
But the really controversial aspect of customer-cost imputation arises 
because of the cost analyst's frequent practice of including, not just those 
costs that can be definitely earmarked as incurred for the benefit of 
specific customers but also a substantial fraction of the annual 
maintenance and capital costs of the secondary (low voltage) distribution 
system --a fraction equal to the estimated annual costs of a hypothetical 
system of minimum capacity. This minimum capacity is sometimes 
determined by the smallest sizes of conductors deemed adequate to 
maintain voltage and to keep from falling of their own weight. In any 
case, the annual costs of this phantom, minimum-sized distribution system 
are treated as customer costs and are deducted from the annual costs of 
the existing system, only the balance being included among those demand-
related costs to be mentioned in the following section. Their inclusion 
among the customer-related costs is defended on the ground that, since 
they vary directly with the area of the distribution system (or else with the 
lengths of the distribution lines, depending on the type of distribution 
system), they therefore vary indirectly with the number of customers. 

What this last-named cost imputation overlooks, of course, is the very 
weak correlation between the area (or the mileage) of a distribution 
system and the number of customers served by this system. For it makes 
no allowance for the density factor (customers per linear mile or per 
square mile). Indeed, if the company's entire service area stays fixed, an 
increase in number of customers does not necessarily betoken any increase 
whatever in the costs of a minimum sized system. 

While, for the reason just suggested, the inclusion of the costs of a 
minimum-sized distribution system among the customer-related costs seems 
to me clearly indefensible, its exclusion from the demand-related costs 
stands on much firmer ground. For this exclusion makes more plausible 
the assumption that the remaining cost of the secondary distribution system 
is a cost which varies continuously (and, perhaps, even more or less 
directly) with the maximum demand imposed on this system as measured 
by peak load. 

But if the hypothetical cost of a minimum sized distribution system is 
properly excluded from the demand-related costs for the reason just given, 
while it is also denied a place among the customer costs for the reason 
stated previously, to which cost function does it then belong? The only 
defensible answer, in my opinion, is that it belongs to none of them. 
Instead, it should be recognized as a strictly unallocable portion of total 
costs. And this is the disposition that it would probably receive in an 
estimate of long-run marginal costs. 

Bonbright, James C., Principles of Public Utility Rates, New York, 
Columbia University Press, 1961 pp. 347-349) 
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