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Decision No. 
91.325 FEB 131980 -.---------

BEFORE !'HE PUBLIC O'III.InES COMMISSION OF l'EE srA'I'E OF CAI..IFOlU.~ 

Application of PACIFIC GAS AND ~ 
ElECl'RIC COM? Al'IY for authority" 
among other things,., to i'ncrease 
its 'rates and charges for steam 
service provided by the San . ~ 
Francisco Steam. Sales SysteQ. 

(Steam.) . 

~plic:at1on No. 57202 
. (Filed~ri1 6,~ 1977; 
reopenee June 1, 19(9) 

Malco~ H. Fu=bush and Joseph S. ~glert, Jr., 
Attorneys at Law, for Pacific Gas and Electric 
Company,. applicant_ 

Leona=d Snaider, Attorney at Law, for the City 
aIlQ COtmty of San Fr.a:ocisco p interested' party. 

"William J.. .JenniIlzs, Attorney at Law p and '. 
Bruce M. ne BerrY, ?E., for ~~e Comoission 
staff. 

O?INION - ....... ----.-
Pacific Gas and Electric Company (PG&E) filed AppliCation 

No. 57202 requesting authority to increase its :::ates and charges for 

steam service i:l the City and County of San Francisco by 34'-3 percent 
or all .annual gross increase in revenues of $1,131,900 on a 1977 tes': 
year basis and authority to revise its cur.t:'ently authori::ed fuel cost 
ad.justment clause to confo:m to that used in its Elect=i~ Department. 

After duly published and posted legal no~:tc:ep public hearing 
was held before AdmiDistrative Law Judge G1llanders in San Francisco, . 
on December 5,. 0,. and 7, 1~77.. After receipt of three late-file<! 
exhibits aIld the conclusion of oral A:gt:mlent on JantJary' ~3,. 1978 the 
matter was submit~d .. 

On Dece.:ber 27, 1977 Grosvenor Proye:--:1es, Ltd.., ai'~er eocp:e
tion of the hearings, forwarded a letter re~est~g lifel~e raies , 
and t.he letter was !'laee a pa...-:. o~ tile :-ecord.. 
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On June 29, 1m Grosvenor Propertiest> Ltd .. filed a petition 
to set asid.e submission and reopen the proceeding for £urther hea..""i:igs 
on lii'eline steac service und.er Rule No. SI.. of the Wles· of Practice 
and. Proced.ure. Th.e grounds, S'T;ated are -:.hat li!'ei1ne rates were not 
proposed. by PG5 and. no evidence has been presented. on li!'eline uses., 

The Commission has eonsidere~ the request for lifeline 
stea: se~ce rates ane has d.ete~ned not ~ authorize such rates 
in thi.s proceed.i:lg and. not to set aside submissio:,' ,and. reopen this 

.' proeeedi:g tor the purpose o! !u.:-...her consid.ering li!eline:~ rates·. 
~, 

p~ presented testicony and evidence through six wi~esse$ 
and. 14 exhibits.. The st.a£!' presen:ced. testimony' from four witnesses 
a:d introduced. !ive exhibi~. 

A proposed. 'decision preparee. by C¢::cnissioner Gravelle F t.hi-: 
assignee CoCQissioner, ane an alter:atedeeision ?repared by ";he ~ev~~~~ 
?'eqt:.iret:le:.t.s !)ivisio::. ca=e before t.b.e Co=issio:l at i~ reg-..:.larly 
sched~~ con!~renee of J~y2" 1978. After dis~~ssi:.g ~~e pro?Osed 
decisior.s, -:.""le Co=issio:.' suggested. 'that ce:-..,ai:. rate base e·lide:.ce'~· 
need.ed clari!ica-:.ion a:d further st-:.:c.y, a:.c. the :latter was withc.ra~_ 
Subseq~e~~ly~ PG&Z anc. -;he s~a!~ began the prepara:ion o! the s~~~i~~. 

On June 1, 1979,~e stueies r.avi:g oee~ co:ple~ed, ~~e ca:·~~ 
was reope=ec !or ~e purpose o! recei~-:g evidence on the !ollo~~g 
isS'..:.es: 

1. DepreCiation reserve_re~reQe~t studies. 
2. CoIl~rib1.:~ee ?lan~. 

3. PG&E's accou:ting sys~e= !or ste~ propert.ies. 
4.. !".:le sta.£!'s reeen-:ly c.evelo~d rate base adjust:le~~s. 

\ ' 

Fur-~er he~~g was held at ~ Francisc~ on July 2~ 1979. 
Testi:nony a:d exhi bi ts were presented. by one PCi&E wi '::less and two s::.a:fr
wi-enesses. The ma~ter was submitted. on. -:he record suoSect to a late
riled. exhibit which was received on July 6, 1979. 
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A.57202 '. 
General Information 

PG&E is and~' ever siDce October 10, 1905, bas been ,an 
operatfng public utility corporation organized uncer Califor=ia law. 

It is engaged p=incipally in the business of fur.o.ishing. electric and 
gas service in California. It also distributes and sells water in 
some cities, t<YWXlS,. and rural a~e4S, mlC pro<iuees and sells stea::l in 
certain pa~s of San Fra:cisco. 
Steam System 

.,' . 

PG&E began construction of its San F=ancisco steat:l systec 

in 1911 to aeet the competition of the United ~ight an~ PoweiCompany, 
which operated three steac plants in San Francisco known as: 
"CoIlS'l%ners Ligh: and Power Company," "~itable Light ane Power 
Cot:oo.ny,." aXlC "Southside Light and Power Company_" These latter . . ' 

three comPanies ge~erated electric energy by ste~, using the ex.~ust 
to supply low-pressure steao' for hea:i:g, distributed through a 
syste::t of la:ge low~presS'".J.re =a.i:lS. In 1915 these cot::Ipeti!lgcoopanies t 
plants were ptl.:'chased by the Great weste:::l Power CocPan~;and, with 
subseque:t additions,. continued to be operatee as a low-presst:e 
systeo usi::.gex.'laust stea:. During the early 1920 's tb.e steam syste:n 
of PG&.E iIlcluded three boiler plants totaling 3 p lOO boilerchorsepower. 
Two of these plants ~ere operated under lease. About 460 custooers 
were served through 8?proximately 40,000 feet of ~n. !he then 
competitive system of Great Western Power Company operated four boiler 
plants with .a stea=. heating e.apaeity tot:aliIlg 5,100 boiler horsepo~er. 
1'hxee of the four cocpe1:ing plants generated eleetricit:Yalld' supplied 
3team se:-viee to abou.t 4!XJ custo:lers tb:-ough approx:!.ma-:ely, 42~oOo teet of 
main. 
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In "1930, PG&E acquired the properties of" the Grea't Wes'tern 

Po...-er Company including its steam system. The low-pressure system 

con-eill'!:ec. to be operated wi'th. s'team suP'Pliedfrom both -the high-" 

pressure sys't.e:: and froe low-pressure boilers at Station "R" cuil t in 
1916. Station "R" waS retired in 19;). Stea:t for the entire :syste: 
is presently Stlpplied t.o 'the high-pressure :lains fro: Stations "'S"· 

and "T"~ bui~t in aco'!:~ 1913 and 1924. respectively, and ~~bsequently 
enlarged and ~roved. The existing sys~em is thus entirely supplied 
by steam genera'ted expressly for h.eating pu....poses and cogeneration has 
not been practiced for ~y years. 

Rate Ristorv 

'nl.e regulation of rates' for the sale of steam commenced 
when the Public Utilities Act was amended, effective July 22, 1919, 
to include the distributio~ of steac as a public utility enter?rise. 
Ra~es for steam heat service'were first fil~ in 1920, ~ursua:t to 
Decision No. 7576 (5-17-20) in"Apl?1ica1:ion No. 5014,. which authoriz(:d 
eli::d:::.atioll of contract rates and the placing of C$t.omers on filec. 
seheeules. 

Decision No •. 84902 dated Septembe:: 16, 1975, in the utility's 
~ost recent rate proceeding for the Steam Depa~ent, authorizec a 
rate of rer.l--:l of 8.65 percent on rate base ane 12.0 percent on CO:=O:l 

e<\ui1:Y for the 1975 test year. It grantec' no increase in'rates, 01:ne=" 
than to bring the fuel cost adjustment factor eo zero, and- to cancel 
Rate Schedule SB-l~ absorption air-conditioning service,. t¢" be 
cocbined with Schecule No. S-1,. General Service. It also ordered the 
transfer of $2~249,OOO from the aecumulatee prOvision for depreciation 
of the Oakland stea:n systet:t to' that of the San Francisco steam. systet::. 
Rate P'ro'OOsal 

"f& tarl. ... : 

?G&E proposes the following ebanges to" its steam service 

(a) Increase rates aIld minimtlc eharges sufficiently 
to increase revenues' by Sl,131,.900 or 34.3 , 
percent based on year 1977 estimated revenues 
at rates in effect on. March 1, 1977.' , 
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. A.57202 • 
(1)) Modify the fuel. cost adjustment provision to,' 

establish a base weighted average rate for 
fo.ssil fuel consistent with. year 1977 
estlmated fossil fuel ~ense and to. utilize 
the actual cost of fossil fuel per unit of 
sales under the . fuel cost adjustment .. 

" 

All service from the San Francisco steam sales system is to. 
one class under one schedule: Schedule No.. ·5-1,. General Service. 

!he utili ty-p:"O?OseCi :"ates we:-e established by !.:lcreasi!lg tl1e rates 
in effect on March 1,. 1977 on a u¢.!orc.-cent-per-thousand po.und basis. 

To the extent that the rates presently in effect are increased or 
decreased as a resuit of the operation of the c~-rently effeetive fuel 
cost adjust:nent prOvision,. PG&E proposes that the amo'l.lnt of such. 
i:l.creases or deereases after'M'arch 1,.. 1977 be added to or subtractec 

from the proposed base rates,. as the case· may. 'be,. to. yield the 
appropriat:e level of effective rates at the time of the Commission's 
decision herein. 

!he 'Olinimu::l charge under Schedule No. 5-1 has been increased 
to reflect the amount of usage covered by the tn.itl.imum charge which 
existed i=meCiately prior to the adoption of the fuel cost adjustment 
prOvision in 1974. !his::esults in an increase from present rates of 
$12 per meter per month to $30 per meter per month. 

fOllows: 

. . . 

!he fuel eost adjustment provision has been modified as 

(a) !'he "weighted average base cost of fuel" 
eontained. in p.a=ag=aph 4 thereof has been 
redesignated the "base weighted average 
rate for fo.ssil fuel" and sucn base weighted 
average rate has been modified from a cents 
per million Btu basis to a dollars per 
thousand pounds of sale basis,. analogous to 
the change· ordered by the Coccission for 
electric energy cost adjustment clauses in 
its Decision No. 85731 dated April 27, 1976. 
The derivation of the base weighted average 
rate for fossil fuel consistent with the 
proposed base rates is shown on page l2-7 of 
:3xhibi'C 2. ' 
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(b) 'The method. of calculatiug the offset ra1:e 
contained in the same paragraph 4 has been 
modified to· allow for estiQated actual 
losses to be used and to incorporate the use 
of the base weighted average rate for fossil 
fuel .. 

(c) Paragraph 7(a)(3) has been modified to 
reflect the use of the base weighted average 
rate for fossil fuel per thousand pounds of 
steam sold as proposed in item (a) above. 

(d) Because the proposed fuel' cost adjustment 
provision would result in the aetual eost 
of fuel being reeovered, paragraph 7(e) is 
no longer neeessary aIle is p:,oposed to be 
deleted •.. 

Results of O~ration 
Yitnesses for PG&E, and the Commission staff have analyzec 

and estilllatee PG&E's operational results. Srrmma,:,izec on Tables 1 and. 2 
below are the eS'ei:latec. resc.l-es of ope:-ations for t..i.e· test yea: 1977 
unc.er PC&E·s presen'e and. ?roposec. rates as prese:ltec. at the 1977 
hearings. '!he indindual di!fere:lces are c.iscussec. below. 



I~ -
, Operating Revenues 

lWvcme tram -Sales 

Total. Operati:::g Revenues 

Opera-:~3 E:loenses 

Prodl::.~..!.on 
DUtribt:.t.:iOll 
~er Aeeoo=. 
,Arlmof"n.( :r..rat1ve and Ge:le:al 

Subtotal. 

Depree. and A=o:-:'. 
Taxes Ot.l:ler 'tha:L on. I::lcome 
Stat.e Cory. Franc\.,o\ ,e Tax 
Federal I:c.come, '!ax 

'l'ot.al Opera~ ~e:s 

Net. Operating Reve:::r.e~ Adj~..ed. 

Rate Ba,:,e ; 

Rate of Ret.u..~ 

T.ABtZ 1 

St.a!'~ 
(A) 

$2,884.8 

2,884-8 

2,948-4 
384-4 ' 

5.4 
lSi-.!. 

39523~ 

.43.5 
w.o 

(l2O-S) 
~6Z..1) 

:3.057.2-
(:L72.4) 

1,893.6-
(9.10~ 

S3p:;02.7 

3.302.7 

3~39S.:3 
385.6 

6.2 
. 192.0 

3.985.l 
ll6.9 
249.0 

(143.4) 
~Z6l·1) 
:>,~5 . 

(l4l;.S) 

4,235.0 .. 
0.:35)'; 

(Red~) 
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Utili t.y: :::XCee~ 
Sci!'!' 

U7.9' l1..5 
417.9 :;""5 

4J.9.9 1;.:3 
1.2' ·3· 

.8' u..S 
9.6- --8, 

461.5 13.1 
68.4 ' ','t .0 . 
22.0, 9 ... 7 

(22.6) 1e~1 
(142.0) 22.~ 

381.~: 12.7 
.:;0..;6- (:..i~7) 

2,34l.4" l,2).6 

5.75'% 

" 



• 
Paei-"1c GM and. Elec-...r..c Compa:a:r steam Sales Syst.em 

$I,ma.:,' 0'£ ~s 
Year 1m Est:!.:~at.ed at ~~ ibt.es 

Operating Revenues 

~e !rom Sale~ 

Total Opera~ Reve:c.es 

Ooerat.ing Ex:>enses 

Proc1l;:.ction 
D15trl.l:n~:~on. 
CIl:Jtomer ACCOClt. 
Mm:! m st:"at.i ve a::C General 

~tot.al 

Deprec. ~ .Amo~. 
taxes Other ~ OIl Income 
State Cor:? Fra:lcl:ise Tax 
rede~al Income Tax 

To1:& Operat:1:ag ~s 

Net. Opera.t.il:zg Reve:mes .A.d.jU3t.ed . . 
Rate :sue 
Rate of Return 

$3,872.5 $4.434-6 
3,8'72.,;.5 4,4:;!.-6 

2,,948-4- ~~:39S'.:; 
:;84-4 385.6 

1.Z S.:3 
192.4 205.~ 

3,532-4 :;,997.6' 
48.5 ll6.9-

zrr.o 249.0· 
(32.7) 
~1~.6) 

(4,2.6~ 
~Z74.1, 

:3,581.6 4,W.S 
290.9 m.a 

1,893.6 4,z.35-0 

l5":~ 9.:1.6% 

(Red ~...gare) 

. . 

$ $62 .. 1. 
562.l. . 

J.J.9.9 
l-Z 
1...J. 

13.0: 

465.2',~ . 

68.4. 
22.0'. 
(9.9~ 

(so·2,· , 
46$.2-

96.9 
2,J4l.4 

. (6.20~~ 

lk-5 
14.S 

15.:; 
... :; 

15~3 
6.S -

::':3.2 

l.4l.0· 
9.7 

30·3 
~ 

13.0: 
. 
~~3 
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i<evenues 
PG&E's estimate o~ revenue at proposed rates exceeds the 

stai"f' s est.i:.ate by $562',.100.. Sta!'f' estimated 279 customers for test 
year 1977 which is three less than PG&E~s.. According to the sta!'!" 
by using later sales in!o~tion th~ used by p~ its estimate is 
104,)00 M-10s less.. The st.a££ attributes the decline i:::l total sales 
to the increased ef~orts o~ the steam 'customers to conserve energy. 
!he·s~i'·s es~te is reasonable aDd ~11 be adopted because it 
reflects more eurrent condit.iollS~. 

Ooerating Exnenses 
The only significant <i11'~erellce between sta.£f and: PC&E is 

in the item or production expenses where the sta!!" esti::a.t.e is. Sl..L.9:,. 900 
less.. S.u..z.,400 of' the di!"£ere:J.ce is due to cost of f-;;.el which 1:1 t".!~ 
follows fro: the stai"i" s lesser estimate o£ sales. Ha-r..ng aciopteci the 
starr's esti:ate or revenues, and customers, we will ado?t the stafr·s 
est:':ate or operati:1g expe::.ses, excepti'or aci;""''i:J.is't:ative a:.d 
general expe::.ses. . 

At 'the 1977 h.earings ?G&:E. stated 'ehat for the pu:-poses or 
exped.ition of this ease i-:. was accepting the sta!i"s est.imates- or all 
categories of reve:J.ues and expenses, exce?t. those estimat.es associated 
with the i:c.stallatio::l, operation, aIld mainte:anee of Boiler. No·. 7 
at Sta'tion "~, and the sta.fi'''s reco::::c.e:dation as to :-ate d.esign. 

ACCOrding to ?Ci&E, its accep't.aIlce or the sta!!"s.showingt 
~th the exceptions mentioned, shoul~ not in any way be const=uee as 
its aceeptance of th.es-:arf~s principles or methodology !o:-·other 
'purposes than the e~dition o! th.e instan~ proceeding. we have 
~eve1oped our o-wr. resul 'CS o~ operation as set. i"orth in our eiseussio:. 

-9-
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Utilitv Plant 

Ihe staff's estfmate for beginning-of-year steam sys~eQ 
pl.ent-in-se:viee is $2,455,500 less than PG&E's estimate. of $8,099,800, 
or 30.3 percent less. !he diffe:e:lce between the staff ane PC&E's 
estimates is in the treatment of a new boiler (Boiler No·. 7) and' ?la:l~ 
addition to Station "T". 

I 

Staff contends that Boiler No .. 7 and the new pliant addition 
are not needed for the present test year. Declining sale's. prior to 
authorization of this boiler have made this portion of pl~t. 
lJlmeeessarj". !he recorded st.eam sendout has been ona declining t:end 
since peaking just. prior t.o· the end of year 1973. Consumptiotl has 
reflected the cust.omers' efforts to conserve energy sinc.e·1974. 

. ' 

Ine:eased conservation efforts are evideIlced by the difference bet.ween 
?G&E's and the staff's estimate of sales for the 1977 testyesT. 

Acc.ording to the staff, the caximuo annual peak-how: load 
has also been affected by customers' conservation effotts. The 
yea:ly maxi:rum hourly load occurs du:d.ng the winter months. The,;;: 
highest hourly load' eve: reeordee oec.'I.:.:.:red during the -winter of ~ .. 
maxi:rum sales, the 1973-74 .",r...nter.. !he maximum winter sales and t.he 
highest hourly.lo.e.d peaks were produced rithout Boiler No-.. 7. The 
a:rmual peak-how: loads for :he last. three winters have been less than 
that reeorded for the winter of 1973-74~ even wen.sdjusted for 
t~rature. !he average yearly peak· hour load for the past five 
~.nters is 300 M-lbs/hr., and when consideri~g total plant net output 
without Boiler No.7, the net: reserve would be Sufficient to' provide 
for PG&E1 s desired 50 M-lbs/hr .. net reserve. 

PG&E~ s final work order authorization to' proeeed with the 

plant addition and ~iler No. 7 fnstallation was based on a previous 
justification, written approx1me.t.ely l~ years prior to- final. 
authorization. This projeetwas originally submitted forAut~orizati01l 

" 
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• A~57202 km/ks * • 
on October 12, 1973-, llnd was presented to PG&E's Electric Engineering 
Advisory Committee (EEAC) for approval on November 6, 1973. The EEAC 
referred the project back to the Steam, Sales Task Force for 
reconsideration due to the fuel crisis at the time. The Steam Sales 
Task Force reviewed the project pased on future load forecasting,. 
capacity, energy consU!:lption, and alternate solutions.. '!'he project 

I , 

with a revised ,cost estimate (Revision 1) was authorized approximately 
six months later, or May 14, 1974" with a written justification. The 
new boiler (Boiler No.7) was purchased and stored, for the'entire 
year of 1975, on utility property awaiting the new plant addition 
construction, scheduled for 197&. A new' revised estimate (Revision 2')' 
was made dated September 19, 1975 7 which contained the Revision 1 
estimates's justification. This work order was authorized October 28, 
1975. The staff contends that a new study should have been ma~e to. 
justify this new plant expansion at the time just prior to project 
approval an<:!. authorization instead of basing the need for' the project 
on a l~ years' old study, thus resulting in the current unnecessary 
plan~. We agree wit.h t.he st.~!' contention that Boiler No. 7 
is not. reql.lirec. We will ncio?t t.he staff's estimate of utility plant. 

Depreciation Exoense and Reserve 

!he $08,400 difference between the staff and the utility 
'estimates of depreCiation expense is caused,by the staffts exclusion 
of Boiler No. 7 and the related new plant addition~ but inelud~s the 
new fuel o~l storage tanks in Account 4406. Half of the difference 
in expense ($34~300) is the difference in the weighted average 
reserve. Having adopted. the sta!';t's estimate' o£ plant~. it £0110\>1$ 
-eh.ot. we :.hO'TJ'le aeop~ ~he s~~~f"·~ e:;,~i!'nat.e of" <!eprt::ciat1on expense 
and reserve '~J'ust.eC ·0 -eM c ...... ,.,,... -ec--...... .:t .... ,....;'·0...; _ -..t.' 

..., - A_ ...... ¥ ow •• v ... ",~,,;,. ... c;..;.,Q "' ... ~ .. eg~ .• .... :..ng f 
Contributions in Aid of Const.ruction (CIAC) as eiscu~sed hereinafter. 
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Ra'te Base 

PC&E:·s estimat.e of' weight.ed ave,rage rate base exceeds t.he 

staff's est.i:nat.e by S2~34.1,L.OO. The difference is due to the staf'i""s 

eliminat.ion of t.he new boiler a."lci. p-la.."'lt.' addit.ions at St.ation' "or·. ~'le 

will not adopt eit.her PG«E"s or the stai'!·"s esticate of rat.e base 
for those reasons set forth in our discussion. 
De~reciation Reserve Reeuire~ent S~udies 

A sUJ)e!"'\"ising valuation engineer e::ployed by ?G&E 

presented a "Theoretical Reserve Re~uirement Study" for the;· 
stea:l system (Exhibit 20, It-ern. No.2). 

\ 
! 

I 
The study outline<i the various mortality cu:-ves used, lives. I 

ages, and ~~;:: ::::-~:~:::~/:;a =e:::~e~;; :::'s::::::nt 
t.o 1973 t.he Ut.ility Plant InSe:-vice ~ccount.s contain only the J 
hist.orical cost. of plant. paid. for by PG&£. ?G&E.'s theoretical reserve 
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study was based on deprcciablep.lant as oi December 31, 1977 (Excluding 
Boiler No. 7); 'thcrefore~ the a.:no~ts shown represent..PG&e"s costs 
built up since 'the inception of ~ acco~~ting system on December}l, 
1911. 

Below is a brief history of' major adcii tionsto pldnt since 
the reclassification of original eost o£ :?l.:m~<as of Decemoor 31,. 1948: 

1949-1951 Three original Babcock and Wilcox sectional 
header boilers were replaeed a~ Station "5'·_ 

1957-1958 Union Iron Works package bOiler was inst.alled. 
at. Sta:tion "T". A deaerating he~ter a.."ld. a 
turbine c.ri "len pump were installed to replace 
obsolete e~uip=ent,ar.d sodium zeolite ~ype 
water softene::-s were inst.alled. 

1969-1977 

June 4,. 1958 - ~~ explosion occurred on Boiler 
No. 4 at Station "T'~ causing Boilers .Nos .. ). and 
4 t.o be made unsafe for further steam generation. 
Two new packaged boilers were installed. 
St.ea-.":. faci1i tics were relocatC'c. for -:.he const,ruction 
0-; the BART system.Y . 
St.ation ,,-:- ..... -as erJ.arged, including installation 
of Boiler No. 7 ~"ld a~liaries ~~d ~he enlarging 
of St.~t.ion "T" ·ouildings·Y 
High presS'.lre st.ea..-n m.ai~s we're installed on Jessie 
a.."l<i Fif-:.h St.ree~ and on Mon.t.gOQery ~""l.d Pine to· 
serve new loads.3/ 

I 
( 

V Cost.s not.' included in depreciation reserve study. V 
Z/ These cost.s nor.=ally would be done under nonrefund~ble advances and ~ 
- thus should be consid.ered as don.ated pla.."tt. The record s __ "1ows no 

adva."'lces for constn:.ct.ion .although ?G&E's Rule 15 calls 'tor advances 
to be made under certain conditions. 
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The st.atr did not present. a separate deprecia'tion,resC'l"'Ve 
requirement st.udy;. however~ a presentat.ion of the recorded Accumulated. 
Provision for Deprecl.<ltion was ::lade as part. of t.he starr-·'$ Exhibit 22. 

We have reviewed the theoret.ic~l reserve rc~uirement $tudy 
presentee. by the company a.."lc. find the study reasonable for purposes 
of this proceeding. 

Contributed Plant 

Accorciing to PC&E~ prior t<> Federal Power Co:l:ll.ssion (FPC) 
Oreer No. 490, issued August 22, 1973, the his·torfcal cost of p~ant 

contribut.ed t.o the comp3ny by others was included in ut.ili'tY :p1a."'l.t 

a.."ld offset. for book and rat.e::taking purposes in B.ala."lce Shee:t Account. 
271 - Contributions in Aid of Construction (CIAC).. In ord'er to 

elimin.ate the CIACaccoun't, the FPC re~uired' t.hat contribu'ti.ons 
relating t.o spe'cific items of pla.."lt still in service be credited to 

the plant accounts. The contributions relating 'to depreciable 
property which was no longer in service or which could not be 
ident.ified was to be credited to the Accumulated ProviSion for 
Deprecia'tion (Depreciat.ion Reserve).. While FPC Order No. 490 was ' 
s:?ecific:l11y <iirec1~ t.O' electric ~nc! ga.s ut.ilit.ies, PC&E applied 
the direct.ive to all its propcrt.ies which included theSt.eam Sales 
Department,. As of the date of t.he order~ PG&E has SlS6,SJ.9 th<lt. 

was assoei.,.t.ed wi't.h t.he San Francisco St.eam Sales System included 
. . 

in the CIAC account... EY.a.'"nination of t.he records of: t.ha~ 
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ac~o~t in~icate~_ that Sl26~7~ was included in the Main account a:d $95 
.... --.. -:---... _ ... - --

in the Services account- Since it was not' possible trom tlle ex1s-cing 
records 'to deter:ine precisely the portion .o! these doll.arsthat 
represent.ed \!tili ty plant still in service or plan:: that. hacL been re'tireci, 
estimates we:-e prepared using the age ot the contricution .me!.. 'the su:-vi vor 
cu:ves representing th~average service lives ane!. mor-~itydispersio~ 
cha:acteris-cics ~sed ~or depreciation p\!rposes. This result.ec. in 
el:iminating the CIAC aCCou:l:t by crediting: $86~ 782 'to, Pla.n:c in 

Service and $40~057 ~ the Accumulated Provision for Depreciation 
"(Depreciation Reserve). 

SucsequeIlt to 197),. t'ohe Utility?la.::.t iIl Service accounts 
co:!tain ollly 't.'1e b.ist.o:-ical cos':. of p1a.n::spaie!. 'tor 'oy the Co~?a:.y. 

!cco-': ~"'g "0 -,nO e s'" .. .r.r ':'v'loo·;-'·""" I ..... e ........ ~ .. _..l ear''; "._: 
.--. ~~ ... ~ \,I "" ...,~., ~~ ... .., .-.-"!' ...... ~.., ..... ~ ---"""-

~: this ?roce~ding by ?G&S as a schedule o! CIAC received in co~~e~ion 
with its S~ea: Sales De?a:-...::e:t.,· does not ag:-ee with. ?C&E1>s 'cooks o~ 

aeco~':.-

Exbibit 1~ was no~ ~sed in deter.=i~ing ~ate oase. The a:oun~ 
reco~ec. in -:.h.e CIAC ledge7' does ag:-ee wit::' 'Che a=octs identi!:'ee!. as a 
!'ootnot.e to ~9S sched':ll.~., '·Stea::. Sales· De?t. Gross AC:d.it.ioIlS &: 

Retire:en-:.s Years 1920-1977~~ sub=it.ted to the stat! accoun~~' 
aIld desert bed. in her testimony. . .. 

-18-
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The following ~abu1ation shows the reeonciliatio~ be~wee~ 

Exhi 'oi ~ 1.4. and the. CIAC ledger:-

CIAC ~tal pe:- Ex..'rl.bit 1.4. (p- 3) 

less~ Advances $~bject ~c re~d and 
no-e. reccrded in CIAC ledge:
(rei'unds have been ::ade) 

?l~s: CIAC :-eco~ed b~~ no~ included 
in Exhibi~ 1.4. 

TotaJ. CIAC recorded· 
,. ess- '"'''r.''' .,,-o-~ ... -~ .. (--.; 0-.., • ""~I"\"'" ~ __ ..,.. ... ~ rJ....... 

~ 1974) . 

Balance pe:- CIAC ledger 
(:ted :ig~:-e) 

C!AC incllld.ed i=. ~ schec,'..:.le "Stea: Sales 
Gross Add:' tio::.s & ~e":i:"e:ne=,,':s" 

'1973 
1974 
1975 
1976 
To't.a1 

S 86,782 
4;7,.12J... 
99,;19 

l r077 
S6Ww~502 

$629,371 

(66,.721) 

92 t 766 
655,:1l6, 

"0· 9' /' ... % _ ... 

$6l.4,502' 

Depa::-...::e:,,: 

I::. addi.tion, as o£ Dece:nber .31, 1977,., PC&E had :::,eeo~ed 

the !'ollo'Wing amOU!lts or CIAC in suspense accou::.ts: 

Year Recorded 

(a) 1968-1971 
(b) 1971... 
(c) 1977 

So't!rce 

Bay ~ea ?.apid. Transit Dist:-:'c't (3A? .. '!D) 
Cont~nenta! ~urance Cocpany 
Ja::.es A. Nelson Cocpa::.y 

-19-
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(a) Th~ $190,000 received fro:1 BARTD remains in 
suspense. Th~ applicable construction has been 
completed and booked in Plant In Service sinc~ 
197). • PG&E is currently in the process of" 
~. al"· ".. ,. ~ h k ~ d' .... :.n l.Zl.:lg 1. ... 5 alla.!.YS1.S 0_ t. e wor pe ..... orme. 
Pre1imina.~ ~~alYSis indicates that a refund 
::lay be due BA.RTD. 
For ratemaking purposes in this application the 
Sl90,Ooo was considered in PC&E~s calculation of 
Weighted Average Depreci,at.ion Re~rve for 1976 
(~~ibit. 2, p. 10-4 1. 17). 

(b) The $45,000 received from Continental Insurance 
Coopa."lY :"emains i:::l suspense as PG&E has not found 
it necessary to perform ~e construction 
initially ~"lticiyated (reinforce=ent of the stea~ 
plant). PC&E will retain the 545,000 CIACin 
suspense 'U.."ltil such tim.e as the applicable plant 
reinfo:"cernent becomes necessary. At,this ti=e 
no refund is ~"ltici?a~d. 

(c) The $17,000 :"ecei vee. from J a::les A. Nelson Company 
has been c:"edi ted f"ro::l the 'Ola."lt.- accounts sub
sequent to Dece~ber 31, 1977, the end of the 
.3.i:.dit period. At the time of t.he audit, the 
related project had been completed but an analysis 
of the work perfo~ed had not bee,n' finalized. 

The sUti"£ accountant recommended that PG&E f"or ratel:laking 
pu:,,?osesy reduce its pl~"lt investment by $62~OOO of CIAC received 
but. not credited !"rol:l the st.eam plant. accounts. 

The stat!" recognizes that the $l90~OOO received ~ 
fro:1 BART!) should cO'rrectly be included as a reduct.ion in plant. 
investment. However,. fo,:" purposes of this proceeding, FG-&E has 

recognized ~~e ~O\4~ts :"eceived from BARTD in its calculation of 
nWeight.ed Average Reserve for 1976". 

The sta£f en~neer in his Exhibit 24 correct.lyreduced 
pla."lt in service by Sl90 ,000 with a corresponding reduction in the, 
reserve. 

vie -,.;ill adopt t.h~ staff :"eco!'ll"':lend~tions t.o reduce, plant 
invest .. ne.."'lt. by $252,000 ~nd reduce the plant ,reserve by $190

7
000. 

The net effect .... '111 be- to reduce net p1n.nt. by $62,.000. 

-20- ..... 
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Accounting for ~ds Received for Reloea~io~ 
?G&E~s acco~ting proceeures !O~ reeoreing aQO~~S receiveC 

in connec~ion with relocation of plan~ facilities. are: 
a. Apply a:ou:~ received ~o of!se~ any ~nse 

inc~ed as a res~t o! ~e reloca~ion. 
'b. Cred.i t ar..y re.m.a.inder to th.e d.epreciation . 

reserve acco~t as a relocation credit. 
(No CIAC is recognized.) 

!he FiDAnce Division recommended ~ a:emorand~ dated 
!"'.a~C!l 32~ J95t, that r-Ot=ts receivee in connection w!::h the :"eloeation 
ot utility pla:::e !acili ties· shall be acc~ou..'"l,:ed !or 01': 

a. First, recovering the ~eali=eci depreciation 
on prope~ies retiree ~reoat~re1y due to the 
relocation work (credit depreCiation rese~/e). 

o. !he:, o!!setting charges ~o expense or ot:er 
accoun:cs re?resen:ci::.g the cost of ::ai: .. :.ena::.ce 
or re~air work in~~~ed in connection ~~h the 
relocation work. 

c. Fi::.allY7 acco-.::<.ti.c.g !o":,, a:n:l bala:.ce re:aining 
as a CIAC (ereC.~t to Pla."l.~ in Se:-vice). 

~e s~! aceo~t~: reco==~ded ~t ?C~ e~;e ':"-.,.. -...... 
aeeo~t~g ?roced~es to record ~o~~ received ~ co~ec~on with 
the reloca-:.ion of ?la.:.t !aci1ities to" eo:c..!'o:: "With 'those reco=e:.deC: 
by Ule Finance Division of 'this Commission. We 'Will aaop't. the-
sta!'! recor:m:endatio::. as i': confO::::lS t.o our lo:g-s':a:lci::.g policy on. 
~eloeations. 

PG&£'s Aceoun~ing Svstem tor Its Ste~ ~o~e~ies 
According to PCi&£7' 'the original elassi.!ica-eions of aCCOmlts 

for cali!o~a elec~ric~gas, and water eompanies were adopted by 
the Ca!i£ortia Railroad Com::ission on October 23, 1912, ~o ~eoce 
eftee-cive JaI!ua.;r 1,. 1913. Although -che Ste3!n Sales Depa:-:me::lt. was 
not specifically mentioned ~ any reference to tha-c action that it 
could !'i:ld. a classi£iea-eion of accou::.ts :tor tllat unit of.' the eocp.uy's 
operation was prepared,. wit.h an 1:lt.roductory statement dated Deeecbe-r.317 
1911, which for plant accounts has remainec in torce today_ 
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From October 1905~ whe::. the company was incorporated~ ~o 
Janua:ry 1, 1913, t..'le e!'!'ective c.a-:.e of the 'Co=issio:J! s original 

classi!ica'Cion~ 'the company· s accounts were :aill~ed. withou,: 
re!ere:lce -:'0 ar..y o!i'icially preseri bed. accounting syste:::l. ':his 

was like'W'ise t.:""..:.e o! Great Western Power Co:::pany which owned stea:: 
proper-...ies subseque::ely acquired. by PG&E. 

3ecal:se none or the uti'li -:.y companies !lad thei:- plan-:. 
acco~nts segregated i:l s~ficient detail to set up their ?l~-:. 
invest.:le:lt 1:1 accoreance -.d th 'the accounting classi£icatio,:c. pre

se:-i bed by the' Cor-:-\" ssion, it was necessa..-y in ::lost iIlS~ces ~o 
s~ with an inventory of plan-:... p~·s appraisal was as 0'£ 

Dece::~er 31, 1919. Figures for the Great Weste~ Power Co:par.y 

were based 0::' t..i.e Kelley Appra:.sal as of Ju."le 30, 19:'S. 

~o= ~e i:!lventory ciates to the prese::.-:. -:.~e, these 
inve::.to~es plus ac.c.itio::.s a:c. Cet-:.e::ents less re-:.ire:ent.s have 
served as t.he historie~ cost. of plan:: includeci on 'the books o! -:.ne 
CO:lp~y a:c. usee. fo'!' ra-:.e~:l.g pU!"poses. The pla::.-c iet.ire:nen~s of 
facili ties ins-:.alled prior t.o -:.he invento:-y dat.es have oee.n "NTi ":.-:.e= 
01..'t of pla::.-:.s at. t.he a::OU:lt sho'W:l i::. -:.he inve::.to:-ies. Retire.:ne::.-:s of 
itemsinstallec. subsequent. to the invent.o:-y dates,were basec.on ~e 
hiStorical COSts of pla:.t recoreed on the books of 'the company. 

'!'he p:!.an~ o~ t.he G~.a::· Wes-:.ern Power C0c:?a.n.y was :nerged. 
""':'t.h PG&E as of June 30, 1925. 

The California ?.ailroad Cor-i sSior., i::. Decision No. 30269, 
dat.ed. Oct.o:er25, 1937~ as amende~ by Decision No. 30339, dat.ee. 
Nove:oer 15, 1937, in Case No. l.230 adopted anc. presc!"ibed, ei"!'ect.ive 
Janua..-y 1, 1935, a Uni!o=::. Sj"'St.e:n of Accour.t.s for' Elect-tic Corpora'tioI:.S 
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aDd in Decision No .. ~.§S~ dat.ed Sept.ember 21~ 1945, in Case No .. 4.L.5S~ 

adopt.ed and prescriced~ e!fec~ive Janua.-y 1, 19~9, a Un1!or.m Syste6 
o£" Accounts for Gas Corporations.. These syste:s- oi" . accounts· con't~:. . 
provisions re~uiring each u~ili~y 'to classify its plant aeeordi:g 

" . . 

t.o· the pri::ary plant. accounts i>resc:-ibed. therein, such classifi-
cation ':0 be made to shoW" bo'th. the. original cost. and the cos':' oi" Ule 

ut.ilit.y of its plant. 
On May U, 1937, the FPC adopted a:l order relating. 

to the deteminati.on o£ original eost of electric plant, as 
required. oy '::lectric Plant. Inst.ruction 2-D of the Uni!or.::. Syst.e: 
of Accounts e!! ec'ti ve J a::;::;.a:-.r 19' 1937. 

~ Resolu,?ion No. A-~e2, adop'tec. :e'cr..:.a:"",{ 11. 19~7, 
t.he Cali!or""..ia Co::=:'ssion direet.ed t.hat no electric corpo:"'at.ion s::01.:.1ci 
:ake any ent.~es on ~ts books"to recorC any reclassification of 
its plant accoc.ts until suc: reclassificat.ion was approved by the 
Co::mission. 

~o= 19~Ot.o 19~9 ce~bers of 'the sta!!s· of the 
Cali!o:-..ia Co=issioI:. and t~e F?C. in connection wit.h an~ as 
part of origi:al cost s'tudies, :lade u,.orough. investigat.ions a.'"lc. 

audi ts of the Cocpany's cooks and. ~ose of its predecessor 
companies.. On June 22, 1949, a conference was held between repre
sentat.ives of the California Co==ission, the FPC, ~'"ld the Cocpany 

. ~ere cer-~ understan~ings were reachee. As a result, on 
Dec-e:lber 1, 1949, th.e Co::pany fiIed Application No. 30823 with the 
Califor:lia Co=ission requesting an order appro-r..ng· the reclassi!ica
tion of the Cornpany·s ent.ire plant- as of January 1, 194.9. This 
included a proposal for the St.ea: Sales Plar .. t as well as the Electric, 
Gas, and 'f.iater Plant. In Decision. No. 43826, d.ated. Febna."j" 14., 1950, 
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t.he rec1assificat.ien W3S approved. For the Steam Sales Department~Y 
the 'cost of properties was set at- S2,070,09? which was a reduct-ien of 

S62,993 in plant carried en the Comp:lIlyts books or which $54~190 

was a~?licable to. the San Fra.."lcisco Steam Sales Syst-em. This 
differenee ~~ primarily acijust.ing overheads included in' PG&Ets 
1919 appraisal a.."lc, Great \1estern Power Company's Kelley Appraisal 
as of June 30, 191$. In addition, the decision ordered a charge against 
the depreciation reserve of $)4.,.199, fer the Steam Sales Department.. 

On February 27, 1950, the FPC issued .an order approving 
the reclassii"icat.ion adjustments. 

From t-he date of the reclassification to the present 

time, the reclassified pla.."lt pl\:.s additions less retirements . 

have served as the historical cost o£ plant for book purposes. 

In June 1978, the staff o~ the then Finance Divisien 
conducted a limited review of PG&E's system of acceunts .fer its' 
St.e..:t:n S.:lles Depar-..ment. 

The review disclosed that PC&E uses it.s own Steam System 

of Accounts d.eveloped in 1911 a:ld periOdically revised by its 
accounting depart:nent. 

Although this system of acceunts has net been adopted 

by the Coc:nissien, it. is adequate to· describe the inves't.'nentand 

eperatiens of the steam department. 
The staff' cencluded:-

"Current.ly PGandE and SDG&E (San Diego Gas & 
Electric Company) have the only stea-: systems in 
California under the jurisdiction of' this Com."Ili.ssien. 
PC&£. cO:l?l.i~ wi t.h the C?UC a.dopted Elect.ric and 

21 San franciSCO and . Oakla."d syst.e:lS. 
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Gaz Sys~ems ot Accounts th~t ~llow utilities 
.... 'ith other ut.ilit.y eepa.rt.'tlents to keep thoir 
bookc which are proper a.."'lci n.ecessary t.o· 
reflect. ~he results o~ o~cration o~ each 
utility depa~~ent. Therefore, it is not 4/ 
necessary to aeo?t. a Stea:n System of Accoun t.s. "::I 
In addit.ion, the current. examinat.ion disclosed that t.he 

steam sales plant accoun':S prescribed. in PG&E's St.ea.-n. Syst.em of 
Accounts were the plant a.ccounts recognized by this Commission in 
Decision No. 43826, ciat.ed Feb:-utlrJ 14, 1950, for the recl.:lssific:ltion 
of steam pl~t. prope~y. 
St.aff Adius~~ents 

t 

At. 'the July 2, 1979 hearing the zta~f test.ified as follo·..r$ 
i~s p~oposed eh~nges ~o its showing: 

"The purpose iz t.o ~resent to the Commission the results 
of adjust:lents to the st.af!, and t.he utility·s Su!-r.mary 
of E:a:-nings- The adjust.ments consist of reducin~ ?lant 
!n Service by $62,000 for Contributions in Aid 0 ... 
Const.n:ct.ion (C!AC), as recor.'::o:ended by t.he Finance, 
Division, ane. also incorporating the lat.est rates for 
Social Security t.ax (F!CA) and for federal income t.ax 
(FIT) on a pro fO:"::l3 basiS. The ?ICAr.;te was 5.85% 
in 1977, but t.he current rat.e is- 6.13%. The Fl.T r~te 
presently is 46% for corporat.ions as set. by the Revenue 
Act. of 1975; t.he previous rat.e of 4$~ w'")s used by the 
staff and t.he utilit.y in their exhibits." 

. 
i • 
I 

"''1e did not include ?C&E'zste:lm depart.ment. in our OIl. 33,. 
I 

al'l ! 

investigation int.o the etfects of the Revenue Act of 1975, 
included as a pending rate case in Appencix C of OII»-

as it. was i 
I 

~le anticipated that. the decision in this proceeding would. 
recognize our Finding 6 in Decision No. 90316 fo·r OIl 3>,. where we-
stat.e<! that '"The ¢.'tlployers· sha::-e of the F!CA tnxcs was increased 
on Ja."luary 1, 1979. Such a.."'l increase should serve as an offset to 
the concur:-ent reduction in federal income ·t~es· pursuant tot.he 
Revenue Act. of 1978." 

Therefore, · .... e .... "ill ~ecognize the higher FICA "C~es and 197$ 
Revenue Act. effects as reason:.tble for t.his proceedins- i1e . will 
aco:?t the a.djus't.-nent for CIAC as it. deals · .... 'it.h A;' subject of t.he 

::-eopened proceeding_ 
., 

4/ Memora.."ldu=, June 27, 1975, to the Director of Finance Division 
- from Principal Financial Examiner. 

-25-

I 

I 
I 



e· e 
A .. 57202 ks .. 

Alloeat.ions 

Indirect adminis~ra~ive ~~d general expenses which are 
general in eharaet.er; eo~on ~t.ility plant including material and 

supplies, which are used joint.ly by several depart.lnents; plus the 
depreci~t.ion ~nse and. d.epreciat.ion rese:-ve~ relat.ive to common 
ut.ilit.y pla."lt; ad valore.":. t.3Xes on eo:n.::::on utilit.y plant, including 
:nat.erial and supplies; and: payroll taxes not. based on income were 
prorat.ed t.o the i"our operat.ing departments o~ electric, ga.s, water,. 

a.~d steam sales. Proration was made by the four-facto.r metnod .0.£ 

-allocat.ion. 

The portio.ns of indirect administrat.ive ~"ld general 
expenses such as injuries and da.-n.ages, pensio.ns. and the saving fund 

plan, alSo. including payroll taxes, were allocated t.osteanl sales 

, 
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$ys~em by use o~ a 0.22 perce~~ factor. Since this ic the same factor 

adopted in D.S62S1» d$.te<i August 24~ 1976. of the last. general 
electric .md gas p::"oceeding,;. A.55509 and ;".55510» ~he st.affusec. 
this factor in its es-:.ima~es. Both the s-:.af.'f .:md th~ utility used 

a zero percent factor for ~llocating the property insurance item 
. . 

of ad::linistra:~i ve a.."ld gene:"al expenses; t."lis is the- S.:L'Tle as shown 
on the staff~s exhibit in ~he last. general rate pro¢eeding. 

For the balance of items sho.....n as indirect administrative 
and general ex;>enses a.."lc. all other con-.rn.on u~i1ity pla.'"lt associated 
i t.eos» the compal'ly used a 0.14 pe::"cent allocation factor based on 
the composite rates of the four-facto::" method. The method was' 

reviewed in detail and appeared to be consistent.. with st..aff·prac~ices 

and was followed by the staff. 
The staff witness testified that he made no· special· 

study of the stea..-n depart.::lent <).S. "we just had a sr,a£f review o~ the 
gas and electric rate case previously and I used the i'aet.o::"s that. 
they had rev'iewed a;~ the total cocmon utili ty pl~t estimat.e~ that . / 
they ca:ne up' wi t.h. H.(./' . . :.' . V 

The use o£ the four-factor met.hod for very sm.a.lldi visions 
of P"""&& leads to distorted. results. For example,» according to the 

st.:ll"f the st.eam depar-...cent will have 279 eustome::"s for t.he 1979' 
test year. 

The st.a££· s four-fact.or method thus assigns $2'»630 or-
common plant. and property held for future use to each steam customer. 
The stafr· s !:lethod. assigns S665 of ad .. ':inistrati ve and genera.lexpenses 
to each customer and $1,,644 of ~'Orking capital. 

V Those est.imates did not. give consideration to the sta£frs dis- V 
allowance of' $2,.790»614 of Steam Department Production Plant·.; 
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The problem of alloca~ions was recen~ly discussed. i.:l 

Decision No. S746S dated June 21p 1977 ~ connection w1~h PG&E·s 
Application No. 54199£or authority to increase its rates for 
wa~er ser'\"ice provid.ed by the Tuol1WC.e Wa~er Syste:a.. ~ Decision 
No. S7I.6S·we saic:!.: 

"~ a.~~es ~ha~ its utilization of the four-factor 
method 'to allocate co::c:.on exoenses is fair and. 
reasonable. PC&Z util~zec:!. the established feur
factor ~ethod. ~o alloca~e certai~ ad.ministrative 
and general expenses? to aJ.locate common u~i11ty [plant] 9 

and to allocate common utility plant depreciationy 

rese:-ve?- anc. expe::.se "CoO t.b.e '!\lol"-'"'e Water S:.rste:: .. 
pr~. aco"jteC ~e four-factor oethod a!ter disc~ssion 
with ~e~sta!! several years ago. The four factors 
are C1:.sto:e:-s,. capital invest::lent. y op~rations and. 
maintenance expe:se,. and. direct. payroll. For each 
O~ "''''e o ... e-a-.; ...... ";e"''''--e'''''''' .; "'c' •• ..1.; ........ "'e • ......... e-• w... • ..., _ ----6- ~ ~-...,... ... ~., ~ .. _ ... \.It .... e,.. W~ .. g.tw_ 

c~~~ent,. ~ere is d.eveloped a ~rcent or tot.al 
for ~e four ite:s. If ~~e four-fac~or cethoc • 
is not utilizec? ?G&£ clai=s it will ~ean that some 
part of i-:s co=on pla::.t a::.d. aC"'1';:istra:~ive ane! 
general expe::.ses would. not be recovered,. w"-..iC!l 
would be ax.. :::'!":"ecoverable loss -:¢ PG&E. 

"The s~f es~i::late was based 01:. at.wo-!'ac~or allo<:a
~ion. The reason ~or ~his~ as exp!ai~ec at le:~h 
by ~he st.a£f wi'C:less~ was tb.a:: a !our-!actor 
allocation ~roduced a disto~ed resul~ for the 
Tuolumne Wa::er Sys-:.e: of" $10.11 per C1:.sto:::!.er as 
opposed to a S5.39 cost per c~st.o=er for PG&E 
overall. The sta!£ t.wo-factor allocat.ion resulted 
in a charge o~ $6.09 per ~stOQer,. a more eq~i~able 
estimate. Accorc:!.~g t.o the sta!~ wi~ess, he did 
~ot bli~dly follow a for.:u!a which led to ~ 
unreasonable res~lt but insteac substitute~ 
'engi:eering jud~ent· to reach a reasonable resul~. 

"We are impressed with the sta£f showi:.g both as to 
its s~udy o! eusto=eracco~ts expe:seand the 
allocation o! co=non expe::.ses and p1.a."'l'C.. We find 
it difficult to be1:teve tha:~,. i.n PG&Z's "WOrds, 
'nothing had changed since" the last allocation study 
undertaken in 1965'. '!he staf!'·s estimates will " 
be adopted." 
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Ii' we .found in 1977 that.. an. allocat.ed cost per customer oi" 
$73 .OS per year was: reasonable for·a small water _.di vision of' PG&E,: 

surely a custocer cost of" ~64.S0 per year for 1977 test year ~st- be 
un:easonable for the st-ea: division 01" PG&E. I~ we found that $69 
o~ common plant per custo:er was reasonabl~ for ~~e small wate~ 
division, then $2,630 must- be unreasonable for the s~~division. 
Administ~tive and General ~nses 

Based upon the above discussion a reasonable allowance ~or 
admltlistrative and general expenses is $21,000 instead of" the sta.!'f's 
$190,600. 
?~te Base Dete~inati~n 

S~!:- Ex!:ioit. 9 sh.ows on Table 9-A a110cat::ons Of"CO=OIl 

plant a.:lc,. prope:"":y held !o:" future use a::ounting to S733,600ane. 
0:' Table 10-3 a c:.epreciation reserve allocation ot S17S,SOO or a 
net. o! S55!o.,SOO. . 

~ Table !l-A ot s~! Exr~bit 9 the st.at! shoWs allocatee 
co=on pla:t :atetials a::.c. S".:.pplies of $)1...0,800 and allocatee. wo:'king 
cash a11o~ce of S115,000 or a total allocatee. wor~g capi~a! of 
S1..58,800_ 

raole 3 of st.a!! Exhibit 2) shows an adjusted net pl~t. 
invescent ~ 0: ZJece:ber 31, 1977 of $),590,459; froe thiS ... a:OWlt. 

$2,790,614 of procuc'eion plant related t.o Boiler No~ 7 shocld. be 
s-.;,b~rac-:.ec. leav-:.:lg a bala."lce of $199,845. 

I:l the Tuolu:ne matter, the st.aff ::lad.e i t.s ow:c.. es:t.i:la'ee 
of materials and. supplies and developec:. a working cash allowanc'e 
based. 0::. Tuolu:nne· s neec!.s. In this matter, materials and. supplies 
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• and working cash .l!'"e total co:np.1. ... 'ly allocated a:nount,s. There is 
~othing in this record to show th~t ~~y of the ~te!'"ials onc, supplies 
allocatee to the ste~~ de~ar~ent could or woulc ever be used in the 
steam system. Based on ~~e Si~?lified Basis§! of de~crmining a 
worki~g cash allowance,S61,000 is a reasonable a~ount. 

Adjus~ing the sta.tf's rat.e base in accordance with the 
above discussion derives a ro'lte base of $839,000 ins·tead of' 'the st.aff"s 
$1,. 893 ,600 • 

Use of the st,af!'s weight.ed average depreciation 
reserve in this dete~ir.ation should not be const.~ed as agreement 
that t.he c.epreciat.ion reserve is properly estirna:ted. As every 

$1,000 of rat.e base disal10wa."lce only requires a reduction in net 

revenue of S92.00,we '~ll not re~uire further study of the reserve 
in this proceeding. PC&Z is ?ut 0:' notice that it did. not. prepare 
its reserve requi:-ement study in the m.;lnne:- cont.e:platedby ·Stanc.a..-d 
Pr.:lc-:.ice U-4. 

Following is a sU:::.:lary of how the stea:: department. rate 
base adopted herein is derived: 

Sl,.$:Jl,.600 

(500,700) 

(571,900) 
60,000 
20,000 

$ 839,.000 

Total weigh'tedaveragedepreeia'ted. 
rat.e base, ?roposec!. by t.he'sta.~ 
(inclu.d.ingthe adjust.::lents £0:" 
Boiler No. 7 previouslyc.iseussed 
on page 10) . 
Allowa..~ce tor 'to·tal 'working 
capi tal based on the ~our-.facto·r 
::tethod is disallowed.. (i:lcl~des 
working cash and ::laterials a."l.c. 
supplies ) 

Coczon plant disallowance 
Working cash. allowed . 
Matetials a.."l.c. supplies allowed 
Ado?t.ed weightec: .:l.verage 
depreei"t.ed test year'rate 
base 

~ St.and3rc. ?raetice U-16 Dete~inat.ion o~ ~brking Cash Allowance. 
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Th~ adop~~d rate base r~sults fro: our review of th~ evi~er.~iary 
record before us. In the ~cxt PG&E s~eam proceeding we· can 
reevaluate 'Whether Boiler No. 7 re:nains excess capacity (see p. 10 
for discussion) and whether it should be included i..."l rate base. 
Based on this record we are not con~~nced tha~ the four~factor 
:nethoc.ologj" reasonably reflec~s a sound· allocatio:.., o£ c·o:mr.on pla."'lt: 
to the stea:: depart~ent. Staff a.!'l.d PG&E may address the question 
o! allocating COm:lOn. plan-:- i!l. the ~ext. stea= ra-:.e proceeCing- We 

r~ve7 however, included an allo~~ce for working capital which is 
our best esti=.ate given t...i.e evidentiary :ecord. 

Rate of Retu::-n 
Ml.y rate of return dete:mination necessarily requires the 

weighing of a n~~ber of economic intangibles which. are difficult ~o 
measure by statistical comparisons. It c.evolves upon the: judgment 
of the Commission after weighing the evidence ?resentedby all of 
the experts 7 to determine and set.::. fair and reasonable rate of 
return. (Pac. Tel. & TeL Co. (1968) 69 CPUC 53.) It-was the 
statement of ?G&E' s cou.~cl that ~he rates proposed in the application 
would produce an 8.04 percent r~teof return o~ rate base if in effect 
for 1977. PG&E recognizes that such rate of return is. less than the 
9.20 percent requested ~yPG&E. 

The staff's financial eX7ert would have =eco~~ended a ·rate 
of return.of 9.35 percent on rate oase7' except for the· fact he 
un?erst?04~!95cE :~~ only requested 9 .20 peree.."\t. For ~hc pw::po:;c~ 0,; '. 
this 'Proceeding~ we will ac.o'Ot a 9.20 ?¢rcent r~te. of'retu.rn as reasonable .. : 
Ac.o'Otec. Re~uJ 't..s 

Based u~on the abov~ c.iscus~ion we wi" ~do~t th~ 
follo .... 'ing results of operat.1.on. The ~oss revenue increase .a.u~horizcd 
is S3~,SOO instead of PG&E'srequested $1.131,900. 
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PACIFIC GAS AND EL:E;CTR:EC COM?;,J.ry STEA.¥. SALES SYSTEM 

Sm.w-.ARY OF EA..~'f.tNGS 

YEAR 1977 ESTDt.ATED AT 9.20 PERCEN.T RATE OF RETURN 
(Dol~ars in Thous~~s) 

It.em -
O~e~a~ing Revenues 

Revenue From Sales 
Total Ope!"'a~ing Revenues 

Ooe~a:tingEXr>enses " 
Production 

, Dist.ribu t.ion 
Cus~~er Aceoun~ 

A&G 

Subtotal 
Depree. & A.-nort.. 
Taxes Other Than On Income 
State Corp. Franchise tax 
Federal Income Tax 

Total O?erating Expenses 
Net Opera~ing Revenues Adjusted 
Rate Base 
Rat.e 0: Ret-urn 

(Red 'P'igure} 

-;1-

$J; r 2S:1 •. 0 

3,.2S.l .. 0 . 
\1 .• . 
" 

2,94.8;"4; 

').04.4: 
5.4' 

2'1.0 

3,,359:.-2 
48:.5-

22S;~4 

(76.4).', 
(361~ 9') .. 

3,203·'.$ 

77~Z' 

839-0 
9 ... 20~' 

" 
" 
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Rate Desig:; 

The<decl~~g bloek rate struc~re is ~co~sis~ent with 
. ~ . . 

this COI:llllissionts cu:rent rate design policy 3l'ld shou:ldbe replaced 
by the stat! proposed flat commodity rate. Similarly, we agree. 
~~th the staff·s reco~e~dation to replace the cu.~e~t mini=um 
e~ge with a :::.ontbly customer c:b.arge. Tllese::-ate design cb.a:!ges 
::"ct'lect our belie! that a eusto::::e::" should not be economieally 
penalized to::" c,onse::"V'i:lg. 

With 'irega....~ to PG&E's request to eli:ni:::late the nominal 
ceiling o~ lost. a.:ld UIlaceou:o.ted to:- steam :"rom the Fuel' Cost 
Adjust~ent, ~e a::-e co~vince~ tAat it :ust be retained. The nominal 
ceili:lg serves as the compo.:o.y's :::lain econoI:lic incentive to reduce 
levels of lost a:c.d unaccou:.ted to': stea:::n. We u:-ge that where 
econo:nically teasi":>le the compa:lY conti:l'f.!e to. :ninimize steam losses. 

Fineings of Fact 

1. Rate base and expe~esassociated ~~tll.the installation 
of Boiler :\0. 7 and t~e pl3llt ade.i tion at Station liT" are not 
reaso~ble to:- this proeeed~g. 

2. The sta!t reco~-ended rate desig::.should be adopted. 
~. The nomj:l:ll ceiling on Lost and Unaccounted tor Steam. 

set !'o~ i:. tlle Fuel Cost Adjus~e:lt; is .=easonable and should 'be . 

retai:led. 
4. A reasonable ::-ate o!re'tu--:l applied to the adopted ,':ate 

base is 9.20 peree~t; which ~~ll increase gross revenue by S394~SOO 

oased on the test ye~ 1977-
5. Tllebase rates shown in Appetldix Are!lect a weighted 

ave~ge base cost o! ~ossi1 fuel of 192.340 cents per million Btu, 
t.he equivalent. steam cost being Sl.0.399 per thOUSril"ld 'Ooun(is~ 

6. Ap?lica.."'l.t established. ~ t~ ini-:ia-:i vc account purzuan~ 
t.o o:! 19 issued J~c 27. 1975. 

7. The tax initiative account bala.."'lceon December 31, '197$' 
~ $24.159. 
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Conclusions o! Law 

, 1. The Petition to Set Aside SUbmission and Reopen ~e 
Proceeding filed by Grosvenor ~operties~ ~~. should be 

denied. .. 

2. PG&E Steac Dep~ent shoule be allowee to increase 

its steam rates as provided in the order which follows. 
3 .. ?~ should. be; o:-dered t.o change its accounti:.g 

procedures to record. amoutl.t.s .. recei ved in connection 'Wi'th. the 
. reloeat1on of plant !'aeiliti~s to coIli'or:r. 'With. those, reeo:r::le:::.ded 
,by the Reve::.ue Req-.:ire::ents Di~sion 0:£ this Com::.ission. 

o RD· E R - ....... _-
IT IS ORDEPzn that: 

1. The ?eti':.ion ':.0 Set Aside Sub=iss=.on a:ld. Reopen.t.he 

P:-oceeding fil~ by ,Grosvenor P!-ope~ies7 ltd. is detied .. 
2.. ~ter -:.he e!!ecti ve date of: this o:e.er, ?acifi~ Gas 

and Elec~:-ic Co:lPa.::.y· (~) is authorized 't.O file the revised stea,: 

rate schedule at.~ched. t.o this orde= as AP::>end.ix A.. Such filing 

shall cocply wi ~ General Order No. 96-A. 
3 ... PG&S shall, within thi~y days after the ef'!ective 

date of' this o:rder, cha::;e its accounti::.g procedures to recorC. 
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amoun~s received ~ connec~ion wi~ the relocation of plant £aeili~ies 
'to con!or.r. -Ni c those reeo=nendec. by th.e Revenue Requirements' 
Division of this Co~~ssion. 

The ef!eetive date ot: this order shall be thirty days 

a!ter the date hereot. 
Dated FEB 1 3 1980 San ~ancisco, Cali~ornia • 
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Pacific Ga:5 and E1~etric C¢c:pa."lY 

Steam ~~~tment 

A?plieants tllrif! r.'lte~ :xre chAngec! to the level or ~ent ehow:l 

bel~ !or Schedule $-1: 

y 

S7.oo 

Col:lll\odi ty Char ~: 

for all deliveries. ~er 1000 les •••• - S4..66:37 $7·592'7' 

Fu~l ~t Adju~t~e~t: 

A fuel cost <l.dj~tme!lt of S2.9290 ~r thou~a."ld pounc2. as provided 

for in Part S of the ?relimiDll.:"Y State!:'.en.t~ is i!lcluded in the . 11 
Effective ~te~ for 5e~ice her~"lde: ~e~ fo~h above. 

The S2.9290 !"uc-l cost ncijustmcnt is the difference 'oetveen the 

i~~eeded !uel cost o! $1.039 (zee F~ding No.5) .'lnd the cu.-rer-t 

rate of $3.~6S. e!!ective ~em'oer 1. 1979 as authorized by 

Re~olution Xo. G-2326. 
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