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92861. AiR 7 ~l 
Deci5ion No .. _----

BEFORE !HE PUBLIC UTILI~IES COMMISSION 01 !HE S~1t OF CALIFORNIA 

APpliea~ion of PA.CIFIC GAS AND ) 
ELECTRIC COMPA.NY for a.u~hori1:Y, ) 
among o~her things, to increase ) 
i~5 ra~es and charges for s~ea= ) 
5ervice provided by the San ( 
Francisco s~eam Sales System.. ) 

(Steam) ) 
) 

Application No .. 57202 
(Filed April 6, 1977; 
reopened June 1, 1979) 

Malco~ R. Furbush And Joseph S~ Engler~, Jr .. , 
Attorneys at taw, for Pacific Gas and Electric 
Conp4ny, applicant. 

Robert Laughead, for ~he City and County of San 
Francisco, interested party .. 

WilliAm J. Jenni'N)s, Att.orney 4t 'LAw. a.ncl 
Bruce M. DeBerry, for the Commission st~ff . 

OPINION - - ~ ~'~ ---
summary of Decision 

'the decision fincis that. the use of the two-factor method 

in allocating co==on plAnt in Decision No. 91325 WAG no~ correc~ .. 
, , 

It finds that the four-factor methoC i5 appropriate ancl moclifies 
Dc~ision NO. 91325'3ccordingly. The incre~se rc~ulting from thi~ clccision is 10.76 ~ 
percont, or $350,000 over thot outhOrized in Docicion No. 91325. " 

State=ect of the Case 
!his mAtter is on rehearing. Application No .. 57202 is 

one in which Pacific Ga- and Electric C~pany (PG&E) sought ~uthori~y 
to increase rates in it8 San Fr.clncisco Steam Sales Syst:em (System). 
The appliCAtion was filed on April 6, 1977. He&rings were held. 
The matter vas reopened on June 1, 1979. On Febru4ry ll? 1980 t1lc 
c~iasion entered Decision No. 91325. That decision authorized 
an increase in rates. In c31culAting the rates it utilized 4 ~o
factor zethod in allOCAting e~on plant to the Sy~t~. 
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PG&E petitioned for a rehearing.. The groUDds stated in 
the petition included the following: 

"2.. The decision's refusal to follow the four ... 
factor method in allocating CommOD plant 18 
arbitrary, unsufported by t'ubs tantial evidence, 
violates PGandE s due process rights, and 
violates Public Utilities Code section 1705 
by failing to make a separately stated 
finding of fact on this issue. 

"a. The four-factor method was used both 
by the Coamission staff and by PGandE 
in the presentation of this case; 
propriety of the method itself was 
not briefed, studied, or placed at 
issue so that PGandE and the staff 
would have the opportunity to preaent 
evidence on it. 

"b. Rejection of the four-factor method 
ana substitution of the two-factor 
method vas ia.proper, without justifi
cation, without evidentiary support, 
and abrogated PGandE's right to 
constitutional due process; it failed 
to comply with the requirement of 
Public Utilities Code section 1705 
that findings of fact on every 18sue 
material to a decision must be 
separatel,. stated, and it vas premised 
on use of the two-factor method ill 
another cue without any evidentiary 
justification for its applieation 
here." (Petition for Rehearing, 
pp. 2-3.) 

In Decision No .. 91737 ent~red on May 6, 1980 the eo.m18sion 
granted a limited rehearing As follows: 

"IT IS ORDERED that rehearing is granted ooly with 
respect to the following issue: 

"Whether the use of the two-factor method 
of allocating certain cOlllDOn plant &Dd 
acb1nistrative and general expenses should 
be adopted for Pacific Gas and Electric 
Co .. '. steam. sales department .. " 
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Baekg;,oand 

Common utility plant aDd administrative aDd general ~) 
expeases of a .ultifaceted utility such as PG&E .ust be allocated 
among ita gas, electric, vater cd Bte&m departaents, and &JDC>ng 

districts within those deparements. 
The .oat accurate, and thus, preferable method of .. kiDg 

allocations of common utility plant (1acludtDg related depreCiation 
expense, depreciation reserve, aDd. ad valorem taxes) is on the buis 

of • study in which each item is allocated between departments or 
districts according to directly assignable use. Similarly, direct 
assignments to A&G expenses are preferable. 

Use studles of common utility plant and studies lookiDg 
to direct a$si~t of most A&G expenses involve .. review of PQ&E's 
overall operations, aDd require considerable staff or utility time 
and manp~Aer to produce. Formerly, it was the practice of the 
Coanission SJtaff to conduct such studies at intervals of three to 

five years in connection with general gas or electric rate 
proceedings. In recent years our staff could not make available 
the necea.a:,. II&1'lpower to conduct such studies. Therefore, the 

four-factor method, formerly used only to make allocations of those 
items of A&G expenses which could not be directly assignecl, bas 

been used instead of full-seale studies. 
Included tn PG&E's common utility plant are its bead

quarters office in San Francisco, its district offices, aervice 
centers throughout the State, ant! local warehouse a and te.t1..l'lg 
f&cilitiea. PG&E provides gas and electric service throughout 
the St&te; but it provides water service only in limited areas 
in the Gold Co1mtry, and it prorldes steam service only in the 
San Francisco Ba,. Area. By far the greatest portion of i" coa.on 
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utility plant is used in it.s gas and elect.ric services, and the 

preponderance of i~8 A&G expenses are incurred in connection with 
those services. Allocations of eommon plant and A&G expenses 

b~sed OQ a four-factor method (rather t.han direct. assignments) 
produce generally reasonable results for its gas and electric 
operations, but may produce distorted or unreasonable results 
for its limited operations ~ p:oviding steam or water services. 

The four-factor allocation method advanced by PG&E and 
our suff, and the two-factor allocation method adopted in our 

original decision lXl3y be expedient.s used 1:1 substitution for direct 

assignment methods. We adopted the two-factor method in our 
original decision because it appeAred to us it produced a more 
reasonable result than the four-fact.or method, as it allocated 

subseantially less common utility plant and A&G expenses tO,the 
steam operatiou than the four-£4ctor method. HO'W'ever, we did not. 
b4 ve then, or do we now, the evidentiary record to support our 
assumption. 

In the reheAring phase of this p:oeeeding no party to 
tbe proceeding fully explained the background of t.he two- and 
fou:-fae:or methods and the differences in the monetary resul~s 
resulting frOCl their use. We note that use of the four-factor 
method requires 4n additional annual,rate increase of $350,000 
over the amount of $394,000 authorized in our original decision 
in this proceeding. 

Because the record <icveloped by PG&E aud. our stAff 
rel.ates solely to the four-factor method, an4 because there is 

no evidence in the reopened phase of the proceeding to sU?port 

any other allocaeion method~ we a:lUSt, perforce, adopt the four
factor method or reopen the proceeding for the receipt of 
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additiOft&l evidence. Inasmuch as the adopted results of operation 
reflect a 1977 test year ~ we prefer to make further review of 
alloeation procedures in a new proceeding rather than to keep open 
this proceeding. The test year ~ for r&tesetting purposes ~ is old 
and the return authorized for the steam department is cODBiclerabl,. 
below that DOW applicable to the gas and electric departments. 

Therefore, we will direct PG&E to conduct a new use stud,. 
of common utility plant and a new study lOOking to direct assignment 
of the principal components of A&G expenses and to present such 
studies 1n its DeXt general rate proceedfng for the steam department. 
(It will not be required to present such studies 1n Applications Nos. 
58545 ~ 58546 ~ and 60153 currently being heard.) The gene:.al outline 
of the c02ltemplated studies 18 set forth in Appendix C. In the next 
steam department rate proceeding PC&! may advance other assignment 
llethods, but it must present the direct ass1gnment study we direct • 
At this juncture we are not prepared to speAk with finality on 
which assignment method is IaOst reasonable, just that in the next 
proceed1Dg we want an alternative developed aDd addressed • 
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A duly noticed rehearing vas held before Adadnistrative 
Law Judge Donald :a •. Jarvis in San Francisco on September 16" 1980. 
The .. tter· ... submitted subject to filing of late-filed exhibits 
and the .tranacript which were received by October 2" 1980. 
Material Issues 

The .. terial issues presented in this proceeding are: 
1. Should & two-factor or four-factor method be adopted in allocating 

cOlEon plant for System? 2. Should the reheariDg proceedings be 
dismissed? 
Discussion 

PC&E is diVided iDto various eeparCDents: gas, electric, 
vater, and steam. Separate accounts are kept for each department. 

The Coamiaaion sets separate rates. However" there are certain 
coaaon expenaes which need to be allocated to each department in 
eonside~ the various factors used in ratem&king. lhe two-factor 
and four-factor methods are ways of allocating the c~ expenses. 
For Systela, these expenses are primarily administrative and general 
expenses (A&/;) and certain taxes. 

No evidence was presented At the original bear1Qg proposing 
or supporting the use of the two-factor method. Decision No. 91325 
relied on & PC&E vater .,stea case as the basis for adopting the 
tvo-factor aethod. (~J Tuolumne Water System" Decision No. 87468 
dated Jaae 21, 1977 irI. Application No. 54199.) 

The Commission takes official notice that in the most recent 
Tuolumne Water System rate ease and related vater rate eases it 

utilized the four-factor method.. (~" Tuoltane Water S'!tem" 
Decision No .. 92490 in Application 'No .. S8631 entered December 2, 1980; 
PG&E" Western Canal Water System" Decision No. 92177 in Application 
110. 58628 entered September 3, 1980; ~, Willies Vater Syatem, 
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Decision Bo .. 92192 in Application No .. 58629 entered OD September 3, 
1980; PG&E, .:Jackson Water System, Decision No. 92489 1D Application 

No. 58630 entered on· ,December 2, 1980; ~, Placer Water System, 
Decision )lo .. 92298 1nAppliC&~1oD No. 58632 exatered on October 8, 
1980; &Dd ~, ADgels Wat:er SY8t:eDl, Dec1aion No. 92297 in 
AppliCAtion No .. 58633 entered on October 8, 1980.) 

The record indicates 'that on September 18, 1968, PG&E 

wrote to the Commission and proposed ~e use of the four-factor 
method. On September 29, 1968 the Secretary of the ec.aission 
responded to PG&E that "the Commission staff bas no objection to 
your proposal." (Exhibit 26.) Except for the 1977 !'uoluame vater 
decision, every subsequent Ccwnission decision in a rate proceeding 
involving any depar~ent o~ PG&£ utilized the four-factor me~od. 
'!be Coaaission bas utilized the four-factor method in rate proceedings 
involving San Diego Gas & Electric Canpany, which has a separate 
8 team clepartment .. 

The four factors are: (1) Direct labor; '(2) operating 
&Dd ma.inten&Dce expenaes (O&K), exCluding fuel; (3) plant; And 
(4) custcaers.. The t:Vo-factor 1Iethod considers (1) plaDt and 
(2) custcaers .. 

the factors omitted from the two-factor .ethod include 
labor-related items.. PG&E intxodueed evidence which 1Ildicates that 

a large amount of direct labor is employed to operat:e the System. 
System payroll is approximately 57 percent of 0&14:, excluding fuel. 

A&G have a relationship to O&'K. Pensions aDd benefits in A&G are 
allocated based on a direct labor component. 

PC&E alao introdueed evidence which indicates that there 
is DO ca.parability between System and its 'Tuolame Water System. 

A project manager of the Energy Group of the Commission's 
h~ena.e I.equirementa Division testified at the rehear1Dg. He testified 
tba1:: 
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"Staff believes that, for purposes of this 
. proceeding, the use of the four-factor 
method is a reasonable way of allocating 
eoamon plant and expellSes." (Ex. 28, p. 1.) 

HI felt that the 4-factor method appeared to 
be reasonable and had been used by the staff. 
It vas consistent, I believe, &5 I've 
explained in my testimony, and, for that 
reason, I believe that it s reasonable to 
be applied in this rehearing .. " (Rl' 548 .. ) 

It is clear that uae of the two-factor method in Decision 
No. 91325 was not correct and resulted in an ~proper allocation of 
COlXlDon e~nses. 

At the conelusion of the rehearing, staff counsel moved 
to diamiss the rehearing proceedings. Counsel for interested party, 
City and County of San Francisco,joined in the aotion but advanced 
no additioD.&l groWlds. The presiding AI.J took the motion under 
submission. (Rule 63 .. ) The basis for the motion is that Decision 
No. 91325 is baaed upon the results of operations for the test 
year 1977 and that it should Dot be modified because the passage 
of time requires a new rate proceeding before the rates in that 
decision c:&Il be changed. There is no merit in this motion. 

During' the proceeding staff eOWlSel sought to eonvert it 
into a new general rate ease. The presidirlg ALJ correctly ruled 
otherwise: 

"A'LJ JARVIS: .... the order that reopens this is 
very liaited to the question of whether or not 
~e 4-factor or 2-factor method should be 
applied .. 

"ADel it is flAy perception that all the findings 
. that deal with other -tters are not open to 
change.. Otherwise, "e've got a new rate ease • . 

"MR.. ~"NINGS: 'Ihat r s right, we do • 
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WALJ JARVIS: Well-
"MR~ JENNINGS: We c:1o .. 

"ALJ .JARVIS: -Well, proceed on your line of 
inquiry, but I vill indicate that: tmless me 
Commission enters a further order in here, 
I am not prepared to enter or recommend any 
order that goes beyond the question of 
whether or not: the figures on the 4-factor 
method should be modified .. 

"MR.. ENCLER'l': I might add, yow: Honor, PG&E 
is not asking anything more than the order 
called for, in this case, an inquiry into 
the 4-factor .. 

"MR.. JENNINGS: PG&E is asking to impose 
additional rates on its customers in this 
proceeding. 

"ALJ JARVIS: I am Dot going to try a de novo 
rate case on a piecemeal basis, as I perceive 
the order. 

"Nov, the Coamission entered the order granting 
the rehearing, the Coanission limited the 
issues, and I am bound by what the CoaIIliss10n 
has done .. " (ItT 534-35 .. ) 

!he motion is &D extension of this position .. 

A rehearing is granted "for the purpoae of correcting any 
error which the Court may have made in its opinion ....... " (San -Francisco v Pacific Bank (1891) 89 C 23, 25 .. ) Public Utilities Code 
Sect:ion 1736 expressly confers this jurisdiction on the Commission. 

Having found that the use of the two-factor .ethod in 

Decision No .. 91325 is not: supported by the record aDd not correct, 
it would be contrary to law for the Commission to refuse to correct 
the error.. Farthermore, the. decision being corrected was issued in 
1980 aDd the aodifications ... y only operate on a prospective buia_ 
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lfo other points require discussion. The Caznission makes 
~ fo11owiDg findings and cODcluaioDS. 
Findings of Fact 

1.. Portions of Decision Ko. 91325 are unj\18t and U1lWarranted 
and that decision should be changed &Dd modified. 

2.. Pages 27, 28, 29, and 31 of Decision No~· 91325 contain 
statements that are unjust snd UXlV&rranted. aev1sed pages 27, 28, 
29, and 31, which are attached as Appendix Bare reaa0DAb1e, correc't, 
and supported by the record .. 

3. Finding 4 of Decision Ho. 91325 is unjust &Dd UD'Warranted .. 
The following new Yinding 4 is reasonable, correct, &Dd .upported 
by the record. 

"4. A reasonable ra'te of return applied to the 
adopted rate base is 9.20 ~reent which will 
increase ~ gross revenue' by $747,800 based on 
the test year 1977." 

4. Appendix A of Decision No. 91325 i. UDjust artcl unv&rranted. 

The attached revised Appendix A is reasonable, correct, and supported. 
by the record. 
Conclusions of Law 

1. Pages 27, 28, 29, and 31 of Decision No. 91325 should be 
deleted aDd ther~ should be substi'tuted in their place revised 
pages 27, 28, 29, and 31, which are attached ~ Appendix B. 

2. Finding 4 of DeCiaiOD Ho. 91325 should be deleted and 
the following new finding substituted in its place: 

"4. A reasonable rate of return applied to the 
adopted rate base is 9 .20 ~rcent which will 
increase gross revenue by ~747 ,800 based on 
the tea t year 1977." 

3. Appendix A of Dee1aion No. 91325 should be dele;ttd·.and 

the Attacbed revised Appendix A should be substituted iR ita place • 
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4. Decision No. 91325 should be affirmed in all other respects. 

ORDER --- ........ --
IT IS ORDERED that: 

1. Pages 27, 28, 29, and 31 of Decision No. 91325 are hereby 
deleted. There are substituted tn cheir place revised pages 27, 28, 
29, and 31, which are attached as Appendix B. 

2. Finding 4 of Decision No. 91325 is deleted and the following 
new finding substituted in its place. 

I~. A reAsonable rate of return applied to the 
adopted rate base is 9.20 percent whieh will 
increase gross revenue by ~727,800 based on 
the test year 1977." 

3. Appendix A of Decision No. 91325 is deleted and' tbe attacbed 
revised Appendix A is substituted in its place. 

4. Decision No. 91325 is affirmed in all other respects • 
5. Pacific Gas And Electric Company is direeted to prepare aDd 

subadt in the next general rate proceeding 1Dvolving its steam. ~u;<JU..J 
departmen~allocation studies prepared substantially as set forth 'in 
Appendix C, attached. 

The effeetive date of Chis order shall be thirty days after 
the date bereof. ' 

Dated ___ AP_R __ ,7_1_~_t_. ___ , at San Francisco, California • 
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REVISED APPENDIX A 

Pacific Gas and Electric Company 

Ste6m Department 

Applicant's tariff rates are changed to the level or extent shown 
below for Schedule S-l: 

RATES 

Per Meter Per Month 
Customer Change $7.00 

Base Rate Effective Rate 
Commodity Charge: 

For all deliveries, per 
1,000 lbs •••••••••••••• $5.1691 $12.1741 

Fuel Cost Adjustment: 

A fuel cost adjustment of $7.0005 per thousand pounds, as 
provided for in Part B of the Preliminary Statement, is 
inCluded in the Effective Rates for service hereunder set 
forth above. l / 

!/ The $7.005 fuel cost adjustment is the difference between 
the embedded fuel cost of $1.039 (see Finding 5) and 

the current rate of $8.044, effective August 29, 1980 as 
authorized by Resolution No. G-2369 • 
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APPERDIX B 

system by use of a 0.22 percent factor. Since this is ''the aame 
factor adopted in D.86281, dated August 24, 1976, of the last gen~r"l 
electric and gas proceeding, A.S5S09 and A.5S510, the staff used this 

factor in its est:Lma.tes. Both the staff and the utility used a zero 
percent factor for allocating the property insurance item of 

administrative and general expenses; this is the same &a shown on 
the staff's exhibit in the last general rate proceeding. 

For the balance of items shown as indirect administrative 
and general expenses and all other coaaon utility plant associated 

items, the company used & 0.14 percent allocation factor based on 
the composite rates of the four-fac1:or method. The aethod vas 

reviewed in detail and appeared to be consistent with staff practices 
aDd vas followed by the staff. 

The staff witness testified that he made no special study 

of the steam department as "we just had a staff review of the gas 

and electric rate ease previoasly and I used the factors that they 
bad reviewed &Dd the total Co.DOn utility 1>1&nt eatim&tes that they 
cUte up with. w2,! 

Except for a 1977 decision involving PC&E'. TUolu.ne i&ter 

System, the eo-&USiOll has used the four-factor method in fINery rate 
proceeding involving any depart:aaent of PC&E since October 19'8. 11: 
is appropriate to use the four-factor method in this proceeding. 

~! 'l'ho.e estimates did Dot give consideration to the ataff'. 
clisallowance of $2,790,614 of Steua Deparaaent Production Plant • 

Jtev1aed Page 27 
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APPENDIX :s 

Administrative and General Expenses 
!&sed upon the above discussion a reasonable allowance for 

administrative and general expenses is $21,000 instead of the staff's 
$190,600. 
Rate Base DetermiD&tion 

Staff Exhibit 9 .hows on Table 9-A allocations of common 
plant and property held for future use amotmting to $733,600 and 011 

Table 10-1 a depreciatioll reserve allocation of $178,800 or a net 
of $554,800. 

On Table 11-A of staff Exhibit 9 the staff .hows allocated 
common plant materials and supplies of $340,800 and allocated working 
cash allowance of $118,000 or a total allocated working capital of 
$458,800. 

Table B of staff Exhibit 23 shows an adjusted net plant 
iDves taent .a of December 31, 1977 of $3,590,459; frOID th:Ls UlOUllt, 
$2,790,614 of production plant related to Boiler Ho. 7 should be 

subtracted leaving 'a balance of $799,845. 
In the TUolumne matter, the staff .. de its own estimate 

of .ater1&ls &ad supplies ad developed a working cash allowance 
based 011 Tuolame'. needs. ID. this matter, materials cd supplies 

Revised Page 28-29 
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APPENDIX B 

PACIFIC CAS AND ELECTRIC COMPANY STEAM SAtES SlSTEM 

• 'SllMMAllY OF FARNINGS 

YEAR 1977 EST~TED A.T 9.20 PERCENT RATE OF RE"l'URN 

(Dollars in "Ihousands) 

Item 
Operating Revenues 

Revenue from Sales 
Total OperatiD,g Revenues 

Operating Expenses 

Production 
Distribution 
Custc.er Account 
A&G 

Subtotal 
Deprec. & Amort .. 

Taxes Other Than on Income 
State Corp .. !'ranchise Tax 
Federal Income Tax 

Total Operating Expenses 
Net Operating Revenues A.djusted 
Rate Base 
Rate of Return 

(Red Figure) 

$l.634.0 
3,634 .. 0 

2,948 .. 4 
384.4 

6.8 
190 .. 8 

3,530.4 
46.5 

228.4 
(54.1) 

(28S.7) 

3~465.S 

168.5 
1,831.6 

9.201. 

hv1sed Page 31 
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APmmIX C 
Pag'! 1 0-: 2 

Allocation of Adl:1inistrat1ve and Cenero1 
Eryens~s a~e Common utility P~:lt 

. . 

(Note: Adapted. trom trtilitiec Div1c1on Subject Reterence H32 dated 7 .. 26 .. 56) 

Thic cet5 forth proceduree tor the a1locatioo 01' a~~inictrative and 
general expenses and common utility plant ~ong departmentz, districts, and 
state:. It i: tor gac, electric, ste~, and ~ater companies operating in 
California. 

Initial Direct Acsi~~entz 

A<!::inictrotive and gen~ra1 expenses eoncict or both d.irect and. 
indirect items ot expense.. The ite::s applicable to specific O?ernt1on::; are 
firet segregated and a=z1gned directly to those ~rotioos. It 1: espeCiallY 
important that etfeetive measures be token to assure that as ~ny ot these 
expenses as posci'ole are assigned directly. The maintenance ot time record:; 
ic rec~ended as a 'oa:1s for the direct aSSignment or salaries and related 
expeneee ot those ~mployeec ~ho are engoged in york on more than one operation. 

Indirect A11ocationc 

Indirect general expenees vhich have a eignitieant relotionzhip to 8 
particular teetor, such 3S penzion c~nGe to payroll, should be segregated 
and prorated on the bQ~:t: ot an opproj':,iat.e single tactor. ':he re:n.allling 
indireet ~xpenses may be so general in nature os to require prorations ba~~ 
on a canb1natron 01' several pertinent tactors. Con31der1ng the relDt1ve 
eomplexi ty and masn1 tude or the operotions usually involved" it is be l1eved 
that the QPpl1cntion 01' the tlrit~.metieBl average of the percentage::: derived. 
trom the use ot ~our fsctors l1cted below produces results ~~tb1n the ranee 
of reaso=ableness in most instances. The tour factors nrc: 

1. Direct operating expenses, excluding 
~eolleet1blee, general expensec, 
depreCiation ond taxes. 

2. Gross plAnt~ 

3.. Numl)er of employees (using d.ireet ope:'stlng 
payroll, excluding general office payroll, 
es the best measure ot this component). 

4.. NlZllber ot custOClers • 
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APm."D!X C 
Page 2 of 2 

The usc o~ bot.h operating expense::: and gross. plant a::; 1'act~s provides 
for the equitable allocation of indirect expen:::es where the commodity servee ~~y 
in some inctanee::: be p~reh3o~d for resole and in other inctancec ~roducee by 
utility pllll'lt. The gro::;::; plant tactor ic mor~ o~propriete that! net plant 0.::; 
general office activities orc coneidered more clocely relnted to total plant. 
The direct o~rat.inb payroll facto: gives effect to, and i::; u:::ed in l1eu of, 
employee d!.str~:butlon. 'W'ni1e payroll i::: alco included in t.he ~rllting expence 
fector, the additional weighting given thi::: portion of expenze::; as the beet 
mea:::u:e of the e~ployee factor is proper. Cro~::; revenue::: are not us~d, since 
the allocation::: ore made for the ~urpo::;e of fixing service ra~c end such 
revenues would change with a change in rate:::, thereby changing the allocated. 
amOIJ."'ltz. 

The direct operating expe~:::e::; and direct operating Dayroll foctor::: 
are to be baccd on data for the preced~g year while thc eros::; plnnt and 
customer facto:::; cho~ld be based on d3ta at the end or the precedinG year. 
Rowever, in d~riving 1:actors for ucc in the allocation of indirect general 
expense::; for ectimated tuture periods, data ~or 0 more recent 12-mon~h period 
may be uced if readily available. Naturally, judgment must be used it 
~ubct~~tial chanee~ in any of i~~ operation::; have occurred between the period 
used ~or developinG ~actorc end the periOd during which expenses are being 
allocn~ed.. Tn1col example~ of c!lane~s 'II.o.ich hsve occurred are (1) c:anges in 
source of supply nece~citoting a sizable changc in PU4~t and/or expenses, and 
(2) acquisition or dispo:::al of one or more of the utili~y's sy~temc. When 
such c~ge::; do occur, appr~riate adjustments must be mnde in d~riving 
allocation factors. 

:e. COMl'.ON UlILITY FlAm AND ASSOCIATED EXPENSES 

The allocation procedures oppl1cable to co:nrnon ut1lity ple.nt should 
also be used ~or depreciation e~nsc, depreciation reserve, and ad valore~ 
taxez relateci to common ut.Ll.Lty pl:lnt. 

Allocation~ should be made on a use baSis. Some information for a 
use c~udy is avai13ble in the normal course of business from clearing account 
clearing~ and other source:, but much of ~he data must be worked up v1th each 
ctudy. Briefly, each item will be allocated between departments or district:, 
according to directly assignable use. Tho~e portions which cannot be assigned 
directly ~~ll be allocated according to a us~ study or, where this 1s impractic
able, according to the sa~e fac~ors used tor administrotive and general ~xpen3es. 
Buildings are to be considered according to floor space with appropriate 
weighting tor basement and. ground floor:. Land is to be alloceted according 
to the uce of the buildings thereon. Office furniture end equipment are 
allocated in same ratios as buildings. Transportation equipment i: allocated 
according to mileage and time records; communication equipment on a message 
unit or judgment basis; stores e~uipment, and materials and supplies accordine 
to last year's disbursements; and other equipment, when not directlY o$signabl~, 
allocated on ba:i~ or direct operation and maintenance, construction and plant 
removal labor. 


