately 80,000 feet of main which includes both B high and low 

pressure system. Steam is supplied from the high pressure system 8t 

a pressure of 125 p.s.i.g., or less, depending on the load and 

distance from the source of proauetion. The low pressu:re system :Ls 

supplied from the high pressure system through six reducing valves. 

The pressure on the low pressure system. is between 5 and 10 p.s.i.g. 

About 40 percent of the customers a:e served from the low pressure 

system. 

New service installations and distribution system mainten­

allce work are done by the applicant's gas department on a job· cost 

basis. Production plant equipment'lllSintenance is done 'by the 

electric depart:clent on ~ job cost basis. Applicant states that this 

arro'!lngement was initiated several years ago to reduce over-all costs 

by eliminating the necessity for maintaiaing a separate ~1ntenance 

organization for the steam sales system. 

Applicant1s Position 

Applicant represents that the revenues under its present 

steam rates do not accord it a fair and reasonable return on the 

properties which will be used or useful in connection with the 

fuxnishing and supplying of steam service to its customers in the 

future. During the past few years applicant states that its steam 

business has been X'l'mtl:ing in the red. 

Applicant 1 s studies show the following earnings trend for 

its San Francisco steam sales as reflected by its rate of return 

from t:his business: 
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Year 1957 Recorded 
Year 1957 Adjusted (present rDtes) 
Year 1958 Estimated (present rates) 
Year 1958 Estimated (proposed rates) 

(Reel Figure) 

Rate of Return 

(15.65%~ 
(l8.041-
(22.22'7. 

4.28% 

For the estimated year 1958 under present rates applicant estfmated 

that the revenues will llmount to only 64 percent of operating cxpen-

seSe 

The studies by the staff showed a somewhat similar low 

earrd.tlg position in 1957 and 1958 under present rates. When the 

staff computed the results under the proposed rates it determined 8 

rate of return of 4.80 percent for 1958. 

Earnings Comparisons for 1958 

A more detailed comparison of the revenues, expenses, rate 

base and rate of return computed by the applicant and by the staff 

for the year 1958 under both present and proposed rates is set forth 

in the tabulation following: 

SUMMARY OF EARNINGS. ESTIMATED YEAR 1958 

Operating Revenues 

0Pieratins Expenses 
oduct~on Expenses 

Distribution Expenses 
Customers' Acct. & Coll. 
Admin. & General 
Unc:ollectib1es 
Taxes, Other .!han Income 
Income Taxes 
DeprecUltion 

Present Rates Pro2osed Rates 
: AP~licane Statt : AP7!lcan: Staf! : 
$30,300 ~ 434,6~o ~54,500 ~ 749,370 

428,9.30 
101,720 -33,570 

920 
91,758 -

418,720 
92,l10 
4,500 

33,380 
600 

90,9.37 
(143,008) 

29 7 116 -----.....;:~ 29 7 009 

428,930 418,720 
lOl,720 92,110 - 4,500 

33,570 33,380 
1,580 1,000 

91,758 90,937 
19,717 26,454 
29 z 116, 29 z009' 

Total Operating Expenses $ 686,014 $ 526,,248 $ 706,391 $ 696,110 
Net Revenue $ (249,714)$ (91,568)~ 48,109 .$ 53,260 
Rate Base (depreciated) 

Rate of Return 
$1,123,767 $1,l08,,740 $1,123,767 $1,108,740 

(22.22).% (8.26)% 4.28% 4.807-

(Red Figure) 
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The principal difference between the staff's computations 

and those of the applicant at present rates is in the items of t~xes. 

The applicant showed zero expense for income taxes under present 

rates~ while the staff Showed the income tax as a red figure because 

the low earnings in this department reduce the income taxes of the 

other departments when the applicant's gas, electric, water and steam 

heat departments are considered on a eompany-wide basis fo: income 

tax purposes. It Should be pointed out that both the applicant and 

the staff used straight line depreciation for the purpose of comput­

ing federal income tax. The staff also computed applicant's rate of 

return using accelerated depreciation for feder~l income tax deduction 

purposes and estimated that it would have the effect of in~casing 

the rate of return to 5.53 percent. 

Rate of Return ~ ..•.. -. 

Our conclusion is that the level of revenues computed on 

the basis of the proposed rates is fully justified. Such conclusion 

will require a very sharp increase in rates (about 75 percent); 

however, in order that the C\lstom~s may have time to adjust their 

budgets and operations to such higher rates the' increase will be 

provided in two, steps; approximately one-half now and the remainder 

one year from now. 

Rule Changes 

By EXhibit No. 7 the applicant presented a new set of rules 

to govern the conditions under which steam service will be rendered. 

Applicant' s reason for revising its rules is that the old rules tl1ere 
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filed in 1920 and now are somewhat Drcilaie. However;t on reviewing 'the 

proposed rules t:be .spplicant found that such revised X"J.lcs did not 

permit a customer's credit rl!ting~ as a result of using gas and 

electric service;t to be considered. Certain amendments to Exhibit 

No.7 were made at the hearing on October 6, 1958. Applicant;' s final 

revisions to its rules appear reasonable and will be authorized. 

&.gee CMnges 

Applicant's present steam rates contain a fuel clause which 

provides for an increase of 3 cents per 1,000 pounds of ste~ for 

eaCh lO-cent increase in the posted price of fuel oil above 80 cents 

per barrel. Applicant desires to change £roc a fuel oil clause to a 

gas eost clause because now steam is produced prtmarily by gas fuel 

under interruptible gas schedules. Applicant's present 8tld proposed 

rates follow: 

Present Rates 

First 20,000 pounds, per 1,000 lbs. 
Next 60,000 pounds, per 1,000 lbs. 
Next 150;t000 pO\mds, per 1,000 lbs. 
Next 170,OCO pounds, per 1,000 lbs. 
AllOver 400,000 pounds, per 1,000 lbs. 

Minimum. Charge - $7.50 per month per meter. 

Proposed Rates 

First 20~OOO pounds, per l~OOO 1bs. 
Next 8O~000 pounds, per 1,000 1bs. 
Next 150,,000 pounds, per 1,000 los. 
Next 250,000 pounds, per 1,000 los. 
AllOver 500,000 pounds, per 1,000 lbs. 

Base 
Rates 

$l.19 
.79 
.. 59 
.44 
.34 

Base 
Rates 

$2.57 
2.04 
1.74 
1.54 
1.39 

~ Charge - $12.00 per month per meter. 

Effective 
Rtttcs 

$1.6l 
1.21 
1.01 

.86 

.76 

Effective 
Rates 

$2.60 
2.07 
1.77· 
1.57 
1.42 

The effective rstes under applicant's present schedules are 

predicated. upon a posted fuel oil price of $2.20 per barrel, which 

requires a 42 cents per 1,000 pounds increase over the base rates. 

If it is assumed that there are 1,250 Btu of heat units in a pound of 
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steam, the present effective tc:minal rate of 76· cents provides one 

million Btu of heat un1es for approximately 60 cents. Fuel oil at 

$2.20 per banel provides one million Btu for approximately 35 cents. 

In proposing thQ level of its new r~tes applicant states 

it compared steam rate levels in cities like Akron, Ohio; Bimingham, 

Alaba:a:l.ll; Cleveland, Ohio; Pittsburg, Pennsylvania; Portland, Oregon; 

S8le Lake City, Utah and Tacoma, Washington, and found them generally 

in line. It also stated ehat the proposed rates would be cheaper fCYr 

typical large customers than for such customers to install boilers, 

convert to gas and stend the fuel, operation and mainter.:;oce expenses 

involved. 

Applicant justified the need for a gas fuel escalator 

clause in its 'new rates from 'Che cost of production standpoint. Fuel 

is the maj or expense item in production and distribution of steam,. 

accounting for some 40 percent of the total cost. Since the level of 

the gas :rate is under control of, the Commission, the applicant argUed 

that its proposed clause would not mean that the Commission is 

surrendering its jurisdiction to some outside agency to control the 

level of steam rates as at present. 

The effective teminal rate under applicant's proposed 

schedule provides one million Btu of heat for $1.14, apprO'ldmately. 

Customers can buy gas under schedule G-SO for approximntely 50 cents 

per Mcf. Assuming 1,100 Btu per cubic foot of gas, a cost of 

approximately 45 cents per million Btu results. Thus, we find thiJt 

3pplicant's present steam rates are practically double the cost of 

competitive fuel oil and the proposed rates are more than double the 

cost of competitive gas fuel, considering fuel cost only. 

We have consiclered the request of the. applicant for 

establisbmcnt of a gas fuel clause in its new rates to replace 'the 
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present fuel oil price clause. The Commission does not look with 

favor on automatic cost adjustment clauses. Fuel clauses in rates 

may have their proper place in certain schedules where it is essen­

tial that competitive conditions be met. We do not at this tfme 

find sufficient evidence to indicate that the rates must carry a 

fuel clause in order to· hold the load snd meet the competition of gas 

fuel. 

The representative for the City and County of San. Francisco 

took the poSition that the present rates are low, that no maj or rate 

change, other than fuel clause adjust:r:nenes, has been made· since 1920, 

and that the increase Should be spread over three steps so that the 

full impact of the increases would not be felt at one time. 

Findings and ConclUSions 

After considering the evidence of record the Commission 

finds and concludes: 

(1) !hat applicant's present steam rate sChedules 
are.considerably below a reasonable level to 
light of present-day costs of fuel, labor, 
materials and supplies, and money_ 

(2) That it would not be consistent with the ~blic 
interest to permit inclusion in applicants new 
steam rate schedule of a gas fuel price escala­
tor clause. 

(3) 

(4) 

(5) 

(6) 

(7) 

That the applicant has requested too great 11n 
inc=ease to be ~ccomplishcd tn D single step 
and it Should be effected in two steps, with a 
one-year interv.gl between steps, to- prov:Lde 
time fo~ the customers to aojust their budgets 
and operations to the higher rates. 

That revisions in certain of applicant' s tariff 
terms~ special conditions and rules are reason­
able and Should be authorized. 

!hat the increases in rates and charges author­
ized herein are justified. 

'I'h.at the present rates, insofar as they differ 
uom those herein prescribed, for the future 
arc unjust and unreasonable. 

That an order should be issued reviSing the 
rates) terms, conditions and rules to the extent 
and in the manner prOvided by Appendix A hereof. 
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ORDER --- -- - -- --

Pacific Gas and Electric Company having applied for an 

increase in steam rates in the City and County of San'Francisco, 

public hearing thereon having been held, the matter having been 

su'bmitted~ the CO'.IX!I:Ilission being fully informed and having found 

increases in rates in two steps as being jus1:ifieoj t:herefore, 

IT IS ORDERED that applicant is authorized to file in 

q,uadruplieate with the Commission, after the effective date of this 

order, in conformity with General Order No. 96, t.;lriff schedules 

wi~ changes in rates, charges, rules and conditions as Zh in 
, -:t'";t" c' , 

Appendix A attached hereto, sne, upon not less than f:i:=a: ys' 
'. 

notice to the Commission and to the public, to make said rates ~' 

effective for service rendered on and after January l~ 1959. ~ 

The effective date of t:his order shall be twenty <lays 

after the elate hereo£1 rrj (j 

Dated at ~V~ , California, this ..2 ~ 
day of li~.~. , 1958. 

~ ~ 

CQIiIDlsSlonexs 

Comm1 I: s1.onor .•• ~.!~~;:9.J~.· ... ~~.tm~~, bOing 
nocez~s.!"il:v o.b:::ent. die. ::lot yo.rtic1;t:o.to 
ill tho clis;po:il~ t1on' of tb.1~ :Pl."oCOQQ.1ll.S. 

- 9 -



APPENDIX A 

Changes in appl1cs,nt rs presc:tntly ef'teet1ve rates, rules and OC%2d:i.tions 

oro e.uthor1z«L IlS :::et £orth 1n tl:l1s appendix~ 

l. Schedule 5-1, General Servico 

(8,) Revise the rate schedule to cOllform \11th EXhibit D of' ~dmAmt to 

Applica.tion No. 40125 7 except as follows: 

(1) Revise the rate section to the f'ollow1ng: 

~ Erf'ect1ve 
Rates' 'Ontll 
Jen 1. 1960 

First 20,000 pounds, per 1,000 lbs. ~2.05 
Next 80,000 pounds, per l,ooO lbs. l.64 
Next l50,000 po\lnds, per l,ooo lbs. l • .39 
Next 250,000, pouc.ds, per 1,000 lbs. 1.22' 
All over 500,000 pounds, per 1,0001bs. l.09-

(2) D~lete all or Section C, Fuel Clause wder Special Conditio%l:l. 

\b ) After J s.nU:?rl A' :1:960 applicent is authorized to ref'ile the schedulG -
to dele~ effective ra.tes 'Until Ja:n'lJlJ:J:'Y' 1, 1960. 

2. FUe e.:c. 8.Pp%'opria,te title page s1mll; 1n form ond. content to that pre::ently 

tiled 'With the gas taritt sheets. 

3. File a. pre'1m1:o.a.ry ots.t«nent as proposed 1n Exhibit No.7. 

4. RW.es 

(s,.) Remove ne;od l'egole.t1o%l:l" werever it appears. 

(b) Refile Rule:3 Nos. 2, 3, 4, 8, 9, 12, 13, 14, l5, l67 17 and J.S as propozod 

in Exhibit No.7. 

(e) Combine tho text or the present Rules Nos. 7 end 8 Olld tile M RW.e No.7. 

(d) Re1'UQ the present Rtlle No. II Il.$ RW.e No. 10. 

(e) Retlle the' :present Rule No. <) as Rule No. II and. add. ~ction (I) from 

Exhibit 7' Rcle No. II and renumber e.:J Section (H). 

(f') Cb.snee ~Railroad Commission" to "Public Utilities Commission". 
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FOR. APPLICANT: 

FOR. INTERESTED 
PARTY: 

FOR. !liE COMMISSION 
STAFF: 

APPENDIX B 

LIST OF APPEARANCES 

F. T. Searls, John C. Morrissey, and 
John S. Cooper" by .1 OM C.. Morrissey 
and J OM S. Coo'Der. 

Dion R. Holm and Robert Llughead, by 
Robert Laughead, for City and County 
of san Francisco. 

C. VI. Shawler, G. B. Week and TN. R. Roche" 
by G .. '8 .. Weck and VI .. R. Roche. 

LIST OF WITNESSES 

Evidence was presented on behalf of the applicant by: 

Edwin G. Gothberg, Roy Davis, J. C. Russell" 
Willi3lll Fairchild" Don E. Nielsen, and 
Edward C. Ritchie. 

Evid.ence. was presented on behalf of the Commission staff by: 

Victor M. Martin" and Br'lmo A. Davis. 


