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Iz the Matter of the Application of
VALIEY NATURAL GAS COMPANY

to have 1te rates for furnishing

natursl gas Lixed.

Application
No. 2620
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OPIXNIOXN
This is an avplication of the Valley Natursl Gas
 Company asking that itz rates for supplylng natursl gas to
certain of 1ts comemmers be Lixed. . |

Applicent's property consisits of a collection and
transnission systexm for the distriduiion and sale of natu-
rel gas to field /CONSRmERS; in the Midwey end Kern Oil Fields,
and £or the saLa of natural gas to dlstriduting corporations
in the cities and towns of Bakersfield, Taft, Maricopa snd
Pellows. |

The applicant stotes that the rates nowlin eZfact
were established by its predecessor in interest, The 6411-
fornie Natursl Gas Coxpany, im 1910, with the exception of
certein rates fixed by this Commlssisn in Decisions Fo. 1458
and Fo. 1532. )

It 43 glleged in this petition'that gince the pur-
ckase of the properties by the applicant in‘July. 19ié.
conditions have changed materially, resulting iz a grest
increass in the cost to'dt of selling gas over that of its
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predecessor; tha:ﬁ there has been & stesdy and accelerating
decresse in the gquantity snd pressure of gas produced by the
wells from which applicant obtains its supply, this decrease
in pressure mecessitating the compression of & lsrge Vropor-
tion of the gaz; aund that serlows discerimination existe in
the present form of rates uwander which the gas supplied to
many of its consumers it not measured.

Applicant desires to substitule measured seorvice
for the present unmeasured aervicé.in order tha.t' discrim-
ination may be eliminsted and to have fair and Just rates
fixed. o

At the hearing in this mattexr held in Bakersfield
on Pebruery 2, 1917, it wae stipulsted that, inesmuch a8 the
applicant had submitted insufficient evidence, the data %o
be obtained from s sudbsequent investigation to be made dy the
TPngineering Depsriment of this Commission, as well as all pre-
vious formal proceedings before this Commission concerning
tre spplicant and its predecessors, should be considered In

evidonce.

In the past gas has been purchased from the Stan-

aard 0il Company and the Honolulu Consolidsted 011 Company
at pressures sufficient for the 'tra.nsmiséion requirements
of the epplicant &3 & distriduting companye. Recently, bow-
ever, well piessnres nave decressed to such an extent that
a%t present it is necessary to compre3s the mejor poriion of
such gas, and an agrecment has been entered into with the
Standard 0il Company o perform this service for one cent
(1) per thousand cubic feet. It is ostimsted thet this
fiten will increase the operating expenses of the company
over .";‘;.50,00“0 during the yesxr 1917. Since Mey 1, 1916 the




gas obtained‘from the Eonolulm Consolidated 01l Conpany bhas

been vuwrchased on o four ounce basis instesad ¢of on the pre-
vioug five pound basis. Thiz, it iz estimated will Lurther
incroase operating expenses over 10,000 per year. |

The applicant selle gas to 1t3 field cénsumore
for boiler, furmace and forge yurposes at $-OY per thousand
cubic feet, the quantity of gas uced by each consuxmer being
estimated, the comsumar being bdilled accoxrdirgly. ‘

In the past the gas purchaced £rom the Stand#ra
0il Compeny end the Homolulm Consolidated 0Ll Company, beirng
wamessured, has besn psid for on a dasis of five cents per
thousand cubic feet sold, the total sales being estimated.
A the gas purchased from the oil companies is at present
measurel snd the Valley FNaturel Gas Compeny is billed om &
meter bacis at five cents per thousand cublc Leet, it 13
necessary Lfor the latter to meter its field comsumers. fhis
will necessitate the installation of over 75 orifice meters
at an estimated cost of 320,000 and a comsequent increase in
operating expenses to resd and compute same, amounting to
over $10,000 annuslly.

The total investment of the Valley Natursl Gas
Company on March 1, 1917, based wpon the valuation submit-
ted by engineers of the Reilrosd Commission in application
#2172, with 2dditions and vetterments Lrom Mexrch 1, 1916,
ieg as follows:

TABLE §O0. 1
Investment March 1, 1916 (originsl $498,337.68
cost App. 2172)
Additions and betterments (March 100,728.56
1, 1916 to March 1, 1917} :
Total fixed capitsl March 1, 1917 B39, 0bb.24
Additionel meter investment 20,000.00
Total fixed capital (after meter $BITO6E.24

instsllation)
Yaterials and suprlies - 10,373.74

Total 4529, 439.95




Brought Forward

Total $629,439.98
Torking cash oapital (1/6 of

1916 operating expenses) 23,098.00
Total $852,587.98 |
Lpplicant's Exhibit No. 3 sets fortkh an estimate of

operating expenses for the year 1517 as follows:

TABLE T0. 2

- Development expense $ 2,500
Tropsmission expense 5,200
Distridution expense 4,620
Coumercisl expense 2,200
Genersl and miscelisneous expencse 11,260

Potal I 1]

‘.
Orifice meter operation 10,200
Total operating expense (not
inelnding cost of gas, taxes, § 35,980
etc.

Ingzmuch as the sbove estimate appears 1o ve reason-
'dblg gs'cqmparearto previous yeers' expensec and when considered
in the light of the gpplicant's genersal operstion, it has been
accepted for the purposes of this proceeding.

Tbe Commission found 1in its chision 1458 aftqr -2

thorough investigation of the probable life of the gas wells

0f the Midway Field that 7% deprecistion sunuity was a reason-
sble rate to be allowed wpon these proverties. I have used

the same rate for the purvosges of this proceeding. The

fixed charges are a8 follows:-
TABLE No. o

Pixed Charges:

Depreciation amuity 84%,.334.64
Inggigzﬁ (8%) $52:205204
The following table sets forth the gas ssles during
1916 gnd the estimated sales for 1917. This estimate i1s
based wpon data Filed by the applicent modified by the Teport
oL a personal iInspection of the territory made by Mr. W. J.

Jemmond of the Gag and Electric Department of the Railroad'
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Commission and differs only slightly from an estimate made

by ¥r. J. F. McMahon, General Mamager of the Valley Natural
Ges Company.
TABLE NO. 4

1916 1917 '
‘ Actual Ssle Pstimsted Sale

Bakerefield (domestic) 35X, 928 X ou.Zt. R CledTw
Fellows . 8,440 10,000,
¥ericope 14,330 - 15,000
Taft 63,835 70,000
Domestic 11,285 . 12,000
Gas engine 115,725 135,000
Eeorn - 1,844,946 2,000,000
Midway 2,327,419 - 3,300,000

Totel ZoTE5, 506 B 552, 000
Under the present rates the revenme from the estinmated sales
for 1917 would amount to $451,265.

Tpe unsccomnted for gas on the applicant's sys?om
during March and April 1917 wee 25.9% snd 20.7% of the gas
§urchased respectively; Mr. McMahon os@imateg tast by meter-
ing the field comsumers losses can be redmoed to.15%. Om
this basiz the gas purchased for the year 1917 would bo
6,775,800,000 cu. £t. end assuming the same proportion of
compression throughout the yesr &g st present the cost of
ges would be $387,576. leaving e, balance of $63,689 to cover
operating expensec and fixed charges. |

From the above it is apparent that thls company
cemmot meet its obligatioms in the fature if the present
retes continue in force. ‘ _

Tn considering this spplicatior it must be borne
in mind that the Taelley Natural Gas Cdmpany‘bought the pProp-
erties from Its proldecessor with the avgwed intention of
gathering apd comserving for sale natural gas which 4s now
going to ﬁaste. and to extend its field of operstion into .
new and'uhaeveloped territoxry. Up to the present time

the company has exerted no effort t0 extend its sexvice into
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new territorye. vmbis mey be in part due to thé nresent
market vrice of materisls. It is clear however that the
present rate of 7 cents vexr thousand cubic feet to field
consumers 1s lower than the company can supply the gas
_for under the mew conditions of operation.

Although the demsnd for gas for boiler fuol
in the Midway f£ield is on the decreaéo at present, gas
engines being substituted for steam, there is still a
demend in the Kern field which exceeds the present ce-
pacity of the company's trensmission lines, and with an
equitsable rate for this service I velieve that the com-
pexy may be able to lncresse Ats sales in this territory
provided it extends 1ts facilities and thet it will there-
by reglize a fair return wpon its investment.

Tpon investigation I £ind the following rates
of the apylicant nnreasopnable inasmmeh &S these rates,
sre, under the present conditions, voremunerative. I
also £ind thet there is &t present no reason for:gliering

the rates for other classes of service:-

TABIE NO. S
Pield consumers (boiler fuel) $.07 per X cuv.ft.
Gas supplied for distrivation
in Taft 07 per N cr.ft.
Gas suprlied for the Sakersfield
gteam plant .07 por X cu.it.

I recommend the following gsehodule of rates to
be cherged in the future for naturel gas sold iz the var-
sous districtes as desigmteé.:

PABLE BO. &

T1eld Consumers
way District (including $.09 per M cu.ft. on

Rio Brevo) ' 4 0z. basis
Kern District (including Ba- .10 per M cun.£t. on
kersfield steam plamt 4 oz. basis

Rocale in Taft
28 stpplied for distribu- .10 pex ¥ cu.ft. on
t4on in Taft 4 0z. basis
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Under the rates herein established the revenue
based upon the estimete of sales for 1917 would be 2526,365.
and with these rates in cffect the estimateld earnings of the

company Lor thke year 1917 will be as _foilows:

".L'ABI.E NO. 7

Operating revenues 8626,365
Operating expenses: )
Gas purchazed $387,676
Other expenses 35,980
. “Taxes .. 31,226
-Totel operating expenses 454,781
Balance available for depreciation - $TIEEE
Depreciation annulity 43,336
Surplus availsble for dividends BT

- Net return on $657,.638 4.%%
|  Although thiz cax hardly be considered a fair return
on the investment, the company has expressed the belief that

if a concerted effort is mad;e, the seleg to field consumers,

especislly to those in the Midway Pield, can be increased con-

sidersbly over the smount estimated. IZ£ this increase is
reslized, evex in part, the coumpany will De ‘in s position to
esrn a f.’a.ir return wpon its investmont.

It skould be borne in mind 'tlﬁa.t the proposed rate
of 9 cents to the dew field conmsumer:s and that of 10 cents
to0 those . 0f the Kerﬁ dfistrict is justified only dy the fact
that it permits the sale by the Valley Natursl Ges Company oZf
what would otherwlise be excess or wasted 883 rroduced in con-
Jenction with oil production and not gubject to storage or
conservation without a redunction in the oil production of
the fields. Theee rates should remsin in effect only wntil
the requirements of other consumers requiring gas for 2
pigher use meke it necessary or advicable 1o discontinue or

moldify them.




I submit herowith the following form of Order:

A public hearing heving been held in the above en-~
titlgd proceodings and the same having beern submitted and being
now ready for decision,

1. The Railroad Commission hereby f£inds that the rates
of Valley Natural Gae Company for certain classes of ite gas
sexrvice are mnjust and unreasonable in 80 fLar as they dlffer
from the rates herein establiched.

2. The Reilroesd Commission hereby f£inds that the rates
kereoin established are faixr axd reasonsble f£or gas sern@ to
£ield consumers and for distribution in the City of Tafd.

Baging its order on the Zoregoing f£indings of faot
and on the findings which are conteired in the Opinion which
precedes this Qrder,

THE RATIRCAD COMUISSION EEREBY AUTEORIZES Valley No-
tursl Ges Compeny to estsblish sud 2ile with this Commission,
within twenty days from dste of this order to become effective
for ges sales commenoing Amgust 1, 1917, the following rates for
patural gas to the special class of sexrvice desigrated:

rield and Tholesale Consumers

Applicadble to consumers of xatursl gas for boller,
furpace and forge £fuwel purposes:

Wdwey District (including $.09 pexr X cu. ft. on
Rio Trovo) 4 oz. bagis

Zorn District (including Bo- .10 per X cu. f£t. on
kersfield stean plant) 4 oz. basis

Applicable to sales to dietributing compenies in the
town of Taft and vicinity: .

)
Gas supplied for distridution $.10 per M ok. £i. on
: in Taft : 4 0z besls

The foregoing Opinion and Oxdexr are hereby approved




and ordered filed ss the Opinion and Order of the Reilroad

Commission of the State 0 Celifornis.
Dated at San Francisco, Cali:fornia, this Q ’ﬁ-

day o% 1917. 7 E
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