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Decision No. 5'7658 -----------------
BEFORE 'XBE PUBLIC UTD..I'rIES CO~nsSION (}F '.tHE STATE OF CALIFORNIA 

In the Mctter of the Application of ) 
PACIFIC GAS AND ELECTRIC COMPANY, a ) 
corporation, for an order gr~ting ) 
to applicant, amoeg other things, ) 
authorization"to increase its rates) 
and Charges for steam seles in the ) 
City of Oakla~~. ) ) 

~Steam ) 

Application No. 40126 

(Appearances and witnesses are 
listed. in Appendix B) 

OPINION ......................... -

Applicant's 'Reguent 

Paeific Gas and Electric Company, engaged to a limited 

extent in the ma:::.ufaceure, distribution and sale of steam 1'0. a limited 

portion of the business d1s::r1et of the City of Oakland,Yfi1ed the 

above-entitled app11cat~ on May 28, 1958 requesti~ an increase in 

ennual revenues from stesm sales in Oakland of $113,400, or 66 per 

cent, based on the esttmaeed 1958 revenues of $172,800 at present 

rates. 

During the processtng of this application two 1mportant 

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

was a 35 cents-pC'r-barrel reduction in the pxiee of fuel oil which, 

under the present fuel oil p:ice escalatox clause, lowered the esti

l'll8ted revenue by $15,700 on 8n annual basis. The second was Bsize";', 

able increase in va1ua.ti01l for ad valorem tax purposes. Applicant 

11 Applicant's prtmary business is furnishing electric and gas service 
in Northern and Central California. During the 12 months ended . 
September 30, 1957> applicant's gross revenue was derived 65.4 per 
cent from the sale of electric energy> 34.1 per cent from the sale of 
gas, 0.4 per cent from the sale of water and 0.1 per cent from the 
sale of steam. 
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corrected its exhibits to show the effect of these two items but did 

not ask for rates higher than proposed 10 the original application. 

Now ap~11eant requests an tDerease of $130,400, or 83 per cent, over 

the effective rates based on 4 posted oil priee of $2.20' per barrel, 

on the basis of its Exhibit No.8. 

Public Hearing 

After due notice publie hearing on this application was 

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

Application No. 40125 011 August 4 and 5, and October 6 and 7, 1958 in 

San Francisco. Applicant introduced eight exh1b:U:s and testimony by 

six mtnesses in support of its steanl rate request. !he Commission 

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

two eXhibits sud testfmony by two witnesses, and cross-examined 

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

to aid the Commission in deeiding this rate increase request. the 

matter was submitted for Commission consideratton at the close of the 

fourth day of hearing and now'is ready for decision. 

Apelicant's Operat1on~ 

Steam heat service is, rendered 10 8 l1mited portion of 

Oakland as shawn by Exhibit A att:ached to the application. Steam is 

supplied to approximately 184· customers from au underground system of 

thermally insulated steam matos, eonsisting of approximately 30~OOO 

feet of pipe> ranging in size from l~ to 10 inches in diameter. Steam 

is supplied from the distribution system at a pressure of 125 pounds 

per square ineh or less ~ depending on the heating load and distance 

from me source of production. !his system is supplied with steam 

from six boilers, set in pairs, located at the applicant's Oakland 

Power Plant, h3ving a eombined maxtmum send-out eapability of approxi

mately 190.000 pounds of steam per hour. The boilers· normally are 
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fired by natural gas ~iCh is provided under the applicant's gas 

Schedule No. G-SO. A supplementary supply of fuel oil also is located 

on the power plant premises. 

!he Oakland Steam Sales System production facilities are 

maintained by the applicant's electric department on a job-cost basis. 

New service installations, and maintenance work in the distribution 

system are done by the applicant's gas department on a job-cost basis. 

Applicant states that utilization of its other departments for those 

functions reduces the over-all costs, by eltm1Dsting the need for main

tsinfng a separate maintenance organization for the Oakland Steam 

Sales System. 

Applicant's Position 

Applicant represents that the revenues uncler 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 furnish

ing and supplying of steam service to its customers in the future. 

During the past few years applicant states tbatits steam buSiness has 

been running in the red. 

Applicant's studies show the following earnings trend for 

its steam sales as reflected by its rate of return from this' business: 

Year -
1957 Recorded 
1957 Adjusted (~re$ent rates) 
1958 Estimated (present rates) 
1958 Estimated (proposed rates) 

(Red Figure) 

Rate of Return 
(Per Cent) 

(22.71)1. 
(30.11) 
(41.26) 

3.78' 

For the estimated yeax 1958 under present rates applicant esttmates 

that the revenues will amount to only S9 per cent of operating expenses. 

!he studies by the staff showecl a somewhat s:f.m,ilar low earn

ing position in 1957 and 1958 under present rates. When the staff 
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computed the results under the proposed rates it determined a rate 

of return of 4.72 per cent for 1958. 

Earnings Comparisons for 1958 

A more deta1ledcomparison of the revenues, expenses, rate 

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

1:he year 1958 under both present and proposed rates is set forth 1n 

the tabulation following: 

SUMMARY OF EARNINGS, ESTDfATED YEAR 1958 

!>resect Rates Pro~sed Rates 
A~:er1ean~ Stall' ~ppl~ant Staff 

Operating Revenues $157,100 $161,330 $287,500 $291,100 

Oper.ating Expenses 
174,950 . Production Expenses 172,750 174,950 172,750 

Distribution Expenses 26,710 2~,S60 26,770 23,560 
Customers' Acctg. & Colg. 1,500 - 1,500 
Adm. and General 17,200 17,173 17,200 17,173 
Unc:011eetibles 320 280 590 400 
Taxes, other than Income 31,061 32,471 31,061 32,471 
Income Taxes (57,704) 10 9 245- 12,204 
DepreCiation 16~611 18:1 202 16:1611 18'1202 

Total ~. Expense 266;91"2 ~,232" 277,427 21!.2W 
Net Revenue (109,812) (46',902) 10,073 12,840 
Rate Base (Depreciated) 266,132 271,800 266,132 271,800' 

Rate of Return (41.26)1- (17.26)7- 3.787. 4.721-

(Red Figure) 

The principal difference between the staff' s computations 

and those of the applicant at present rates is 111 the, Item of taxes. 

The applicant showed zero expense for iucome taxes under present 

rates, while the staff showed the income tax as 8 red f:1gure because 

the low earnings 111 this department reduce the 1neO!De taxes of the 

other departments when the applicant's gas, electric, water, sud 

t:team heat departments are considered on 8 compauy-w1de basis for 

income tax purposes. It should 'be po1111:ed out that both the appli

cant and the 8taff used stra1ght-liDe depreciation for the purpose 
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o£ com?uting federal income tax. TQC staff also computed applicant's 

:ate of return using 3ccelera~ed depreciation for federal income tex 

deductio~ p~rposes ~nd estimated that it would have the effect of 

1ncreastng the :atc of rctu~ to 5.11 per cent. 

~Ra~te~o~f~R~e~tu~rn~ ____ ----------------___________________________ .~ -
Our conclusion is that the level of revenues computed on 

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

will reClUire e 'fer; sharp i:lcrease in rates (about 85 per cent); 

however, in order that the customers may have time to adjust their 

budgets and ope:3tions to such higher rates the increase ~ll be pro-
'Ii 

vided in two steps; approximately one-half now snd the remai::tcler one 

year from now.; 

~ule Changes 

By Exhib1.t No. 7 the applicant presented, a new set of rules 

to gove:n the conditions uncler which steam service will be re:l.dered. 

Applicant's reason for revising its rules is that the old rules were 

filed in 1920 and now are somewhat archaic. However, on reviewing 

the proposed rules the applica~t found :hat such revised r.lles did 

not permit a ~~stomer's credit rating, as a result of using ~as and 

electric service, to be considered. Certain amenements to Exhibit 

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

revisions to its rules appear reasonable and wi:!.l be authorized. 

R.3te Changes 

Applicant's prese~t steam rates contain a fuel clause which 

provide for an increase of 3 cents per 1,000 pounds of steem for each 
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lO-cent increase in the posted price of fuel oil above 80 cents per 

barrel. Applicant desires to change from a fuel oil clause to a gas 

cost clause because now steam is produced primarily by gas fuel under 

interruptible gas schedules. Applicant's present and proposedxates 

follow: 

Present Rates 

First 20.000 pounds;, per 1,000 lbs. 
Next 60,000 pounds, per 1,000 1bs. 
Next 150,000 pounds, per 1,000 lbs. 
Next 170,000 pounds, per 1,000 1bs. 
Allover 400,000 pounds, per 1,000 lbs. 

Minimum Charge $7.50 per monCh per meter. 

First 
Next 
Next 
Next 
Over 

P'rop<?sed Rates 

20,000 pounds, per 1,000 lbs. 
80,000 pounds, per 1,000 lbs. 

150,000 pounds, per 1,000 lbs. 
250,000 pounds, per 1,000 lbs. 
500,000 pounds, per 1,000 lbs. 

Base 
Rates 

$1·~19 
.79 
.59 
.44 
.34 

$2.70 
2.14 
1.84 
1.64 
1.49 

Mlntmum Charge $12.00 per month per meter. 

Effective 
Rates 

$1.61 
1.21 
1.01 

.86 

.76 

$2.74 
2.18 
1.88 
1.68 
1.53 

Tbe effective rates under applicant's present schedules 

are predicated on 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 asstJmed that there are 1,250 Btu of heat units in a pound 

of steam, the present effective terminal rate of i6 cents provides one 

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

$2~20 per barrel provides one million Btu for approxtmately 35 cents. 

In proposing the level of its new rates applicant' states '\ 

it compared steam ... rate levels in cities like Ak:rOtl, Ohic>; Bixm1xigham, 

Alabama; Cleveland, Ohio; Pittsburgh, Pennsylvania; Portl~1ld, Oregon; 

Salt Lake City, Utah; and. Tacoma, Washington, and found them generally 

~ line. It also stated that the proposed rates would be Cheaper for 

typical large customers than for such customers to install boilers, 

c.:>nvcre to gas and stand the fuel, operation and. maintenance expenses 

involvecl. 
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Applicant jus~if1ed the need for a gas fuel escalator clause 

in its uew rates from the eost of production standpoint. Fuel is the i 
I 
\ 

major expense item in production and distribution of steam, accounting \ 

for some 45 per cent 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 uot mean that the Commission is ,surrendering 

its jurisdiction to some outside agency to control the level of steam 

rates as at present. 

'l'he effective terminal rate under applicant' s proposed 

sChedule provides one million Btu of heat for $1.22, approx!mately. 

Customers can buy gas under Schedule G-SO for approxi~tely 50 cents 

per Mc:f. Assuming 1,100 Btu.per cubic foot of gas, a cost of approxi ... 

mately 45 cents per million Btu results. Thus we find that appli

cantrs present steam rates are practically double the cost of compet

itive fuel oil and the proposed rates are more than double the cost 

of competitive gas fuel, considering fuel cost only. 

We have considered the request of the applicant for estab

lishment of a gas fuel clause in its new rates to replace the present 

fuel oil price clause. The Commission does not look with favor on 

automatic eost adjustment clauses. Fuel clauses in rates may have 

their proper place in certain schedules where it is eGsential that 

competitive conditions be met. We do not at this time find suffi

cient evidence to indicate that the rates must carry a fuel clause in 

order to hold the load and meet ehe competition of gas fuel. 

Findings and Conclusions 

After considering the evidence of record the Comm1ssion 

finds and concludes: 

(1) lhat applicant's present steam rate SChedules are consid

er~bly below a reasonable level in light of p~esect-day costs of fuel, 

labor ~ materials and S"..lpp11es) and money. 
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(2) That it would not be consistent with the public interest to . 

Permit inclusion in applicant's new steam rate schedule of a fuel 

price escalator clause. 

(3) !bat the applicant has requested too great an increase to 

be accomplished in a single step and it should be effected in two 

steps, with a one-year interval between steps, to provide tfme for the 

custo~ers to adjust their budgets and operations to the higher rates. 

(4) lhat revisions in certain of applicant's tariff terms, 

special conditions and rules are reasonable and should be euthor1zed. 

(5) '!hat the increases in rates "and charges authorizedhere1n 

are justif iecl. 

(6) !hat the present rates, in so far as they differ from those 

herein prescribed, for the future are unjust and unreasonable. " 

(7) !hat an order should be issued revising the rates, terms, 

conditions and :rules to the extent and in the matlJler provided by 

Appendix A herein. 

Pacific Cas and Electric ~pany haviug applied for an 

fncrease in steam rates in the City of Oakland, publ1c hearing thereon 

having been held, the matter having been submitted, the Commiss:Lon 

being fully informed, and having found increases in rates in two steps 

as being justified; therefore, 

IT IS ORDERED that applicant is authorized to file in quad

ruplicate ~th this CommiSSion, after the effeet1v6 date of this order, 

in confOrmity with General Order No. 96, the schedule of rates shown 
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"t"wc- dt 
in Appendix A attached hereto, and, on not less th3tl -f::I=t ~s· 
notice to the Commission and to the public, to make said rates effect

ive for sernce rendered on and after J&luary 1, 19'59. ---=-_ .... __ .. -
The eff,=etive date of this order shall 'be twenty days after 

the date hereof. ! 
Dated at ..dal/./;t;~ 

day of L~ -' ~Z7 ~ to, ~ 1958:. 

, C41:Lforn1a, this 

, " 

',' 

, . ~oodoro, B. .1CmlOr. 'bo1~ 
COtm:l1ss1oner t •••••••••••••• ··················--· • g 
nocczsz.r~:Y a.'b:::ont. did not J;l:l.rtic;:po.te 
~XI. tho d.ill;po~1 tioXl. ot th.i.~ ;PX'QOQQA;.I.z:IB. 

, 
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APPENDJX A 

ChOllge3 in a.pplicant's presently effective rates, rules o:c.d con

ditions are authorized as ::let forth 10 th1s appendix. 

1. Revise the rate schedule t<> conform 'With Exhibit D or .Amendment to 

Applicat10%l No. .40126, except Q.S follows: 

a. Revise the rate zection to the roll~: 

Effective Effective , 

RATES -
First 20,000 pounds, per 1,000 pound~ 
Next 80,000 pound:::, per 1,000 pounds 
Ne~ 150,000 pound:;, per 1,000 pound::! 
Next 250,000 po\l%lds, per 1,000 pound::: 

Rate::: Unt1l./ Rates /, ( 
Jan, '. l06Q' Jftn. 1. 1960 . 

$2.17 $2.74 
1.67 2.l8 ' 
1..4:3 l.se 
1.27 1.68 

Ovor 500,000 pounda, per 1,000 pounds 1.14 1.53 

b. Delete all or Section C, Fuel C14U3e \Ulder Special Conditions. 

2. A...~er JanU1ll7 1, 1960 a.pplicant is authorized to refUe the 

schedule to delete erfective rl'l.tes until January 1, 1960. -
3. Rules applicable to steen service in Stln FranCisco 'Nill be lMde 

equall1 applicable in Oakland. 

) 

/ 
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APPENDIX B 

LIST OF APPEARANCES 

For Applicant: F. T. Searls llI John C. Morrissey and John S. Cooper, 
by John C. Morrissey; and John S. Coope-r. 

Interested Party: D10n R. Holm and Robert Laugheacl, by Robert 
Laugbead, for City and County of San Francisco. 

Commission Staff: c. lV. Shawler) G. B. Week and 'tV. R. Roche) by 
G. 'B. 'tJeelc and William R. Roche. 

LIST OF WITNESSES 

Evidence was presented on behalf of the applicant by:· Edwin. G. 
Gothberg, Roy Davis, J. C. Russell, William Faireh11d, Don E. 
Nielsen, and Edward C. Ritehie. 

Evidence was presented on behalf of the Commission staff by: 
Victor M. Martin, and Bruno A. Davis. 


