.Decision Noe.__ /97 F

; BEFORE THE RAILROED CQISSION OF TEE STA&E OF CAIIFORNIA.
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In the Matter of the Application of

VALLEY FATURAL GAS COMPANY and MIDWAY

GAS CQMPANY as Lesseo of all the proper-

ties of sald Valley Natural Gas Company, Application N0.7951.
for an increase in rates for the sale and .
distridation of matural gas on the system

of the Valley Natural Gas Companye

Jared How and Thos. J. Reynolds,

. for Appllicant

F. S« Brittain for
California Farm Bureaun Federation,
Xora County Farm Bureaun, and
E. EBastone.

BY THE CAISSION:
OPINIOXN

‘In this application by Valley Natural Gas Company and

" Midway Ga..s'compa.z':y aslesseo 0f the properties of Valley Natural
Gas Company, it is alleged that applicants have recently,_by:tho
termé of certain contracts, become obligated to pay dn increased
price of three conts per thousand cubic foet for the greater po;?
tion of gas purchased and sold on the syatem of the Valley Companye
Becanse of the iqcreased cost of gas purchased, applicants ask that
they be granted an incregée of two cents pexr thbusand cubic feet
(with a maximom pricé of Lourteen cents per thousand cubic foet)
for all gas so0ld for industrial and wholesale puryoses on its

' Valley Division in the Kern River, Zlk Eills and Midway oil fields

and adjacent texrritorye




A public hearing was held on this matter in Bakersfield
by Examiner Westovwer, at which time evidence was submitted by
applicante It was sgreed that certain additional reports and
data requested by the Commission’s engimeers should, when filéd;
be considered in evidence. Those have been f£iled, and the matter
is now ready for declsione

Midway Gas COmpany 1n 1919 leased all of the propertios
of the Valley Natoral Gas COmpany and subsequently purchased the
capital stock of the latter, theredby meking Midway Gas Company the
lawfol owner of the Valley Natural Gaé Companye With the aoquisi-
tion of the Valley system there were obtained certain contracts
for the pdrchase of natoral gas from variouvs oil operatoras, chief
smong which was the contract for fhe purchase of gas from the
Stapdard 0il Companye

This contract provided for the purchase of naturel gas
foxr fife cents per thousand cubic feet, and further that opon

demand Standard 0il Conmpany would construct & compressor plant for .

delivering compressed gas at & pressure of 250 pounds per square
inche Such plant was doly built amd pot into operation.. The
term of this contract was for five years withlprovisipn for re~
newsl for further periods of five years each with revision of
prices with each renewale Under date of September 29; 1917, the
parties to this contract entered into e supplemenial agreement
which provided for the péyment of one oent additional or‘aix
cents per thousand cubic feet for sll compressed gas delivered
by Stazndard 0il COm@any, By the terms of & forther modification
and renewal of this contract, required by Standard 0il Conmpany,
it was provided by sn agreement dsted Jume 12, 1922 that Valley
Natorsl Gaé Conpany shoald.pay Standard 0il Company & price of
five cents per thobsand cobic feet for all omcompressed gas and
~ g price of nine cents for all compressed gas, this latter price

being an advance of three cents per thousand cubic feet ovexr the
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rrevious yprice of compressed gas. Investigation was made by -
¥idway Gas Company representatives, of the actual cost to the
Standard 01l Company for compressing ssch gas snd it was teatiZied
to in the proceeding that nine cents per thousand cubic feet waa,
in their opinion,s reasonshle price for this gas.

Because of depletion of the natural resources of ga8
of the Midway fie%d, which originally supplied the predecessor

of the Velley Company, it has now become necessary for the latter

to obtain its principal supply from the Elk Bflls and Topman fields,

At this time there 18 a large quantity of casing head gas being :
produced,and in order to prevent the wastage of this, it mast be
merketed by the Valley Company, which necessitates compression of
the gas in order to force it into the transmission lines for 21614
dletribution. Becaose of this sitastion in the oil fields it 1is
necessary to compress by fér the‘majdr portion of gas purchased
from Stendard Oil Company. Additionsl gas is also purchased by
Valley Natural Gas Company from the Pacific 04l Company, and an
agreenent is now being negotiated in which it appears that Valley
Natoral Gas Company will be forced to pay ax increase of 1 cent
per thousand cubic feet for gas obtained from this sources -

Some three woeks after the heaxing the Commission received a
protest filed by the California Farm Boreaon Faderation; Kern Coonty
Farm Bareas snd E. Zaston, by F. S. Brittain, their sttorney, in which
it 18 requested that the application in this proceeding be denled
or, in the alternative, that the matter be re-opened by proper.
ordex of the Reilrosd Commisaion and a date of hearing set, giving
‘them an opportanity to be present &t .said hearing t0 show cause,
if any there'be. why said application shall be denisd. Protestants
allege that they are not direct consumers of natural gas sopplied
by Valley Natural Gas Company but that they represent through

their constituent members meny hundred consumers of electric
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energy produced in part by the use of natoral gas suppliod bj
the present applicanta to the San Joaquiz Light and Powexr Core
poration apd the rates for electric energy'aupplied by that
corporation are directly responsive to the price paid by it for
natural-gés delivered to it; that in this.Commisaion's.Deciaion
No. 10348, fixing electric »ates on the San Joaquin iigﬁt and
fower CO:poration system, said rates and schedules were detere
mined in & large part upon evidence of the cost and eatiﬁated
cost of natural gase |

oIt appears from Decision Noe. 10348 that the total cost
of fuel, incloding oil and gas, which was estimated for the year
1922 was $1é9;500. out of & total cost of service in excess of
$6,000,000s Were the applicstion of Valley Natural Gas Company
g:anted in its entirety, the effecf.woald be an increase of less
than six tenths of one per cent in the total cost of service on
San Joaquin ILight and Power Corporation system.\ We cannot conclude
Irom‘a eonsi&eration of that decision that the rates snd schedules
wore determined therein in a large part upon the evidence of fhe
cost and estimated cost of natural gas supplied, nor can we conclude

that the rates for electric service are directly reaponsive to the

price peid for natural gas by this company. Cost of natural gas

is & pert of the cost of that service, but it doeévnot :ollow
that rates will be raised &3 a result of any increase in gas cost
or rates reduced Immedistely were the gas price'reduced. |
Protestants forther allege that fhe operating income of San
Joaguin Iight and Power Corporatlion under the rates established by‘
Decision No. 10348 have been proportionately moch grester than wes
éatimated by fepreaentatives of the company or the Commiaslon's
engineers and that they fear that by this application.of'nidway Gan
Company t0 increase rates the San Joaquin Company ﬁill £ind a madﬁn
of disposing of alleged oxcess profits through dividends to stock

bolders of the Midway Gas Compeny who 4t 48 slleged are largely the
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same persons u& those bolding stock in tkeSen Joaguin Light &

Yower Corpora;ion. |

Thoso allogations do not .directly affect the guestioh of

Just and reasonsble rates to be charged on the Valley Natural Cas
Company's system. If San Josguin Light & Power Corporation is esrn~
ing more than a fair return, that is a metter for consideration in &
caso involving the San Joeguin system and not the Va;iey Natural Gas
Company's system. 'If Vulley Natural Gas Compeny is entitled to an
increuse inrates based upon & fair return for its services, that
increase should not be withheld pending investigations vased upon
protestant’'s allegations. Vailey Natural Gas Company is faced with

& meterial increase in cost of operstion, due +o Qhe increase in
prices which it has been forced to pay for gas. At the presdht tinme
it receives an averaoge of bvetween 9 and 10 cents per 1000 cubic feet
for practically all industrial zas sold. The present Tates were
based on a:ourchase price of 5 und 6 cents rer 1000 cubic feot,
zexing a difference of approximately 4 cents per 1000 cubic feet
to‘éover cost of transmission and distribution; Applicants submit

in this proceeding exhibvits showing a total incresse in cost of |
purchesed gas of spproximately ¢340,000. for the yéar ending July 31,
1923, over the yosr ending lay 51, 1922. ‘They slso estimate an in-
crease of approximaetely #140,000. in production costs, a result of the
installation of u comprescor plant for the compression 5f 228 obdtained
Iron the Pacific 01l Company. The swr of these two inereascs applied
to the estimated sales of gus of the Valley Natural Gas Company's |
systex for the coming yeur represents an increase in cost pexr 1000
cubic fect of 3.12 cents. The ineresce asked for is approximatély

£ cents per 1000 cunic feet for industrial ges and Would represent

a total inercase in rovemuo of $295,000 or 1.92 cents per 1000 -

cubic feet of total sales.
Applicents submit, in Exhibit No. 4, their estimate of op-
erating oxpenses for the &ear ending July 91, 1923, under present

rates and under the rates they apply to have made effective. Table No. l
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sets forth the capany's estimate of revenue and expemse for the

year based upon the xgiea requesteds

"TABIE NO. 1

Application 7951

Valley Natural Gas Co. and Midway Gas Compeny
ESTTMATED OPERATING STATEMENT FOR YEAR ENDING JULY 31, 1923

REVENTE Based on Increased Cogsts and Com
Gas Sales pany’s Proposed Schedule. -

DOmeB8tiCeaccncscccccceeaad 25,304480

Gas ENgin@ececaccceecsesas 52,048,98

Induatrial. secsasBbbaneas 1,546'100'000
WholeB88loeescannnnaanes 205,321.60 ,

Total Revenune $1,828,775.38

Ketural Gas Purchesed $1,202,879.35

Other Production Expe 153,836.692

Trensmissiofecacecccass 24,076.,61

Distributioneccccccess 35,762.88

cmerC1Bl..-..----.-. 30'024051

G'ener&l.---n.-o-.o..-- 37’127.65

T&I&S [ F Y EEF YRR E N E W ¥ N NN 95.623.59

Tncollectible Billis... 1,012.70 :
Total Operating Expenses $1,578,332.76

Return for Interest and Amortization 250,442.62
Rate Bese, Company'a Estimste 1,628,837.51
Rate for Depreciation & Return on Company's

Estimgted Rate Base 15.3

A study of the detailed exhidblits required to be filed'by
the Commission as evidence in this proceeaing; indicatea that
in this estimate Applicante have incloded the total increase in
¢o8t of gas obtained from the Midway and Elk E1lls fielde ander
the contrect With the Stendard 01l Company and Pacific O1l Com=

panye It has also incloded the estimated cost of operation of

the compreasor plant installed for making available‘cqaing—
head gas to be obtaimed from tie Pacific 01l Compsnye

It appears thet approximately 30% of the gas obtained under
theBeo cbntracta is trensmitted to the Midway Gas cOmpanyjavmain
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systeme Dve 1o physical conditions the gas.transmitted to the
Midway Coipany is laxrgely f£rom the high pressurelwella ard is

not compressed. The Commissicn does not consider, however,thamv

it is reasonable %o charge all of the inoressed cost to the
Valley Divisione The increased cost of gas should be averaged
‘over all gas taken onder the Yalley Natuoral Gas Company ¢one=
tracts and Midway Gas Company should beaxr ita full proportion

of the cost although physiceal lxmitationa mnake necessary the dew-
livery of gas t0 that systenm thgt is purchased at 5 cents. per 1000
cobic feet. Deduction should be made in the estimated operating

exponses of $§8;OOO from cost of porchased gas and $43,500 from

the cost of éompression.

The incresse in cost of gas to Valley Natural Gas Company
over pest conditions will, under the changed conditions be
aprroximately 2 cents per 1000 cobic feete

Since this application was f£iled and heserings held, the
price of oll has been reduced 50 cemts per barrel and it is
believed that.the Commission should take Judicial notice of this:
facte Tﬁe purchase price of crude 0il in the field is now 60 cents
perAba:rol; which i3 eguivalent on a comperative fuel valve to be-
tween 10 and 12 cents per 1000 cubic feet of gas. Ease of usog-_
‘however, in many c¢ases results in a somewhat hlgher value. Pr&cticél-
1y all of the gas served by Valley Natursl Gas Company for which
an increase ln rate 13 asked Is directly in competition with fuel
0il, and it 1s apparent that the rates to be charged camnot be in
excess of the value of sexrvice as determined by éompetition.

The esrnings of Valley Natursl Gas Compeny system are soch
that a fart of the increase in co0st shovuld be absorbed by it without
reducing the rate of return below a reasonable rstee The fate herein
?ixed will still be at least equsl to or less than the value of
* the service based upon competitive conditionse

Table No.2, herein, sets forth the estimated revenue and
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expense based opon the yeaxr ending July 31, 1923, ondexr the rates

a8 set forth hereine

TABLE NOe. 2

Applicstion No. 7961

Valley Natoral Gas Co. and Midway Gas Coe
Nalley System

ESTIMATED OPERATING STATEMENT FOR YEAR ENDING JULY 51 1923
- Baaed U;Ln cOmmisaion's Estimate ‘

REVENUE
Gas Sales \ , | $1,698,675
OPERATING EXPENSES |

‘Production L
KXatoral Ges Purchased . $ 1,104,680
Other Expenses ' . 110,000

Transmission ‘ 24,075

Distributlion 35,750

Commexcial , 30,026

General 37,125

Total Operating Expenses - $1;341;655
TAXES - -
' state & Pederal 93,620
UNCOIEECTIBLE BILLS

1,000
TOTAL | | $1,436,275

Net Available for Deprecistion Return - éé?.,lOO
Estimated Rate Base - ' 1,560,000

Rate for Depreciation & Return on Estimated Rate Base 16.91%

The allowance for depreciation heretofore foond reason-
ably applicable to a matural gas system such as this in whick
the life of the property depends mainly on the cont.’mﬁed 1129
of the oil Pfields, has been 7% per amum. Allowing this rate
of depreciation, the net retufn t0 be obtained under proposed rates
will be approximately 10%, which return appears to us to be reason-

able when considerstion is given to the nature of the service, uUnw

8=




coxtain life of tko o0il Lields and volume of dbusiness.
Ihe rales herein suihorized represent an Ineresse of

1 cent poxr 1000 eubic foct for industrial service In tze m&a-
way Iileids, 1 cent per 1000 cubic feet in tre Bl Eills fiol&s,
2 cents pexr 1000 cubic Leot In the Xerzn River Eields, 2 oonts
per 1000 cublic feet foxr re~sale to West Side Gas Comparny, 13
cents per 1000 cubiec Leet for re-ssle to the Saxn 3oaquin L;éht
ané Power Corporution ot Bakersfield and I cent pér‘looo‘énbic
feot for steam p;ant operation to San Joagulir ILigkt amd Power |

Coryorsxién.

ORDER

.Valley Jotural Gas Compony and Midway Gag Compeny, as
Loss50e of the proporties of Valley Natural Gas Cozpany, having
applied to tkhe Railroad Commissior for an order grenting author=
ity to inexrcase %t2e retes for nstursl gos 9014 for industrial
rurposes, wholesale purposo %o other uwtility companles and for
vae operetiorn ol the steam dxiven electiric genorating plants
of Saz c¢oaquin ILigkt aﬁd Rowexr Corporation, o pubilic hearing
raving been neld and tke matior maving been submitted and being
now roady Lfox decision, the Railroeod Commission of tre State of
Ca”‘*o*nia nereby £inde as o faet tzat tze Industrial and whéle—
galo rates now being ckherged upon the systom of Valley Natural
Gus Compeny 1n so Zur as they differ from the rates hereln fixed.
are not Jjust and reesorable rates,‘and that the rates kerein es-
tablished are just snd roasomeble rates For gas for industrisl
axé wholesale sorvice.

3aging vz order upon tize foregoing findings of fact and
ovhex fiﬁdings of Zact conteined in the Opinfon whick precedes

“cis oxder,

I7 IS ZERE3ZY ORDERED tzat Valley Netursl Gus Company and
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dway Gas Company as lestee of the properiies of Valley Natural

Gas Company be, snd thoy aro hereby suthkorized to charge and oole-

loct the Lollowing rates for gas for industrial and wholesale
sexvice in the several disztricts of the Valley Diviaion of Mid~
way Ges Company, which rates shall be offective for all regular

peter readings taken oz and after the lst day of Octoder, 1922.




SCHEDULE NO. B3
VALIEY DIVISION.

Industrial Service:
Applicable to the sale of surplus natursl gas
for fuel purposes in boilers, furnaces, Lorges,elc.

Territory: :
Avpliczble to District No. L, being terrxitory ad-
Jacent to the distridbuting lines of the Valley
System in the Midway Pielde and on the Bekersfield
trencmission line wost of and including Rio Bravo.

ate: : :
Ten cents per 1000 cubvic feot.

Special Conditions: o
Service i1s subject to dlscontinusnce without notice
in case of = shortage of gas. B

SCHEDULE KC. B=d

VALIEY DIVISION.

Industriel Service: . . ,
Applicable +o the ssle of surplus netursl gas for
fyel wurposes in boilers, furnaces, forges, etce

Territory:
appLicsble to District No. 2, belng torritory od-

jecent to the distriduting lines of the Valley
System in the Xern River fields wuad on the Bakexs-
#ie0ld tronsmission line cast of Rio 3Bravo.

Rate:s

Twelve cents ver 1000 cubic feet,

Spooial Conditions: _ . N .
R eevice 1 15 supject vo discontirnuence without notice
in case of 2 chortage of ges.

SCEEDUTE NO. B=5
VALLEY DIVISION

Indunstrizl Service: ‘
spplicable o the sale of surplus natural ges for

fuel purposes in boilers, furnaces and forges, otce

TarritoYy:
Appliceble to District No. 3, being territory ad-
jacent to the eight inch pipe line beginning ot Elx
T111ls and torminating ot the Southern Pacific Rail~
road at Button Willow. -

‘Rate:
Eleven cexts per 1000 cubic feot.




Svecial Conditions:
Service 18 subject to discontinuance without
notice, in cazo of o chortage of gas.

SCHEDULE NQ. B=6

VALIEY DIVISICL

Tnolesale Service: .
avplicable to gas delivered to other distriduting
companies as follows:

Territory: ,
Gas furnished to West Side Gas Company fox dig-
tribution in the tovme of Maricope, Taft and
Fellows, all in Xerm County. :

Twelve cents per 1000 cubic fLeet.

Conditions:

Service to such dlstriduting company for supplying
its domestic and commerclisl consumers only, hes
precedence over gos englne and lndustrial service.

SCHEDULE NO. B-7

VALLEY DIVISION

Tholesale Services:. : :
Applicable o gas dolivered to other distriduting
compenies as Lollows: '

Territorys:
Gas furnished to Ssn Joaquin Light & Power Corpoxa-
tion for-distridution in the City of Bakersfield
and viecinity and Lor use in its steum plants at
Bakers@icld and Button Willow. '

Rate:

Class & ‘
For all gas supplicd fox distridvution to
domestic, commercial and industrial consumers,
fourtoen cents wer 1000 cubic feet.

Clags B
— oxcess ges furnished San Joaguin Iight & Rower

Corporation's steam plants at Boakersficld,

and Buttonwillos, olever cente veoxr 1000 cubic feet.

Svecial Conditions:

(2) Consumers under Class A have priority of ser-
-~ wvice over consumers uwnder Class B.

(b) Soxvice to such distributing companies for
supvlying their domestic end commercial con-
stmers only has vrecedence over gas engine
and industrizal servico.
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I7 IS EZ3ESY IUSTEER OIDEZED thet Valley Netural Ges
Company snd Mldway Gus Compsny shsll file with the Railroad
Commigsion on or bhefore October 1, 1922, the scredule of rates -
and ocharges hereirn set fortk.

IT IS EERERBY FURTEER ORDERED that the petition filed
by Ca.liforﬁia. I‘a.i'm B:irea;u Feé&ei‘atién, Korn County Farm Bureaun

and E. Baston, be snd tho same is heroby donled.

Dated at éan Franciseo, California, this Z;’( day of

Septoxber, 1932.

COMMISS IONERS




