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PREFACE

This project was jointly assigned to the NARUC Staff Subcommittees on
Electricity and Economics in February, 1985. Jack Doran, at the California PUC had led
a task force in 1969 that wrote the original Cost Allocation Manual; the famous "Green
Book”. Iwas asked to put together a task force to revise it and include a Marginal Cost
section.

»

I knew little about the subject and was not sure what I was getting into so I asked
Jack how he had gone about drafting the first book. "Oh” he said, “There wasn’t much to
it. We each wrote a chapter and then exchanged them and rewrote them.” What Jack did
not tell me was that like most NARUC projects, the work was done after five o’clock and
on weekends because the regular work always takes precedence. Itisa good thing we
did not realize how big a task we were tackling or we might never have started.

There was great interest in the project so when I asked for volunteers, I got plenty.
We split into two working groups; embedded cost and marginal cost. Joe Jenkins from
the Florida PSC headed up the Embedded Cost Working Group and Sarah Voll from the
New Hampshire PUC took the Marginal Cost Working Group. We followed Jack’s sug-
gestions but, right from the beginning, we realized that once the chapters were techni-
cally correct, we would need a single editor to cast them all “into one hand” as Joe
Jenkins put it. Steven Mintz from the Department of Energy volunteered for this task
and has devoted tremendous effort to polishing the book into the final product you hold
in your hands. Victoria Jow at the California PUC took Steven’s final draft and desktop
published the entire document using Ventura Publisher. '

We set the following objectives for the manual:

o It should be simple enough to be used as a primer on the subject for new em-
ployees yet offer enough substance for experienced witnesses.

It must be comprehensive yet fit in one volume.

The writing style should be non-judgmental; not advocating any one particular
method but trying to include all currently used methods with pros and cons.
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CLASSIFICATION AND ALLOCATION OF COMMON
AND GENERAL PLANT INVESTMENTS AND
ADMINISTRATIVE AND GENERAL EXPENSES

; This chapter describes how general plant investments and administrative and
general expenses are treated in a cost of service study. These accounts are listed in the
general plant Accounts 389 through 399, and in the administrative and general Accounts
920 through 935.

I. GENERAL PLANT

, General plant expenses include Accounts 389 through 399 and are that portion
of the plant that are not included in production, transmission, or distribution accounts,
‘but which are, nonetheless, necessary to provide electric service. :

One approach to the functionalization, classification, and allocation of general
plant is to assign the total dollar investment on the same basis as the sum of the allocated
investments in production, transmission and distribution plant. This type of allocation
rests on the theory that general plant supports the other plant functions.

Another method is more detailed. Each item of general plant or groups of general
-and common plant items is functionalized, classified, and allocated. For example, the
investment in a general office building can be functionalized by estimating the space
used in the building by the primary functions (production, transmission, distribution,
customer accounting and customer information). This approach is more time-consuming
and presents additional allocation questions such as how to allocate the common facilities
such as the general corporate computer space, the Shareholder Relation Office space, etc.

Another suggested basis is the use of operating labor ratios. In performing the
cost of service study, operation and maintenance expenses for production, transmission,
distribution, customer accounting and customer information have already been function-
alized, classified, and allocated. Consequently, the amount of labor, wages, and salaries
assigned to each function is known, and a set of labor expense ratios is thus available for
use in allocating accounts such as transportation equipment, communication equipment,
investments or general office space.
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Three Factor Labor-Ratio
Account Operation Allocation Basis Allocation Basis
928 Regulatory Commission | Other - Subtotal of Operating Labor - Salary and Wages
Expenses Expenses Less Fuel and
Purchased Power
928 Duplicate Charge-Cr. Other - Subtotal of Operating Labor - Salary and Wages
Expenses Less Fuel and
Purchased Power
930.1 General Advertising Other - Subtotal of Operating Labor - Salary and Wages
Expenses Expenses Less Fuel and
Purchased Power
930.2 | Miscellaneous General Other - Subtotal of Operating Labor - Salary and Wages
Expenses Expenses Less Fuel and
Purchased Power
931 | Rents | Plant - Total Plant® Plant - Total Plant
Three Factor Labor-Ratio
Maintenance Allgcation Basis Allocation Basis
935 General Plant Plant - Gross Plant Labor - Salary and Wages

allocators would be more appropriate.

3 A detailed analysis of rental payments may be necessary to determine the correct allocation bias.
If the expenses booked are predominantly for the rental of office space, the use of labor, wage and salary
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