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Decision No. sz 3/ .

BEFORE THEE RAIIRCAD COMMISSION OF THE
STATE OF CALIFORNIA.

000

In the Matter of the Application of )
VIDLAND COUNTIZS PUBLIC SERVICE CORPORATION,)
a corporation, and SANTA MARIA GAS AND )
POVER COMPANY, a corporation, for approval )
of a certain contract entered into between )
the said corporatioms as of date December 19, )
1919, and for approval of the plan to change)
certalin rates now in force and effect. )

Application Number 5200.

Chickering & Gregory, by Allen Chickering and
Evan williems, for Santa laxia Gas and
Dowex Company:

Murray Bourme, for Midland Counties Public Service
Corporation;

C.P. XKoetzel, for City of San ILuis Obispo.

AeEoCampbell,Lor Egs consumers in Pizmo and Avila and
on the line between Pizmo and San Iuis Obispo.

BRUNDIGE, Commissioner.

The Railroad Commission is asked to make an order approving
the contract attached to the petition herelin and markedpExhibit "AT, and
permit Santa Maria Gas and Power Company to place in force and effect
in 81l the territory now served by Midland Counties Public Service Cor-
poration, whose gas properties it intends to acquire, the present sche-
dule of rates of said Sants Maris Gas and Power Compeny on file with the
Comﬁiasion or any'modificétion. which the Commission may direct.
| From the contract which the-Commission is asked to‘approvo,
it sppears that Midland Cownties Public Service Corporation has agreed to
gell to Santa Maria Ges and Power Company for $388.Qoo.oo its entire

gas plant, system, equipment, business and good-will thereof, located in
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the Counties of Santa Barbara and San Iuis Obispo, except its land
and gas manufacturing plant thereon situate in the City of San Luis
Obispo, its office furniture and fixtures in its office in San Luis
Cbispo, its retall stores, and all its automobiles exoepf cxsFord.

' The contract describes the properties in greater detall; permits the
parchasing company to pay for the properties in cash, bonds and notes
and defines certain conditions which must be 1nolﬁdod in the mortgage
and deed of trust securing the payment of the bonds issued and deli-
vered in payment for the properties. |

Both the Midland Counties Public Service Corporation
and Santa Maria Gas and Power Company are engaged in the business of
furnishing ges for sale to the public iz the City of San ILuis Obiépo:”
The record shows that on account of this competition, the price whioﬁ
the companies have had to pay the producers of natural gas hﬁa in-
creased, both competing for thelr supp%y from the same souxrce; that
there exists a duplication of investment, especially in transmission

and distridutiop mains, and that such duplication will become greater

unless the properties are congolidated and oberato& as a singlo wtill-
1y. . ‘

MTe AeEes Wishon, Assistant General Managex of Midland
Counties Public Service Corporation, testified that because of limited
Pinancial resources, his company could not meet the demand for its
pew electric extessions and that the amount received from the sale
of the gas properties would be used for the betterment of the oompany?s '
electricsl business and the further extensions of 1ts elecp;ioala

service.:

Though mot directly before the Commission for adjudicse~
tion, the matter of abandonment of certain lines, the issue of bonds
and the relation of such issue to the 1nvestmentﬂand net earnings
are reférred to at some length in the testimony. XL thié applica-

tiop is grented, Santa Meria Ges and Power Company interds to apply

to the Commission for authority to abandon the present eight imch
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transmiscslion line of the Midland Company extending from Betteravia
Junction northward to Pizmo end Avila, and the Midland Company®s four
inch line from San Luis Obispe to Ollport. The record showa,tﬁat
there are eighteen consumers served from the four inch line, and eight
o# ten from the oight inch line: thet the bomgany bas'a firm of fer of
$108,000.60 for the eight inch line (125,000%) from Bettoravia Junc-
tion to Avila, and an offer of 35 cents per foot,for the four inch
line from Oilport to San Luls Obispo. The Santa Moris Company takes
tho position that the investment in these lires 1Is o great 0 ware-
rant retaining then in service for the small number of consumers &t~
tached, and that if it is permittod to abandon the lines and sell the
pipe, 1ts investment in plant canm be materially reduced. Xt claime
that these lines are not nccesaary in the operation of the conseli~

dated conpany. a '
As said, the abandonmont of the lines is not now befors

the Commission, and T call attention thereto only because of the
references in the testimony, reserving decision until thislmatter
ie before the Commission.

The contruct provides that upon the delivery of the
documents conveying the properties free and cloar of lien and encum=
brances, the Sants lieria Coupeny shall pay or cause to e paid, %o |
the Midland Company, $120,750.00 in cash or an gmount in 6 por cent
20-year bonds of & corporation to be hereafter organized, which,
accepted at 95 plus accrued interest, will net $120,750.00, And
the Midland Company hes agreed to accept In paymént for the prOpartiea:
$195,000.00 face value of 6 per cent 20-year bonds of said corporation
end & $82,000.00 faco value 3-year 6 per cent note secured by the
geposit of $86,000.00 of 6 per c{nz 20-yoax bonds of said corpofaxion.

Provision is made fﬁr the gradual payment of the"
$82,000.00 note through the sale of gas to the steam generating plant

. "o . /
at Betteraviaa. The contract also conteins certaiﬁprovisions which mast

be included in the new mortgage or decd of trust,but inasmuch &s neither
the isave of the bomds nor the exocution of the deed of trmst is now
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before the Commission, it is unnecessary to refer to such provisions.
The selling corporation agrees not to sell or dispose of the bonds it
receives in payment for the properties for eighteen months after the
date of receipt of such bonds and that during this time it will sell
to the new corporation upon five days written notice, the bonds at 96
plus accrued interest. ‘
| The Santa Maria Company in Exhibit No. 3, prepared by
P. EZmerson Hoar, c¢onsulting engineer, reports the reproduotion;cost new
of the property which it desires to acquire from the Midland Company
at $781,424.00 and the reproduction cost depréciated as of Janusry 1,
1920, at.$385,é32.oo. ﬁhe reproduction cost of the 8™ line from
Betteravia Junction to Avila is reported at $415,983.oo‘and the repro-
duction cost depreciated at $100,000.00, the latter figure representing,
according to Mr. Hoar, the salvage value. The reproduction cost de-
preciated does not izoclude any right of way which it is intended to
abandon. In Exhibdit No. 4, also prepared by lir. Hoar, he deducts
from the $385,632;oo the sum of $31,006.00 which he believe represents
property useful and necessary to improve the present service of the
Sants Maria Company; and the further sum of $133,690.6o which he be-
lieves can be obtained for properfy to be abandoned, leaving $221,936.00
88 & basis on which a return should be calculated. He then assumes
that the rates of the Santa Maria Company now in effect will be spplied
to copsumers at preosent being served by the ¥idland Company, that one
million eubic feet of gas will be so0ld &ally to San Joaguin Light and
Dower Corporation, and, after making such assumptions, conclndea:thax,
after paying operating exponses and taxes, $24,888.00 will be available
to Sants Xaris Gas and Power Company to pay interest on the added in-
vestment and provide for depreciation.

It would thus appear that the earning capacity of the

properties to be transferred is contingent upon tke sbandonment and sale

of at least the 8™ trapsmission mein, and to & lesser degree upon the
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abendonment and sale of the 4" lines above referred to.

In Exhibit No. 5, Mf. Hosxr estimstes the gross earnings
¢f the consolidated properties foxr 1920 at $209,992.00 and the opera-
tirg expenses including taxes and depreciatlon at $165,685.90, leaving
$44,307.00 aveilable for interqst; The annual interest payments are
reported in EZxhibvit No. 5 at $é5,560.oo, leaving o surplus of §18,747.00.

The interest payments consist of:

Interest on $129,000.00 of underlying bonds at 6%y o « o 3T, 740,00
Toterest on 195,000.00 of new bonds at 6 per cent, .+l 700.00

Intexrest on 82,000.00 of 6 per cent NOtE8,ccceccaces 4,920.00
Otrer interest estimated,.ccsecececsncceccscscsnececes 1,200.00

Total, ..---..-..........gzs,sso.oo"‘

mhe Sants Maris Company now charges a rate o£‘$1.oo per
thoussnd cubic feet for gepersl domestic and oommerciai seryiée, and
lower rates for larger copsumption and for surplus fﬁel gas. The Mid-
land Company is now charging a general service rate of 50¢ per thousand
cubic feet, reducing for quanﬁxy, and a rate of 20¢ per thoussnd cubic
feet for boiler fuel service, These rates apply in the City of San
Tuis Obispo and adjacent territory. .

e past operations of the Midland Compeny show clearly
that {ts service is being supplied at a loss. It is not probable that:
the Midland Company could continue indefinitely in the future %o supply
good service at its present low rates. On the other hand, the rates now
oharged by the Santa Maria Gas and Power Company oannot be oconsidered as
excessive rates for the service remdered. In spite of the higher rate
which it charges, the Santa Maria Company has sucaceeded in obtaining an&
holding for itself the major portion of the business in competition. If
the properties are to be copsolidated and operated as a unit, an‘obvious‘
discrimination in rates will occur waless the present differences in #hg

rates of the two companies are equalized.

The Sants Meris Company stipulated iz effect that if this

application is granted, it will roceive and operate the properties now

owped - by the Midland Company gub ject to the ssme terms, 1imitations, pay-
ment and duration of its present fravchise and that the City of San Tuis
~Dm
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Obispo should not by ony language or provision of the franchise be re-
cuired to purchase any property conveyed by the Midland Company to the
Sants Meria Company, which is not at the time of purchase actually
used and wseful, as & part of the system of the Santa JNaria Company
for supplying consumers with gas in the ¢ity of San Luis'Ob;spo. TUpon
the f£iling of this stipulation, the City of San Luis Obispo withdrew

all obieahén 18 tha teanefen of the mapariies.

Though notice was given that the transfex oX the propor-
ties may result in an inorease in rates to present consumers of the
Xidland Company, no protest sgainst such increase hes been filed with

the Commission.
I herewith submit the following form of Qrder.

0 R D E R.

MIPLAND COUNTIES FUBLIC SERVICE COREORATION. having asked

permission to transfer certéin gas propertiea t0 Santa Meria Gas and
Power Company, and the latter company having joined in the application
ané having asked permission to imcrease certain ratea,-a public he#ring
having been held, and the Commission being of the opinion that this
apvlication shoﬁld be granted subject to the conditions of this Order;
TD IS EEREBY ORDERED that, MIDLAND COUNTIES PUBLIC SERVICE
COREORATfON be, and it is hereby, suthorized to sell and trapnsfexr to
SANTA MARIA GAS AND DOYER COMPANY, and 9aid SANTA MARTA GAS AND ROUER -
COMPARNY be, and it is herebdy, au&horized to purchase for the sum of
$388,000.00 the properties described inm Exhibit ™A™, attached to the

vetition.
The authority hereinabove granted is gubject to the follow-

ing conditions; -
l.-- The consideration at which the transfer of the properties
is herein autnorized, shall uot .be urged before

this Commission or any other public body having
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juxrisdiction, as fixing the value of the properties
for rate-making or any purpose other ihan the trans-

fer herein aunthorized.

2.~=The aunthority herein granted shall not be interpreted as
giving Santa Maria Gas and Power Company permission‘

to abandon any service or to issue any securitles.

3.-=Within sixty days after the transfer of the properties
herein suthorized, Sspta Maris Gas and Rower Company
shall file with the Railroad Commissicn for approval,
a copy of all book entries relative to the transfer

and purchase of the yproperties.

4.--Within thirty days after the transfer of the propertioa‘
herein suthorized, Santa Maria Gas and Rower Company
shall £ile with the Railroad Commission & Qorifio&
copy of the instrument of conveyance whereby it re-

ceives title to the propexrties.

5e~=-Within eixty days after the:rooeipt of payment, Midland
Counties Public Service Corporation shall file with
the Railrosd Commission for approval a statement
showing the purposes for which it intends to expend
the moneys obtained from the sale of the properties

herein aunthorized.

I7 TS HEREBY FURDEER ORDERED that SANTA MARTA GAS .
AND TOWER COMPANY be, and it 1s hereby, authorized to charge for gas

s01d in sccordance with its regularly filed schedule of rates, all such
consumers a8 it shall acquire from Midland Counties Eublio.Servioe cor-

poration, from and after the first regular meter rea&ing*dato after the
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transfer of the properties herein authorized,

DROVIDED Santa Maris Gas and Power Company shall within
ten days after the tramsfer of the properties herein-uuthorizod‘file
with the Railroad Commission suwch modifications in its schedule of
rates 88 shall be necessary to corform with this authority.

_ The foregoing Opinior sxd Order are hereby spproved and
ordered Piled as the Opirion and Order of the Railroad Commigsion of

the State of Celifornia.

Dated at San Francisco, Califorsia, this day

s

of ¥areh, 1920.

Aanrins MAralosm -

Comni ssioners.




