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Decision No.
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of PACIFIC GAS AND )
ELECTRIC COMPANY Zor authoxity, )
among other things, to increasc )
{ts rates and cbarges for stcam ) Application No. 57202
service provided by the San (Filed Apzil 6, 19773
Francisco Stcam Sales System. . reopened June 1, 1979)
)

(Steam)
.

Malcolm H. Furbush and Joseph S. Englert, Jr.,
toorneys at Law, for Pacific Gas and Electric
Coxpany, applicant.

Robert Laughead, for the City and County of San
Francisco, Tnterested party.

william J. Jeanings, Attorney 4t Law, and
Wruce M. DeBerry, for the Commission staff.
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S

Summary of Decision

The decision £inds that che use of the two-factor method
{n allocating common plant in Decision No. 91325 was not correct.
1t finds that the four-factor method is appropriate and modifies
Decision NO. 91325 accordingly. The increase rosulting from this decision S 10.76
pereent, O $350,000 over that authorized in Decision No. 91325. \///
Scacement of thé Case

This matter is on rehearing. Appiication No. 57202 is
one in which Pacific Gas and Electric Company (PGSE) sought cuthority
to increase rates inm its San Francisco Steam Sales System (System) .
The application was £i1ed on April 6, 1977. Hearings were held.
The matter was reopencd on June 1, 1979. On February 13, 1980 the
Coxmigsion enterxed Decision No. 91325. That decision autborized
an increase inm rates. In calculating the rates {1z utilized a two-
factor method in allocating common plant co the System.
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PG&E petitioned for a rehearing. The grounds stated in
the petition included the following:

"2. The decision's refusal to follow the four-

. factor method in allocating common plant is
arbitrary, unsupported by substantial evidence,
violates PGandE's due process rights, and
violates Public Utilities Code sectiom 1705
by failing to make a separately stated
finding of fact on this issue.

"a. The four-factor method was used both
by the Commission 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 present
evidence on it.

Rejection of the four-factor method
and substitution of the two-factor
method was improper, 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 issue
material to & decision must be
separately stated, and it was premised
on ugse of the two-factor method in
another case without any evidentiary
Justification for its application
here." (Petition for Rehearing,
PP- 2-3.)

In Decision No. 91787 entered on May 6, 1980 the Commission

granted a limited rehearing as follows:

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

"Whether the use of the two-factor method
of allocating certain common plant and
adainistrative and general expenses should
be adopted for Pacific Gas and Electric
Co.'s steam sales department.”
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Background

Comnon utility plant and administrative and general (A&G)
expenses of a multifaceted utility such as PGSE must be allocated
among its gas, electric, water gnd steam departments, and among
districts wichin those departments.

The most accurate, and thus, preferable method of making
allocations of common utility plant (including related depreciation
expense, depreciation reserve, and ad valorem taxes) is on the basis
of a study in which each item iz allocated between departments or
districts according to directly assignable use. Similarly, direct
assignments to ALKG expenses are preferable.

Use studies of common utility plant and studies looking
to direct assigoment of most ASG expenses involve a review of PG&E's
overall operations, and require considerable staff or utility time
and manpower to produce. TFormerly, it was the practice of the
Commission staff to conduct such studies at intervals of three to
five years in commection with general gas or electric rate
proceedings. In recent years our staff could not make available
the necessary manpower to conduct such studies. Therefore, the
four-£factor method, formerly used only to make allocations of those
items of ASG expenses which could not be directly assigned, has
been used instead of full-scale studies.

Included in PGSE's common utility plant are its head-
quarters office in San Francisco, its district offices, service
centers throughout the State, and local warehouses and testing
facilities. PGSE provides gas and electric service throughout
the State; but it provides water serxvice only in limited areas
in the Gold Country, and it provides steam sexrvice only in the
San Francisco Bay Axea. By far the greatest portion of its common
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utilicty plant is used In Iits gas and electric services, and the
preponderance of its ALC cxpenses are incurred in comnection with
those services, Allocations of common plant and A&C expenses
based on a four-factor method (rather than direct assignments)
produce generally recasomable results for its gas and electric
operations, but mey produce distorted or unreasonable results

for {ts limited operatioms in providing steam or water sexrvices.

The four-factor allocation method advanced by PG&E and
our steff, and the two-factor allocation method adopted in our
orizinal decision may be expedients used in substitution for direct
assignament nethods. We adopted the two-factor method in ouxr
original decision because it appeared to us it produced a more
reasonable result tham the four-factor method, as it allocated
substancialiy less common utility plant and ALG expenses to, the
steam operation than the four-factor method., However, we did not
bave then, or do we now, the evidentiary record to support our
assumption.

In the rebearing phase of this proceeding no party to
the proceeding fully explained the background of the two- and
four-factor methods and the differences in the monetary results
resulting from their use. We note that use of the four-factor
method requires an additional amwal rate increase of $350,000
over the amount of $394,000 authorized in our original decision
in this proceeding.

Becavse the record developed by PG&E and oux staff
relates solely to the four~factor method, and because there is
no evidence in the reopened phase of the procccdiné o support
any other allocation method, we must, perforce, adopt the four-
factor method or reopen the procceding for the receipt of
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additional evidence. Inasmuch as the adopted results of operation
reflect a 1977 test year, we prefer to make further review of
allocation procedures in a new proceeding rather than to keep open
this proceeding. The test year, for ratesetting purposes, is old
and the return authorized for the steam department is considerably
below that now applicable to the gas and electric departments.
Therefore, we will direct PG&E to conduct a new use study
of common utility plant and a new study looking to direct assignment
of the principal components of ALG expenses and to present such
studies in its next general rate proceeding for the steam depaxtment.
(It will not be required to present such studies in Applications Nos.
58545, 58546, and 60153 currently being heard.) The general outline
of the contemplated studies is set fortk in Appendix C., In the next
stean department rate proceeding PGSE may advance other assignment
methods, but it must present the direct assignment study we direct.

At this juncture we are not prepared to speak with finglity on
whick assigoment method is most reasonable, Just that in the next
proceeding we want an alternative developed and addressed.
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A duly noticed rehearing was held before Administrative
Law Judge Donald B. Jarvis in San Francisco on September 16, 1980.
The matter was submitted subject to £filing of late-filed exhibits
and the transcript which were received by October 2, 1980.
Material Issues
The material issues presented in this proceeding are:
1. Should a two-factor or four-factor method be adopted in allocating

common plant for System? 2. Should the rehearing proceedings be
dismissed? '

Discussion

PGSE i3 divided into various departments: gas, electric,
water, and steam, Separate accounts are kept for each department.
The Commission sets separate rates. However, there are certain
coomon expenges which need to be allocated to each department in
considering the various factors used in ratemaking. The two-factor
and four-factor methods are ways of allocating the common expenses.
For System, these expenses are primarily administrative and general
expenses (ASG) and certain taxes.

No evidence was presented at the original hearing proposing
or supporting the use of the two-factor method. Decision No. 91325
relied on & PGGE water system case as the basis for adopting the
two-factor method. (PG&E, Tuolumne Water System, Decision No. 87468
dated Jume 21, 1977 in Application No. 54199.)

The Commission takes official notice that in the most recent
Tuolumne Water System rate case and related water rate cases it
utilized the four-factor method. (PGS&E, Tuolumne Water System,
Decision No. 92490 in Application No. 58631 entered December 2, 1980;
PG&E, Western Canal Water System, Decision No. 92177 in Application
No. 58628 entered September 3, 1980; PG&E, Willits Water System,
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Decision No. 92192 in Application No. 58629 entered on September 3,
1980; PG&E, Jackson Water System, Decision No. 92489 in Application
Ro. 58630 entered on .December 2, 1980; PG&E, Placer Water System,
Decision No. 92298 in Application No. 58632 entered om October 8,
1980; and PG&E, Angels Water System, Decision 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 the use of the four-factor
method. On September 29, 1968 the Secretary of the Commission
responded to PGA&E that "the Commisgion staff has no objection to
your proposal.® (Exhibit 26.) Except for the 1977 Tuolumne water
decision, every subsequent Ccmmnission decision in a rate proceeding
involving any department of PGSE utilized the four-factor methed.
The Comeission has utilized the four-factor method in rate proceedings
involving San Diego Gas & Electric Company, which has a separate
steam department.

The four factors axe: (1) Direct labor; (2) operating
and maintenance expenses (0&M), excluding fuel; (3) plant; and
(4) customers. The two-factor method considers (1) plant and
(2) customers.

The factors omitted from the two-factor method include
labor-related items. PG&E introduced evidence which indicates that
a laxge amount of direct labor is employed to operate the System.
System payroll is approximately 57 percent of O&M, excluding fuel.
ASG have a relationship to O&M. Pensions and benefits in A&G are
allocated based on a direct labor component.

PG&E also introduced evidence which indicates that there
is no comparability between System and its Tuolumne Water System.

A project manager of the Energy Group of the Commigsion's

Rewenue Requirements Division testified at the rehearing. He testified
that: '
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"Staff believes that, for purposes of this
.proceeding, the use of the four-factor
method is 2 reasonable way of allocating
comnon plant and expenses.” (Ex. 28, p. 1.)

"1 felt that the 4-factor method appeared to
be reagonable and had been used by the staff.
It wag consistent, I believe, as T've
explained in my testimony' and, for that
reason, I believe that it's reasonable to
be applied in this rehearing."™ (RT 548.)

It is clear that use of the two-factor method in Decision
No. 91325 was not correct and resulted in an improper allocation of
common expenses .

At the conclusion of the rehearing, staff counsel moved
to dismiss the rehearing proceedings. Counsel for interested Party,
City and County of San Francisco, joined in the motion but advanced
no additional grounds. The presiding,ALJ took the motion under
subaission. (Rule 63.) The basis for the motion is that Decision
No. 91325 is based upon the results of operations for the test
year 1977 and that it should not be modified because the passage
of time requires a new rate proceeding before the rates in that
decision can be changed. There is no merit in this motion.

During the proceeding staff coumsel sought to convert it
into & new general rate case. The presiding ALY correctly ruled
otherwise:

"ALJ JARVIS: ...the order that reopens this is
very limited to the question of whether or not

the 4-factor or 2-factor method should be
applied.

"And it is my perception that all the findings
.that deal with other matters are not open to
change. Otherwise, we've got a new rate case.

"MR. JENNINGS: That's right, we do.
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¥YALY JARVIS: Well -~

T"MR. JENNINGS: We do.

TALY JARVIS: ‘Well, proceed on your line of
inquiry, but I will indicate that unless the
Commnission enters & 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. ENGLERYT: I might add, your Honor, PGS&E
is not asking anything more than the order
called for, 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 not going to try a de novo
Tate case on & plecemeal basis, as 1 perceive
the order.

"Now, the Commission entered the order granting
the rehearing, the Commission limited the
issues, and I am bound by what the Commission
bas done.”"” (RT 534-35.)

The motion is an extension of this position.

A rebearing is granted "for the purpose 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
Section 1736 expressly confers this jurisdiction on the Commission.

Having found that the use of the two-factor method in
Decision No. 91325 is not supported by the record and mot correct,
it would be contrary to lav for the Coomission to refuse to correct
the error. Furthermore, the decision being corrected was issued in
1980 and the modifications may only operate on a prospective basis.
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. No other points require discussion. The Commission makes
the following f£indings and conclusions. '

Findings of Fact :

: 1. Portions of Decision No. 91325 are unjust and unwarranted
and that decision should be changed and modified.

2. Pages 27, 28, 29, and 31 of Decision No. 91325 contain
statements that are unjust and unwarranted. Revised pages 27, 28,
29, and 31, which are attached as Appendix B are reasonable, correct,
and supported by the record.

3. Finding 4 of Decision No. 91325 is unjust and unwarranted.
The following new Finding 4 is reasonable, correct, and supported
by the recozd.

"4. A Teagonable rate of return applied to the
adopted rate base is 9.20 percent which will

increase:gross revenue by $747,800 based on
the test year 1977."

4. Appendix A of Decision No. 91325 is unjust and vawarranted.

The attached revised Appendix A 1s reasonable, correct, and supported
by the record.

Conclusions of Law

1. Pages 27, 28, 29, and 31 of Decision No. 91325 should be
deleted and there ghould be substituted in their place revised
pages 27, 28, 29, and 31, which are attached as Appendix B.

2. TFinding 4 of Decision No. 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 percent which will
increase gross revenue by $747,800 based on
the test year 1977."

3. Appendix A of Decision No. 91325 should be deleted and
the attached revised Appendix A should be substituted i{n {ts place.
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4. Decision No. 91325 should be affirxmed in all other respects.

IT IS ORDERED that:

1. DPages 27, 28, 29, and 31 of Decision No. 91325 are bereby
deleted. There are substituted in their place revised pages 27, 28,
29, and 31, which are attached as Appendix B.

2. TFinding 4 of Decisfion No. 91325 is deleted and the following
new finding substituted in its place. ‘

"4. A reasonable rate of return applied to the
adopted rate base L3 9.20 percent which will

incregse gross revenue by $727,800 based on
the test year 1977."

3. Appendix A of Decision No. 91325 45 deleted and the attached
revised Appendix A 1s substituted in its place.

4. Decision No. 91325 1s affirmed in all other respects.

5. Pacific Gas and Electric Company 1s directed to prepare and
subait in the next general rate proceeding involving its steam &
departmentsallocation studies prepared substantially as set forth in
Appendix C, attached,

The effective date of this order shall be thirty days after
the date hereof. ’
APR 7 1881

Dated y 4t San Francisco, Califorxrnia.

MQ . @LWW"’\

~
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REVISED APPENDIX A
Pacific Gas and Electric Company

Stedm Department

Applicant’'s tariff rates are changed t0 the level or extent shown
below for Schedule S-1:

RATES

Per Meter Per Month
Customer Change $7.00

Base Rate Effective Rate

Commodity Charge:

For all deliveries, per
11000 lbs & & & 5000 0000 se 55-1691 312.1741

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.i/

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 2 0.22 percent factor. Since this is ‘the same
factor adopted in D.86281, dated August 24, 1976, of the last generdl
electric and gas proceeding, A.55509 and A.55510, the staff used this
factor in its estimates. 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 as 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 coumon utility plant associated
items, the company used a 0.14 percent allocation factor based on
the composite rates of the four-factor method. The method was

reviewed in detail and appeared to be consistent with staff practices
and was 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 case previously and I used the factors that they
had reviewed and the total common utility plant estimates that they
came up '1th."§/

Except for & 1977 decision involving PG&E's Tuolumne Water
System, the Commission has used the four-factor method in every rate
proceeding involving any department of PG&E since October 1968. It
is appropriate to use the four-factor method in this proceeding.

5/ Those estimates did not give consideration to the staff's
disallowance of $2,790,614 of Steam Department Production Plant.

Revised Page 27
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APPENDIX B

Adminigtrative and General Expenses

Based upon the above discussion a reasonable allowance for
administrative and general expenses is $21,000 instead of the staff's
$190,600.

Rate Base Determination

Staff Exhibit 9 shows on Table 9-A allocations of common
plant and property keld for future use amounting to $733,600 and on
Table 10-B a depreciation reserve allocation of $178,800 or a net
of $554,800.

On Table 1ll-A of staff Exhibit 9 the staff shows allocated
coummon 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
investment as of December 31, 1977 of $3,590,459; frowm this amount,
$2,790,614 of production plant related to Boiler No. 7 should be
subtracted leaving a balance of $799,845.

In the Tuolumne matter, the staff made its own estimate

of materials and supplies and developed a working cash allowance
based on Tuolumne's needs. In this matter, materials and supplies

Revised Page 28-29
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APPENDIX B

PACIFIC GAS AND ELECTRIC COMPANY STEAM SALES SYSTEM
- "SUMMARY OF EARNINGS
YEAR 1977 ESTIMATED AT 9.20 PERCENT RATE OF RETURN
(Dollars in Thousands)

Item
Operating Revenues
Revenue from Sales 3,634.0
Total Operating Revenues 3,634.0
Operating Expenses

Production 2,948.4
Distribution 384.4
Customer Account 6.8
A&G 190.8

Subtotal 3,530.4
Deprec. & Amorxt. 46.5
Taxes Other Than on Income 228.4
State Corp. ¥ranchise Tax (54.1)
Federal Income Tax (285.D

Total Operating Expenses 3,465.5
Net Operating Revenues Adjusted 168.5
Rate Base , 1,831.6
Rate of Return 9.20%

(Red Figure)

Revised Page 31
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APPENDIX C
Page 1 of 2

Allocation of Administrative and General
Exmenses and Common Utility Plant

(Note: Adapted Irom Utilities Division Subject Reference H32 dated T-26-56)

Thic sets forth procedures for the allocation of administrative and
geaeral expexnses and comnon utility plant among departments, districts, and

svates. It ic for gas, electric, steam, and water companies operating in
California.

A. ADMINISTRATIVE & GENERAL EXPENSES

Initial Direct Assimaments

Aéministrotive nnd general expenses consict of both direct and
indircet Lftems oOf expense. The items applicadble to speciflfic operations are
Zirst segregated ond assigned directly to thoce operstions. It iz especially
inportant that effective measures be token to assure that ac many of these
expenses as poccible are assigned directly. The maintenance of time records
ic recommended as a basls for the direct aszsigrnment of salaries and related

expenses of those employees who are engaged in work on more than ome operaticn.

Indirect Allocations

Indirect general expenses which have a significant relaticnship to a
Parsicular fector, such 35 pension expense to payroll, should be segregated
and prorgted on the basic of an appropriate sizgle factor. The remalning
iadirect expenses may be so general Iin nature as to require prorations dased
o2 a combinavion of several pertinent factors. Considering the relative
complexity and magnitude of the operations ususlly involved, it is bdeolieved
thot the application of the grithmetical average of the percentages derived
from the usc of four factors listed below produces results withiz the range
of reasonableness In most instances. The four factors are:

Direct operating expenscs, excluding
uwncollectibles, general expensecs,
depreciation and vaxecs.

Gross plant.

KNumber of employees (using direct operating
payroll, excluding general office payroll,
ac the best measure of this component).

Number of customers.
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APPENDIX C
Page 2 of 2

The use of both operating expenses and gross plant as factors provides
for the eguitable allocation of Indirect expences where the camodity served maoy
in seme lnstances be purchased for resale and in other 4instances produced by .
usility plant. The grocs plant factor ic more oppropristc than net plant ac
general oflice activities are considered more clocely ralated to total plant.
Thne direct operating payroll factor gives effect to, and 45 used Iin lieu oF,
employee distridbution, Wnile payroll 1c also included in the operating cxpense
Zector, the additional weightilng given thic portion of expenses as the best
measure of the employee factor iz proper. (rosc revenues are not used, since
the sllocations are made for the purpose of Lixing service rates and such
revenues would change with a change 4in rates, theredby changing the allocated
amounts.

The direct operating expenses and direct operating peyroll foctors
are $0 be based on Gata for the preceding year while the gross plant and
customer factors chould be based on data st the end of the preceding year.
However, in deriving factors for use in the allocation of indirect general

. expeases for estimated future periocds, data for o more recent l2-amonth period
may be used if readily availadble. Natwrally, Judgment must be used if
substantial changes ir any of Lts coperations have occurred between the period
used for developing factors and the period during which cxpenses are being
allocated. Typical examples of changes which have occurred are (1) changes in
source of supply necessitating a sizable change in plant and/er expenses, and
(2) acquisition or disposal of one or more of the utility's systems. When
such changes 4o occur, appropriave adjustments must be made in deriving
allocation factors.

3. COMVON UTILITY PLANT AND ASSOCIATED EXPENSES

The allocatlion procedures applicable <o common utility plent should

als50 be used for depreciation expense, depreciaticn reserve, and ad valorem
taxes related to ¢common utllity plant.

Allocations should be made on a use basis. Some information for a
use svudy 4z avallable in the normal course of business from clearing account
¢learings end other sources, but much of the data must be worked up with each
study. Briefly, each Ltem will be alloccted between departments or districts,
according to directly assignable use. Those portions which cannot be assigneéd
directly will be allocated according to a use study or, where this is impractic-
able, according to the same factors used for administrative and general expenses.
Buildings are t0 de considered according to floor space with appropriste
weighting for basement and ground floors. Land 1s to be allocated according
to the use of the dbulldings thereon., Office furniture and equipment are
allocated in same ratlos as dulldings. Transportation cquipment is allocated
accordizg to mileage and time recordes; communication equipment on a message
unit or Judgmenat basis; stores equipment, and materlals and suppllies according
to last year's disbursements; and other equipment, when not directly assignable,
allocated on baslc of direct operation and meintenance, construction and plant
removal labor.




