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KFRN COUNTY MERCHANTS ASSOCIAEION 3

Complainant,

V3. o o Case No. 357

CALITORITA NATURAL GAS' COME DANY,
a‘corporatlon, ‘

Defendant.

. ESHLEMAY, Comnissioner.

OPINION ON. PETITION FOR
T o"n'fﬁx""“cm"r""o:«; OF ORDER.

Dn June 11, 1914, th;s Commlssxon denied the appllcation
of the Bakersfleld Gas and Electrlc Comnany ?or a rehearing 1n the ‘:'

proceeding connected with the ome here under cons1deratlon. In‘”heaogff5

‘a-a;ne' opm_:;on 1oowa,‘g; the intention to dery mg appnmtmn M me ‘;":':
California Vatural Gas Company. and. it wa.s n°t “ntll e Wa“ “xsed‘JJAoe.i
that’ t51s Commiaazon had not denied +b.e anp’lcwtmon of tha$'company3Qf?f“¥
and on mvesugatn.on of the opmlon 1t was found that San Joaquin‘ o
nght and Power Corporaulon was - usea in conjunctlon withifhes"“"‘ ‘
Bakﬁrsfeeld Gas ano Tleciric. Company. insuead of Callfoinia Naxuralu
Gas Company, that I learned that in renderzng the decis;onfﬁhla""'
1nadvertent eubst;tutlon nad veen made. Under the Pub LN
Act, however fallure to ceny an appllcatlon for rehearxng‘oz:hin .
a certain txme after f;ling constltutes ; denlal of the appllcetion.3o7ré
However inasmnoa as the record 13 1n one conditlon . _‘ o
‘ staxed and - the Californla Vaxura_ Gas Company Btlll 1nsieta;that
. it should have rehearlng, it may be vell to comment upon nﬁs‘
fcontentlon. | N _
Petitloner relies upon ohe result of certain”eertrary
computatlons to JuSol'y 1ts contentlon tnat tne raue of 1




M- cvbic Teet allowed by the Commzssion for natural gas dlstrlbuted
Ty the Bakersflela Gas and alectrlc Company'to aomestzc,lcommerctal
“ and lndustrlal consumers 1n the Cxty of Bakersfield and tne rate of
7¢ per . cublc feet for na,ural gas supplled to tae steam plant

°ftﬂe Sdn -oaquln nghf and °ower Cornoraoxon or other 1arge con—** o

sumers supplied from the high vressure trunk 1ines of the Bakerefield' L

. companv, w111 only yiela a return of 6 oec on the value of‘it jplantﬁ‘
‘devoted to such service. In this connectxon 1t is 1nterestlng t{
note uh&t oet;troner now contendqhthqt the prooer basiswfo |

1nr rates for naxural gas in thzs case is tnax adopted by Mr. Ebar
Tal

| the Commzsszon's Gas and Electrrc/Englneer, in h1s oreliminary reoort?;fﬂﬁ

and explalned by ham at some length at tno heurlng on Aprll 9, 1914
_ax whic’ time oetztﬂoner 1nteroosed serloua obaectzon to tais'same
ba81s. Brlefly,_rr. Hoar's theory was tnat all gas supplzed through
petxt&oner'c nlg, pressure transmlsslon llnes dhoula, 1rrespective

of tne ultzmate use of‘the gas bear an eqnal proportion of all the

costs connectea with its proouctlon,‘tranamission and delivery; Withfffﬂ

tais full cost theory tne Commles;on 18 inclined to agree and_would

~in all probabllxty rave adoptea xt in thls caee it oetztloner had notﬂr“"f

,contended so 1nsxstently'tbat 1t ahould not be depr;ved 0r its fuel

‘gas eales to the San Joaquin Company’s steam nlant Petitzoner's

theory at the tune of the near;ng was that it was: Justified in makingff‘f

a much lower rate for fuel gas tnan for gas snoolied ‘at wholesale” R

for general oxstrlbutlon ourooses owung to the fact that fuel gasffVT“"r"

must be sold at a orlce whlch Woqu perm;t 1ts use in competitlonj'of? 
w1th fuel oil from the adjacent 011 flelds, ana‘that only certa;n(r E
costs ehoula e prorated to suen fuel gas because its use wonld be
BubJect at” all tlmes to tne aemande of other consumers and no ad-.
d¢itional plpe line oapacioy or ooeratlng expense would be reqyired
Petzoloner's posxtlon in regara ‘o thxs matter 18 clearly outl;neq
‘1n the. followxn& extract from the Transcrint (Tr. pp 593-*95) |
"COMMISSIOYWR ESHLEMAN: .1 Woula llke to state

that I consider that one of the very 1mnortant oues-. ,'
tione in this case. O0Of course, it 1s well esoablianed




thax you can't run a part of your busxness at an actual
loss even under competition. The Supreme Court has:

Getermined that in many cases. Now, as a matter of

fact, in computing the actual out-of-pocket cost of get—
ting this gas to the steam plant, if in doing that you

finé tkat you are not gevting as much as it cost Jous. - -

you. ou5ht to quit it or ralse the rate, don‘t you- thlnk_

9 «

¥R. SUTRO. Yes, exceopt as the induetrlal gas S CT
lbusznesa khas always ‘been so0ld in comnetltzon w1th fuel.%_‘t\'»”'"”

COHMISSIO\HR ESHLHMAA' And you sell 1t for what
you can get. : e e

_ MD SU“PO. You sell it for wham you. can get and
you don't charge to that business the elements that. you
charge to the business on which you expect to make a
orofit. It has been s=sicd that the domestlc consumer
pays the freigat for that sort of business; but he really
does not vecause you“.olne line is in and you are going to
serve him anyhow, ané for wxat industrial gas you can.
handle you are handling that much more on the- volume and
make that much more in the way of a: grosa nroflt. ‘

COMMI SSIONER ESHLEMAN. That is one e;de of ;t,
tut when you compute the actual. costs =< that is what I
mean: . - course, some of these costs have to be located
and are the result of segregations, and as’ tovuhemr cor=
rectness there may be some doubt, tut suppose:now you. had_
to pay 5 cents for your gas and you were . selling it at 4;
you know you could not do that dont't you? : :

¥R. SUTRO: Yes, you Xnow you- could not do it because
you have a Tixed exoendlbnre there cnargeable to thax par-
tievlar busmnese. : « : ‘

_ COMNISSIONER ESELEMAN: Yes.  Now, 1;"the actual
additional cost which is reguired to be --‘expendlture
waich is required to be made by this company that ‘would
not be required to be made if you didn't deliver this
gas to the steam plant, added to the 5 cents, brought a
result which was equal to the amount you get for it,. you .
had just as well go out of business, snd if it is wore than .
you get for it you ought to. g0 out of bu31ness, isn't '
that true? y

R. SUTRO. Absolutely, but tnat, mr. Commlsuloner,
is not tae fact, unless you charge the 1ndﬂstrial gas
tusiress with its proport;on of the overhead expense
and its proportion of the general overating expense.

The only eXpense cdirectly chargesble, as I understand it,
to the industrisl gas business would be tre cost of the:

gas at the well ana the taxes on the revenue derived. from
that business. The remaining investment is there and the
remalnlng etpenses are there and will go on just the same.

On petztloner s "excess coct" theory a modifled version

- of WnlCh the Comm;sslon adopted under the czrcumstances of tazs par- -

“ticular case it is obv;ous that no addltlonal expenae or 1nvestment .I“}f




weuld be requnrea to deliver fuel gas to Bahersf¢e1d for use ax the
eteam.plant of the San uoaquzn Light and °ower Corooratlon,‘”‘ |
‘aequently the segregatlon of 1nvestment and operat1n5 expenae would
Ye as shown under basis No. 2'in Tables XI. and XII of the Commiesion‘s |
dec181on in thls case._ In Table XI we . accoraingly find thax the
.investment is 391 454 &8 and the deoreclatlon annuity WG 078 55.JNbW
if we contlnue to follow the theory whzdh petztloner contended for |
at the hearing of thls case tre operatlng exvenses, a8 shown 1n
Table X1I, exceptlng an increase for addztlonal gaﬂ purchased w111
net be increased over those anpl&cﬂble to Bakersfxeld distributzon
‘servlce alone ir’ the event thax fuel gas is’ used at the San Ioaquin

Campany‘a steam plant and we tnen have the follow1ng condition. ;~ﬂ"
Table I;‘

Cost of Servzce.a-

Callfornla \atural Gaa Company to Bakersfield. ‘ ;if;fo S

Invesfméntl e R o_o _f_ $91}434;855;f5“

Interest st 8% o $7,314;7§I°
Deprecistion - { B 56.078.65 - o L %
Cost of Gas Purchased . 19,787.35 T

Exvense of Operaxzon(“rorated) 3,961.53
Taxes « 1,790 95g~‘

_ rr‘o‘l:.:—x'l. Operatlon Cost

Total.Cost‘of Serv1oe

Table II.:

' Estxmated Revenue from Gas Sales durlng 1914
236,235, 2*2-cubic feet‘atvlz vsz“ner”m..cu.ﬁfi;ﬁ | 11
166 oee 528 cubic feet at 7. ~00¢ ver M. cu. £t 11,624,860

| Total Revenue _ | y 41,7447

From the above tables it will be evident that the evenne,

. after deductlng $129 3? excess taxes, 18 $2 682 21 more than ul




ficiert to take care of 2ll fzxed and ooeratlng costs end correzponde

to 2 return of 4.9 upon the 1nveetment over and above the 8% al- :

ready allowed or & total return of’lO Qﬁ._ Upon the same theory,ﬂ-u~”'\-7”

had the" Commdssmon been wzll;ng to accept it w1thout modleicetlon,‘;ej 1

assuming 7¢‘as the rate for fuel gae, jne price of gas for dletributionfdf
ourposes would have been fixed at 11 6¢ ver h. cubic feet inetead of |
12.78# because at the former rate the total revenue woula have been |
GQnal o tne cost of service. However, tne Commieexon wae not 3atls-;eff*

fled that petltioner'e theory o? excese cost was entxrely'eound and

for this reasen the additional revenue amountzng to 92 682 21 wae .
‘sllowed o take caTe of any addltlonal exnense chargeable only to_del;k’Vﬁ
the 'oroduct:xon a.nd tranemzesion of boiler :t‘uel gae, ‘ |
“In regard to the 1nvestment amountmng to 891 434 85 pro»?f}_k
rated to Bakerefleld serv1ce, I deslre to cael partlcular axtentxon
to the fact tnat petltloner has elready acceoted th&e same baeis in ‘g‘i
connectlon with Case Yo. 562 where tae saxe segregation was ueed to
obtaln the cost of service at Taft.__;' | | o = |
I further desire to polnt out tne fact tuax upon petitloner‘slii
- owWL show1ng it 13 earnlng a return 1n excess of 20% on. the investment
_wnlch hae not been prorated to uhe Bakersfield service and thax even
flf no segregetlon of 1nveqtment had been made ;n thme caee end_all“

ol its rates had been reduced to 7¢ per M;:cublc feet of gae eo_y

‘includlng sales in the Bakerefield dlstrict, petztloner would etill ‘

_ be earn;ng a return, baeed on sales durxng 1913 of at leaet 87
o 1t8 entxre 1nvestﬁent after nroper deductlon for all cﬂ
operat;on as clelmed 1nc1ud1ng petitloner's o allowance ror ?;ﬁ?ﬁ5
'denreciaxlon. ‘ " ‘ | |

Wothlng has been presented that hae changed my previoue
‘view that tais app’icatlon should be denied The ra&ee preecribed
ehould.go into effect on the date requd:edﬂA | | |

I submit the following order: . -




gz @_R_

| CALIFORLIA,\A¢ﬂRAL GAS couPANY navzng filed its ap-‘*5°

‘nllcatlon for rehearln@ in the above entitled proce&ding, and the
matter bemng carefully considered “ ” | U
IT IS EEREBY OBDERED taat the appllcatlon be and the

same. is denied and the rates establlshed shall be effectlve con- j:5;*
fcurreatly wmth the raxes hereqo¢ore put into effec+ by the previoﬁél

_order ‘of thlB Comm1851on for tne Bakersfield Gas and Electric Comp

p«&n.Y.g

The foregoing oplnion ana order arefhereby approved
‘and ordered filed as the opinion and order of the Ballroad Com—ﬂ

"miasion of the State of Calhorniam

Dated. at San Francisco, Callfornla, this 2Vf day of _  ,¢;&

_‘July, 1914.




