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Commercial Expense

Commercial expense, thatis, all expense incurred
in connection with customers’ accounts including
such items as meter reading, billing, collecting,
cashiers, ‘etc., could, with the exception of the
general collection office, be charged directly to each
district office.

These direct charges, plus the portion of the
general collection office prorated on the basis of
the customers in each district, was in turn prorated
to divisions and then to classes of customers. In
prorating the charges to classes of customers, the
allocation was hased upon the proportion shared
by cach clas:

Lxpenses incurred dircetly for one class of cus-
tomers, such as those resulting from the use of
automobiles in connection with the reading of
power customers’ meters in outlying districts and
the time required to figure the bills of power cps-
tomers, were ch.’.\‘rged directly to that class of
service. - .

General Expense

General expénsc can be divided into two distinct
classes: (1) salaries and expense of conducting the
general office of the property, such as salaries and
expenses of the general officers, general office ex-
pense, legal expense, publicity, and similar items;
and (2) auxiliary department expense for planning
and time keeping, store keeping, purchasing, ma-
chine shops, and conveyance departments and other
expense specifically incurred for the operating
departments.

The first class of expense, that of the general
officers and general office expense, is incurred for
the property as a whole, that is for all of the cus-
tomers. As such, it should be allocated to the

various districts based upon the number of cus-~

tomers in each division.

The second class of general expense is incurred
for specific departments of the various divisions.
The expense of these departments can be charged
directly to the division departments based upon
the unit of proration adopted, viz: planning and
time keeping, by payroll; stores expense, by stores
issued; purchasing, by stores issued ; machine shop,
by hourly rate of shop; conveyance department,
by hourly rate of each car used.

The expense of the second class was carried
under sundries on the cost ledgers ‘and could Dbe
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Discussion

John Bauer.! As an econpmist and rate analyst,
I am in sympathy with every effort to establish
better accounting classifications for the determin-
ation of costs, 'especially for the purpose of rate-

making. )
Reed’s effort to establish a
he could show periodically

I have been greatly interested in Mr.

cost system by which
he cost of the various

classes of service in the different districts served

by his company.

*The figures used in this papef are not actual operating

costs. They are used simply tg
cost distribution.

illustrate the method of

‘Director, The American I"ublic Utilities Bureau, New York.
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I have listened carefully to his explanations, |to
grasp clearly the several steps in his allocations
and to weigh their significance from the standpoint
of rate making. I have personally struggled far
too often in rate cases against lack of adequate
costs to be over critical when one so well qualified
as Mr. Reed presents a system intended for com-
plete cost showing. Nevertheless, 1 do not feel
convinced that the plan presented is a practicable’
one, either from the general administrative stand-
point or for the purpose of effective rate control.
While my interest is principally on the rate side,
the administrative considerations are equally im-
portant. It seems to me that if all the costs were .
necessarily to be allocated in the great detail pre-
sented by Mr. Reed the very cost of the work
would be prohibitive, and I do not see just what
correspondiﬁg advantages would ‘be attained for -
executive purposes. What greater control would
be achieved from the numerous “apportionments
that is not readily available under the existing
classifications, either as to regular budgetary super-
vision or as to functional comparison of costs?

From the rate standpoint, I feel particularly du-
bious as to the usefulness of Mr. Reed’s system.
The objective is to present the complete cost of
service for each group of consumers, in each com-
munity, according to the rate schedule. First, ob-
serve that practically none of the costs in any
territory are directly chargeable ‘to any class of
consumers; they are jointly incurred for the vari-
ous groups, and in large part jointly for the entire
territory. As directly incurred, they are first classi-
fied according to the general system of accounts
prescribed by the commission; then they are sep-
arated or prorated ibetween the different localities
served, and finally, as between the different classes
of consumers. The line of allocation varies accord-
ing to the character of the cost, and the basis of
apportionment depends upon the nature of the cost,
conditions of operation, as well as the classification
of service. ’

Please note, therefore, the great variety in the
steps and processes of prorating. It is well known
that in any method of apportionment there is a
large element of judgment or guess, which affects
the reliability of the results. The more steps and
variations there are in allocation, the greatef is the
uncertainty in the final quantities, either for ex:
ecutive or for rate making purposes: Even if the




