Decision No. Y1544

3IFORE TEE RAILROAD COMMISSION OF THEE STAIE OF CALIFORNIA

In the Matter of the ALpplicetion of
CONSTMERS GAS COIMPANY
(e corporation} for certificate of
public convenience and necessity to
furnish gas to the Citles of Los
Banos, Dos Palos, Gustine in the
County of Merced, State of Californie,
and to the Towns of Newmen and Crows
Landing, and City of Patterson in the
County of Stenislaus, State of Call-
fornla, znd for an order authorlzing
the issue and scle of certalin of its
securities to finsnce such contem=-
vlated improvements.

Application No. 15604.

Edward Schary and F¥. Emerson Hoar, for applicant.

C. P. Cutten, for Pacific Gas and Electric Company.

BY TEX COMMISSION:

CPINIOX

In this proceeding the Railrozd Commission has been asked
to moke an order declaring that pudlic convenience and necessity
require Consumexrs Cas Company, o corporation, to engage in the dusi-

ness of iransmitting, distridbuting, supplying and selling natural

gas for domestic, commercisl and industrial purposes in and about

the oities or Lowns of Los 3Banos, Dos Palos and Gustine, in the County
¢. lerced, and Newman, Crows Landing and Pattersonm, in the County of
Stanisleus, and suthorizing Corsumers Gas Company to issue and sell
5150,000.00 of common stock to met §121,250.00, $100,000.00 of seven
percent preferred stock to net $90,000.00, and $487,500.00 of Lirst
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nortgage six percont twenty year bonds to net $438,750.00; to firance

the cost of i;s Proposed gas system.

Consumers Gas Company is e corporation organized cn or zbout
June 26, 1528, under the laws of the.State of Caelifornia, for the
purpose ol cngeging in the business of supplying gas for domestic
and comxercial consumption within the state. The territory it now
proposes to serve is included, according to = mep attached to its
Zxhibit "C™, within those portions of Stanisleus and Merced Counties
lying west of the Sam Jozquin River and hetween the river and, gen- .
erally speaking, the lime of the Union 0il Compeny, which traverses
th¢ two counties, the whole proposed service srea comprising a strip
epproximetely Iifty miles in length and from sbout five to adout
Tifteen miles in width, following in a'general way the lire of the
Southern Pacific on the west side of the rifer. The principal com~
zunities, 1t appeers, are the incorporated cities of Patterson sné
Newmen and the unincorporated town of Crows Landing, in Stanlslaus
County, and the incorporated cities of Los Banos and Gustine and the
unincorporated town of Dos Palos in Mbréed Countye. The totel popu-
lation of the Qistrict is estimsted by applicant at ebout 10,000,

The region proyosed to be served by applicant is prinmcipally
agricultural in ite noture, with a few industries, chlefly crecmeries,
end menufactories of milk products, near the centers of population .
No gas service is given at present, although reacently Pacific Cas and
Zlectric Company by Declsion No. 21511, dated September 3, 1929, was
aeuthorized to comstruct o transmission line for the trénsportation
of natural gas Yo the Bay Region from Xettleman Hills, whick line
will pass through Stanislaus and Merced Counties near the western
»oundary of epplicant!s proposed service area. At the hecring held
in the present proceeding no protest was made to the granting of
appilcant's regquest. IMr. C. P. Cutter, rcpresenting Pacific Cas and

Zlectric Company, entered an appearance, stating that the Pacific
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Gos and Electric Compﬁny would serve Consumers Cas Compeny with
natural gas under suck terms and conditions as the Commiscion
night think to De recsonable snd proper, or Xx serve the district
itself Iin the event the Commission concluded that it could & so to
the dDetier converlence o the public. Pacific¢ Gas and Electric
Compeny, however, has made n¢ request ror o certificate to conduct
such operations and to date has not obtained franchises from the
various cities.
Consﬁmers Gas COQPany has obtzined franchis;s Irom the
Counties of Merced and Stanislaws and the Cities of Patterson, New-
zmen, Custine and Los Banos. To enable it to make deliveries of gas
it proposes to purchase its supply from & trensmission line passing
through its territory and to comstruct transmission tep lines to each
ol the scveral communities. Its plans, as disclosed in its Exhibvit
*C* and in supporting oral testimony, provide for six lines having
an aggregate length of about I7 miles, partly threg inch and partly
four inch pipe, to each of the communities nemed, that is, Pattersom,

Crows Landing, Newman, Gustine, Los Baxnoes and Dos Palos, where ter-

minal stations will be located. The distribution system proposed is

a combination mediuwm and low pressure system rfor the thickly popula-
ted areas and a high or medium pressure system for rural service.

The cost of applicant's propesed system ls estimated by F.
Zmerson Hoar, a consulting englneer, sppearing as a witness for ap-
plicant, at $667,110.00. Ilr. J. E. Spelce, one of the Commission's
assistont engineers, made o survey of the terrlitory and estimated )
the cost of constructing a geas system to serve the territory whick
he believes should recelve service, at §449,712.00. The record *
indicates that Mr. Svelce has excluded 6exta1n raral tetritory includéh
by Mr. Hoar, confining his study to the more densely populeted dis-

tricts in the area under discussion, snd to a great extent, has con=
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sidered pipye of smaller dimensions.

The estimates of the two engineers are segregated as follows;=

J.E.SPELCE
(Exh. 9)

$ 210,712.00
198 ,350.00
P 424 ,962.00

F.E.HOAR
(Exb, C)

$282,980.00
331,620.,00
21,4%30.,00
T636 305000

ITEN

A EANGTEL& e D CAETTAL:
Tronsmi ssior system . . .
Distribution system . . .
General and miscellanesous

Total tengible fixed canital..

3. INTANGIBLE FIXED CAPITAL:
Organlization . . . . . . . 3,000.00
I?::E%:lCIl:.SN’:B & e & & & & ®» :2 ’ESC)C}O<D<)
Preliminary engineering,etc.: 6,500.00

Total intongidble fixed wapital. s 12,000.00 S

C. WCRKING CAPITAL, etc.
laterisls and oubplieu .« . » 12,720.00 $ 8,500.00-
C:ELSSIl .« » *® & & & & = o = ‘3 :565(>.<BC) . :

Total working capital, z3c....: & 19,080.
CDCJiUKI; IIQXIICESGBME§2IGEO csssnssassns §§f§€37[i;L].c><.()()
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5,000.00
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It appears that Mr. Spelce hes used spplicent's engineer's
estimate of intengible capital.  In connection with the item of
fronchises applicant has {4led, cs Exhibit No. 7, & statement pur-
porting to show actuel costs of £2,260.50 in obtaining its si;
franchises. in enalysic shows that thils figure includes
£1,067.50 representing the asmounts paid the political subdivisions
plus advertising costs, §50.00 for surety donds, $900.00 for at-
torzey's fees and $243.00 for railroad fare. In our opinion,
there should be included 2s the cost ¢of the franchises only the
amounts actually peid to the political subdivision, including ad-
vertising cosfs, which in this case aggregate $1,067.50. The
other itens, being expenses in connection with the acguisition
of the franchises, amownting to sdhout $1,200.00, should be considered
as orgenization expenses. It will De obsexved, in this connection,
that spolicent's engineer sets up additional orgenlzation expenses

of $3,000.00 gnd prelimirary engineering and similar expenses of

56,500.00. There has 2150 been included by both engineers in the




estinmgted tramsmission and distridution investmcnt,.for overheads,
anmourts egual to aydroximately fifteen pereent of the non-lended
capital.

Nr. Hoar estimates that at the end of the first year of
operation, 1906 consumers would be served who would consume
632,732,900 cubic feet of gas and nroduce an smuuel gross reveanue of
$249,494.00, whereas Mr. Spelce estimates 1232 consuners using
87,340,000 cudic feet of gas ond producing an annusl gross revenue
ol &73,920f00. The number of consumers are segregeted to the various

cormunities as follows;—

Y. . HEoax J. B. Spelce
:Comm'l ands . sComm'l and:
Domsstic:Industrial: Total ::Domestic:Industrisl:
223 28 251 26 29
670 8% 758 317 68
236 30 266 146 26
270 35 305 214 47
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Ir. Eoser estimated that the domestlc consumers would take
54,452,000 cublic feet of gas and the commercial and Industriael
578,280,000 cubic feet. Ur. Spelce estimoted sales oL 30,080,000
cubic feet to domestic consumers and of 57,250,000 cubic feet to the
other classes.

™e cost of obtaining gas was not known to elther engineer
at the times of the hearings in this proceeding. Mr., Hoar estimatea
the operating expenses, exclusive of cost of gas, and taXes and up-

collectible bills, at $69,480.00. Mr. Spelce presented a siudy

0of operating revenues and expenses including ges purchased at verious

assumed vrices. His study shows the following;=




Gas purchased at rate oT

1lo¢ per 20¢ per : $0¢ per
TeCoFe MeCoFau "2 M.CoTw M.CoFe
$l4 ,956.: $59,408e2  $24,260.: 29,112,
.37,188.: 37,188.: 37,l88.: .37,l88.
5,540.: 5,5404: 5,540,
740.: 740.: : 74Q

™ T e
I N

CoST O 2S5 ceeaess
Operating costs..e....
Tﬂes * oo

ToncollectiblesSeevnaes

& F F B 20 fe e e

TOM...-Q..Q..-..:358,0%.: 563,876.: 56 :;;73,:}800
Gross IeveNUBeeccessast 73,920.: 73,920e: . 73,920.: 73,920,
Net £Or IetulDeceeeeniDh 89648 $Lr,084.2 § 6,192.: g L,540.

Percent return on
- estinated investment
Of W9,713. [ RN NN :5-54 1037 )

4n analysis of the estimates here submitted shows an
investment per comsumer of $350.00 and annual revenue per ¢onsumer
of $130.00 using Mr. Eoar's figures; and an investment per consumer
of $365.00 and cnnual revenue per consumer of $60.00, using Mr.
Spelce's figures. The record shows that Mr. Hoar estimates a con-
iderably larger volume of landustrial sales than does Mr., Spelce,
his Bxhibit No. 1O showing estimated annual Qalos of 125;000,000 cubic
feet of gas to Liddy, McNeil & Lidby, at Patterson;, 125,000,000 cubic
feet to the Carmation Milk Compeany;, and 100,000,000 cubic feet to
the Cealifornie Milk Products Company, bPoth at Gustine. Represen~
tatives of the two latter compsnies, called as witnesses, testified
that they would use gas for fuel only in the event 1t would cost less
then oil, the fuel now used. The cost of gas to the consumer will
depend, of course, on the price paid‘by epplicant, and until thi;
price 1s determined, it canmnot be ascertained whether‘appliéant will
obtain the industriel business in the cuantity estimated by its en-
gineer. As the record now stands, we are not at all assured that
it will.
Qur review of the record herein leads us to believe that
applicant has been too liberal in Its estimatos of the number of

consumers it might attech to its system and the revenues to be re-
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ceived, cnd raises considersble doubt in our minds whether it can
conduct operations profitably with a system as extemsive as appli=-
cant proposes. While 1t is true the testimony of a number of
xitnesses indicates thet & certain public convenience will be served
by the installation and operation of epplicant's §yst§m, as pro-
posed, such testimony 1s extremely general in its nature. Te do

10% believe thet 1t would be in the public interest to authorize
applicant to operate and to issue securities to the extent pro-
posed when it does not sppear to us, cléarly, thet the territory will
support such an extensive gas system and produce sufficient revenue
10 enable the company to meet its fixed charges and pay some return
on its outstanding securities.

e suggest, therefore, that applicant, at the outset, contine
its operatioms to the four largest centers of population and industry;
nanely, Los Banos, Gustine, Newmen and Patterson, and the order herein
will so provide. The question of service to the other localities
referred to in the application cen be held in abeyance until such
time as applicant has passed the development stage and pleced its
business and operations on a financially sound basis and put itself
in 2 position o maoXe 2 more positive, convincing showing. e be-

lieve that gpplicant should provide initizlly for service to the

urban areas and the more thickly settled territory lmmedictely ad-

jacent thereto.

In applicant's proposed rules and reguletions, filed as an amend-
ment to 1ts Exhibit "CT, xbemadix provision 1s made for the instella-
tion by the company of extensions of not over 100 feet in length for
eack consumer who Wwill sgree to use gas rfor = period of one year, and
for extensions by the company in excess of 100 feet, dut pd; over
400 feet, for each consumersy I1f the consumer will advence the cogt ot
extending the main in excess of 100 feet Sor eachmponsumcr, the amounts
s0 %0 be advanced, to be returned, on the dasis of the ¢cost of 100
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feet of the main so extended for each consum&r subsequently connected
To the original extension within a period of tem years, provided,
however, that when in the opinion of the company the maximum period
within whick refunds may be made should be less than ten years, the
company, subject to the approval of the Railroad Commission, may f£ix
such shorter naxirum period as may be just and reasonabdle. The rules
provide that the company will not be regquired to make extensions in
excess of 400 feet per consumer. These rules for éxtensions ere satis-
factory and applicant should follow them in taking on its consumers.
Maps of each community showing the proposed location of
the distribution lines have been filed in this matter. From an
examination of these maps and of the estimated comstruction costs
subnitted by lir. Spelce, in his Exhidit No. ¢, and in oral testimony,
it occurs to us thet the cost of the four transmis sion lines to reach
the four cities should gpproximate $120,000.00, the distridbution
lines $168,000.00 and the general cayital £12,000.00, meking a tofal

Tor the tangible cepital of $300,000.00.  idding $1,067.00, rep=-

resenting the cost of obteining franchises, $9,500.00 for organization

and preliminary englneering exvenses, (applicant’s own estimates)
and $9,000.00 for working cayital, results in a total investment of ap-
proximately £320,000.00.

In conslidering the financing of the project it will de ob-
served that dpplicant in 1ts petition proposed & sdt-up of £737,500.00
ol securities, of which about 67 percent would be bozds, ls'percent
preferred stock and 20 percent common stock. Te are unasble to ap-
prove such a structure. It hes Yeen our policy, except under extra-
ordinery conditions, to suthorize the issue of bonds in amounts not
exceeding sixty percent of the costv or reasonable value of properties .
aequired, and we do not believe that we should deviate Lfrom such
policy in this case. Nor do we believe that we should cuthorize
applicaent, at this time, %o "issue preferred stock. Such prefexrred

ctock as epplicent proposes to issue, bears dividends ot the rate of
8"




seven percent per annum cumulative from the date of issﬁe and it mey
well happen In the development of new territory, such as here pro-
vosed, that dividends will not be ecrmed during the first few years
of operation, %n.which case there would result an accuaulated divi-
dend to de met in future years before the purchasers of the common
svock cen recelve zny returns on their investment. Furtker, 1t
appears that the preferred stock will be distridbuted generally and
while 1t is true that dividends on preferred stock are not fixed
charges of the company, yet sometimes purchasers of prefexred stock
velieve, or are led to believe, that such dividends will de paid
regularly. In our opinion, however, dividends on stock at the outset
are Dy no means assured and accordingly, for the.reasons stated herein,
we do nov believe thot the issue of preferred stock at this tiwe is
in the public interest. e will therefore limit our suthorizetion
t0 bonds ond common stock. |
Lyplicent requests permiséion to sell its dbonds at not
less then 90 percent of face value and the common stock &t 80. The
bonéd price, it appears from the testimony of Edward Schary,:its presi-
dent and avtorney, is the net price to the company after discount
and ell expenses incident to the 1ssuc; such es engraving cosis,
trusteest and recorders' fees, etec. It is planned that the bLonds
will be sold to the public, dut that the common stock will be pur-
chaced by the five CGirectors of the compeny wgo, the testimony shows,
are willing to purchase such stock at such price zs the Comm;ssion nay
Tix. Under these circumstances we do not see the necessity of
z2llowing a discount on the sale of the common stock. The order herein
accordingly will autkorize the ilssue and sale of $1%0,000.00 of bdbonds
et not less then 90 percent of face value plus acerued interest and

$156,000.00 of common stock at not less than par. These prices will
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ield the company $321,000.00.

The issue of $190,000.00 of six percent donds will result
in enmual interest charges of $11,400.00.  Mx. Spelece estimates,
as showa 1in Exhibit No. 9, thet there will Ye in tﬂe fouxr cities,
853 domestic consumers and 184 camerclal end industricl consumers;
a totael of 1037, who sbould produse an annual grosc revenue of
$62,220.00, assuming an overage ravenue of 360.00 per consmmer. The
exhibit shows thet he estimates average sales of 30,000 cubic feet to
each of the domestic consumers and 250,000 cublec feet to the other
consumers. The number of consumers estimated will thus cell for
71,590,000 cublc feet of gas. TWith 2n cllowance of ten percent for
ges not accounted for, the znnual cost to the company of its supply
of gas would smount to $11,8L2.00, if purchased ot the rate of fif-
teen cents per M.C.F.; to $15,750.00, if purchased at the rate of
twenty cents per M.C.F.; to 319,687.00, 1f purchased =t the rate
ol twenty-five cents per X.C.F.; and to £23,624.00, 1f purchased at
the rate of thirty cents per M.C.F.. M. Spelce estimates trans~

Dission expenses at the rate of 2.5 percent of the cost of the trans-

amission capital, distridbution expenses at the rate of 4 percent ©L
/

I's

the distribution capital and commercisl and new business, genérdl
ené miscellaneous expenses ot the rate of $8.00 per consumer. Upon
these deses The operzting cosis, excluding'depreciation, would smount
to $2%,828.00, using the rifteen cent gas, to $33,766.00, using the
twenty cent gas, to $37,703.00, using the twenty-five cent gas, and
to $41,640.00, using the thirty cent gas. Deducting these esti- .
meted costs Trom the estimated gross revenue of $62,220.00 it. appears
that zpolicant should be able to meet 1ts interest requirements on
$190,000.00 of vonds. laking some allowance for depreciation and
taxes,kit would seem that it could earn somo'rcturn, however small,
on its common stock. Ordinarily we might not de inclined to
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authorize the issue of common stock under the conditions indicated in
this »roceeding, but i applicant's incorporators and stockhoiders are
willing to put their own money into the droject, and hold the common
stock, s the record here indicates, we do not believe that we should
withhold frox them, on thet account, permission to operate, limited

as set forth herein, or deprive the residents of the several commu=
nities, of gas service.

The éompany hes not riled o copy of the mortgege or deed
of trust sccuring the payment of the proposed: bonds. This-instrument
must be filed and 1ts execution. authorized berore the bonds can be
issued. In the order following, such authorization is required
before the euthority to issue bonds will become effective. Other con-
ditions such as sre custoxarily mede in mqtters of this nature, and
such &S appesr proper in this particular proceeding, ere also in-

cluded.

Consumers Gas Compeny having applied to the Rallroed Commis-
sion for =n order declaring that public convenience and necessity

require 1% to engage in the business of transmitting, distxidbuting,

supplying snd selling ges in end about the Cities of Los Hanos, Dos

Selos, Custine, Newman, Crows Lending and Petterson, and for an order
suthorizing 1t %o issue and sell 3487,000.00 of bonis, $150,000.00

of common stock, ané $L100,000.00 of preferred stock,_an& pﬁblic hear~
ings heving deen held before Exeminer Willlams,and the Railroad Com-
alssion being of the opinion that applicant should be suthorized to
operaete in and about the Cities of Los Zanos, Gustine, Newman end
Patterson, end 4o issue not exceeding £180,000.00 of bonds &nd
2150,000.00 of common stock, end being of the opimion that the money,

property or labor to be procured or psid for through such issue is




reasonably recuired for the purposes speclfied herein, which purposes
are not 1n\wﬁole or in part reasonably chergeable to operating expeﬁse
or to income, aad that this applicatlon insofer as 1t involves the
issue of £297,500.00 of bonds sand $100,000.06 of preferred stock, |
skould be denied without prejudice;

TET RAYLROAD COMMISSION HEREBY DECLARES, that public con-
venlence snd necessity regquire, and will require, Consumers Gas Com-
pany to ezgage in the business of trensmitting, distriduting, supply-
ing end selling gas for domestic, commercial and industrial purposes
ip the cities of Los Banos snd Gustine in the County of Merced, and
Newmen end Datterson in the County of Stanislaus, and in the territory
imnedistely adjacent thereto, and reguire and will require the ex;r-
cise by Consumers Gas Compeny oI the rights and privileges granted by
the ordinances passed by the Boards of Trustees of the Cltles of Los
3m.0s, Gustine, Newman and Patterson, end the ordinences granted by
+he Boards of Supervisors of the Counties of Merced and Stenislaus,
provided the? said rights and privileges granted DY thg two latter
franchises mey be exercised only in the tgrritory immediately ad-

jecent to the cities referred to hereln, and In the territory ilmme-

diately adjacent to the transmission lines which appiicant must con~

struct, to ensdble it to. transmit gas to sald cities and territory
edjacent thereto; and provided further, tnat applicent shall file
with the Rellrosd Commission for approval a stipulation duly auth=~
orized by its Board of Directors declaring that it, its successors
and assigns will never claim bYefore the Rallroad Commission or any
court or other public body & value for sald xights and privileges
11 excess of the smounts sctually paid as the consideration for the
grenting of said Iranchises, which amounts shall be statod; axd

tm TS EEREEY ORDERZD thet & certificate 1n accordence with
the foregoing declaration be, and 1t hereby is, granted to Coxzsumers
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IT IS EXRERY FURTELR ORDERED, that Consumers Gas Company
be, and it heredby is, euthorized <o 1s§uc and sell, on or before |
Jerch 31, 1930, not exceeding 190,000.00 of its first mortgage six
percent bonds, at not less than ninety percent of thelr face value
vlus accrued interest, net, and $150,000.00 of its common cepital

stock et not less than par.

The guthority herein granted is swojee® vo the following

conditions;-
1. Applicant shall deposit the proceeds to be received
| tnrough the issue and sale of the stock and bonds
- hereln authorized, iz ¢ specicl dank account and
expend them only when authorized dy the Commicsion
in supplementzl orders. To obtain such supple-
mental orders, applicant shall file with the Con-
miscion complete plans and specifications covering
1ts proposed construction work. In the event it
lets any of its construction work to contractors
it shall do so upon competitive bidding.
z.‘,Thg’authority herein grented to issue bonds will be-
come effective when epplicant has pald the e pre-
seribed by Section 57 of the Public Utilitles ict,
vaieh fee is One Hundred and Ninety($190.00) Dol-
lars, and when the Commission, by supplemsn%ai
order, has outhorized the exscution of a mortgage
or deed of trust to securse the payment of sald
bonds,and when applicant has on deposit the pro~
ceeds from the ssle of its common capital stock
or has expended such common stock proceeds for pur-
poses suthorized by the Commission.
o euthority herein granted to issue stock will become

effective twenty days from the date hereof.
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4. Applicent chall keep such record of the issue, cale
anl delivery of the stoeck and bonds herein auth-
orized, and of the dicposition of the proceeds as
will enable it to file on or before the 25tk dey
of each month a verified report, as required by the
Reilroal Commiscionts General Order No. 24, which
order insofer aos epplicable, is made a part of this

order.

I7 IS ZERTBY FURTEER ORDIRED that the application ins far
a5 it involves the issue of £297,500.00 of bdonds and $100,000.00 of
preferred stock, be, and it hereby is, denied without prejudice.

‘ 4
DATZED ot San Francisco, California, thic gé\3 o( day.of
September, 1929,
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