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TFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of

COAST COUNTIES GAS AND ELECTRIC COMPANY,
a corporation,

for an order of the Public Utilities
Commission of the State of California

. autheorizing applicant to increase the

™ rates charged by it for natural gas;
to withdraw and cancel all of its filed
bnd effective rate schedules applicable
o natural gas service and to file and
make effective in lieu thereof natural
gas rate schedules in accordance with
this petition.

Application No. 31614

el St N B P e Vi S S N il T Nt e St

J. K, Horton, W. Z. Johns, Bert B. Snyder,

Tanning and Delap, and Pillsbury, Madison &

Sutro by Noel Dyer for applicant; J. J. Deuel

and Eldon Dve for California Farm Bureau
Federation; Brobeck, Phleger & Harrison by

George D. Rives for Califernia Manufacturers
Assoclation; Major John W. Roed, Clifford G. Trott
and Lewis A. Todd of Sixth Army for tne United
States and all of its Executive Agencies;

Freyman Coleman, C. T. Mess and Boris H. Lakusta
for the Commission's staifl.

QPINTION AND ORDER DENYING MOTION FOR INTERIM RATE INCREASE

Coast Counties Gas and Electric Company, a California
corporation, applicant in this proceeding, b? the above~entitled
application filed on July 25, 1950, éought authority to increase
its natural gas rates and charges in the year 1951 by an estimated
31,244,000, largely due to increased cost of gas. On Jamuary 5,
1951, applicant filed an amended application reguesting this
amount be increased to $1,556,000 by reason of increases in the
price of fuel oill, income tax rates, and wage levels made
subsequent to the original filing date. Applicant requests

authority to increase natural gas rates in accordance with

=l=




A-31614. FG

Exhibit "G" of ité amended application to all classes of gas
customers located within its service area in the counties of
Contra Costa, Santa Cruz, Santa Clara, San Benito, Monte£ey,
Kern, Fresno, Kings, and Merced.

Nine days of public hearings were held before Commissioner
Huls and Examiner Edwards during Januvary and February, 1951, on ‘
the amended application. During these‘hearings, applicant's
cas¢ was completed and cross-cxamination of applicant's witnesses
undeértaken by the parties. At the cloée of the hearing on
Janvary 25, 1951, applicant made a motion asking for interim
rate relief pending the final outcome of the proceeding. This
motion was submitted for decision on February 21, 1951, following
oral argument. The hearings will be resumed later for receipt
of evidence to be offered by the intérested parties and the

Commission's staff.

Interim Recucst

For the interim period the utility asks for an immediate
grant of such portion of the requested increase asvthe Commission
thinks is just and proper. It claims the cost of gas in 1951
will increase by about 31,500,000 per year over the cost at prior
prevailing prices. Federal income tax rates were increased in
September, 1950, by 4 percentage points and again in Jaﬁua;y,
1951, by 5 percentage points. Labor costs were increased
approximately 4% starting October 1, 1950. With a substantial
inercase of 1124 in unit cost of labor and 90% in materials since
before World War II, the company claims that under rates currently
in effect, revenues for new customers do not produce sufficient
additional income to yield an adeguate return on the company's

investment required to serve them.
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Partially offsctting these increased costs are increases
in revenues due to growth of the company, as well as increascd
consumption per customer. Deprecimtion’expcnse hés.bcen revised
in accordancc with Deeision No. 45138 of this Comﬂission resulting
in a reduction in the annuity allokable as an exp&nse for the gas
department as compared with the amount which would have been
obtained under previous 5% sinking‘fund accrual methods followed
by the company. After reflecting these favorable changes, as
well as those that are unfavorable, applicant forecasts that the
rate of return in 1951 will drop to 0.93%% on its gas department
rate base compared to 6.74% in 1950. It requests an increase in
rates sufficient to bring its future return up to 6.25% which it
claims is necessary to attract the capital to finance its
construction program necessitated by growth in its service area.

Applicant's Exhibit No. 28A shows itslrésults of
operation on a temperature adjusted basis for the'year 1950, and
Exhibit No. 1 shows the estimated results for the‘year 1951 under
prosent rates on a normal temperature basis and $1.80 fuel oil |
price. These results are surmarized below:

Gas Tlectric Water Tdtal All

Dept. Dept. Dept. Departments
YEAR 1950 (Temperature Adjusted Basis Ef. 28=A) . .
perating Revenues , $ 65,746 813,392,648

) 4 . 3
Operating Expenses 7,704,008 2,364,935 51,835 10,120,778
Depreciation Annuity 156,175 163,494 1,640 321,309
Taxes 727 ,5 611,921 1,2 1,342,595
Total Expenses ’ y (o [BVAH ’ s 10k 4,00,
Net Revenue 919,584 679,252 9,129 1,607,965
Rate Base 13,640,822 11,32L,2L, 203,625 25,168,691
Rate of Return 6.74% 6.00% Lo 48% 6.39%
ESTIMATED YBAR 1951 (Ex. 1) ‘
Operating Revenues 9,555,785 4,042,900 71,980 13,670,665
Operating Expenscs 9,083,531 2,490,700 - 42,320 11,616,551
Depreciation Annuity 178,743 190,981 2,041 371,765
Taxes : 151,344 659,11 10,144 820,607
Tot&l EXPeU.SQS ) )"4- ] ) ) y . ) 3 ‘EB'
Net Revenue 142,167 702,100 17,475 861,742
Rate Base 15,241,341 12,889,201 275,290 28,405,832
Rate of Return 0.93%x% 5.45% 6.35% 3.03%%

% These figures were predicated on an estimated L5%
federal income tax rote. Subsequently the rate was

set at 47% which changes the 0.93% rate of return

figure to 0.99% and the 3.03% figure to 3.02%.
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Coast Counties Gas and Electric Company is affiliated
with the following group of companies through a holding company,
Pacific Public Service Company:

L. Coast Natural Gas Company

2. Coast Industrial Gas Company
3. Standard Pacific Gas Line, Inc. (5/1k interest)

L. Natural Gas Corporation of Califormia

5. Gas Lines, Inc.

6. Arrowhead and Puritas Waters, Inc.
The Standard Oil Company of California is in twmn interested in
the operation of these properties, being the largest stockholder
of Pacific Public Service Company.

The applicant obtains gas for distribution by purchase
from the Coast Natural Gas Company. Coast Industrial Gas Company
and Standard Pacific Gas Line, Incorporated, arc involved in the
transportation of the gas for the Coast Natural Gas Company. The
Natural Gas Corporation of Califommia, owning natural gas fee
lands, mineral rights, and leases in certain natural gas ficlds
in the State of Califormia, together with producing wells, sells
its production to Coast Natural Gas Company. Applicant claimed
that only the first three companies enumerated provide service
directly or indirectly to applicant and did not present evidence
on the last three. The Natural Gas Corporation and Standard Qil
Company provide approximately one-half of the gas requirements of
the applicant but no analyses of their costs of operation and

capital were presented.

Pesition of Protestants

The United States Government, which appeared in the
proceeding as a consumer of gas supplied by applicant, objected
to the granting of an interim increase on the grounds that the
earnings for the 12 months ended Deéember 3X, 1950 showed a

resurn of 6.74L%, which is in excess of that allowed to other
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gas utilities in recent hearings; that gas is purcha#ed from
affilidtes,,produced by affiliates, and transported by affiliates;
and that the capital structure of the producing company, the
Natural Gas Corporation of Californie, was not completely
analyzed. Counsel for the government took the position that,
under §ﬁich v. Illinois Bell Teclephone Company, 282 U.S. 132,
an inquiry into the operations of the affiliates is most
pertinent and, in the absence of a full disclosure of the
operation§ of all of the affiliated companies, the appliéant
has not completed its case. In conclusion, counsel suggested
that the Commission deny the request for an interim incfease
because the applicant did not show‘that rates to date are
confiscatory and, in the absence of a full disclosure of the
corporate and rate structurce of all affiiliated companies, the
applicant did noé make a prima facie case.

The California Manufacturers Association took the
position that the record in the ﬁroéeeding did not justify any
interim increase in the industrial rates. .\ consumer's |
representative fully agreed with the position taken by the |
government and the association and in addition stated that the
information on the cost of gas was insufficient in that the
price the affiliate was paying to producers in the various fields
was not shown.

The California Farm Bureau Federation urged the
Commission to deny the motion for an interim increase because
interim rate increases arc generally undesirable, particularly
when followed by a final increase, which creates misunderstanding
cmongst rate payers, and becausc the substantial increase in
operating costs is very largely cdue to the sﬁhilar increase in

revenue of its affiliate company. Wailc the Ea$m'Bureau does

not contend that there is anything illegal abowt the revised
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contract for purchase of gas between the affiliates, it deoes
result in the transfer of & very substantial sum of money;
therefore, it contends that the Commission should have all of
the facts that can be made available on which to determine what
increase, if any, should be granted as a result of this

particular transaction.

Review and Conelusion

During the course of the hearings, the cross-examination

indiéated that the utility's estimate of residential and
commercial sales shown in Exhibit No. 12 was low by approximately
2 Mcf per customer per year in the Contra Costa region. Applicant's,
estimate qf growth of new customers in‘1951 in the Contra Costa |
region was set at 3,000 in contrast %o a growth of‘S,L7O shown
in applicant's monthly reports for 1950. Early reports of growth
in 1951 show a substantially higher rate of growth than estimated.
Based on the company's estimate of use per customer and number
of customers, and even with the possibility of material
restrictions lowering the growth rate in the latter part of 1951,
it is apparent that for the purposes of this interim order
applicant's revenue estimate must be considered too low.

The representative of the Farm Bureau questioned the
estimated increase in the unaccounted-for gas from 245,700 Mcf
in 1950 to 416,250 in 1951. Applicant's witness explained that
this condition was caused by the unusually cold season at the
end of the year and that a carry=-over resulted with reference
to sales shown by customer's meters. Applicant's figure for
unaccounted-for gas in 1949 was 407,827 Mcf. Without atteﬁpting
herein to determine a reasomable average allowance, we‘belieﬁe

that the recent actual experience should be considered in relation
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to an interim rate request pending full consideration of the

issues.

In addition to these adjustments, it appears that the

 quantity of gas that will be available to meet customers'

requirements may be considerably greater in 195) than estimated
by applicant. Exhibit No. 15 shows that 31,225,307 Mef of gas
were purchased in 1950 compared tb 27,407,350 Mef estimated by
the company for 1951, Applicant*éimonthly reports show that in
the first three months of 1951 applicant purchased l,O?B,OOO,be
or 14.7% more than the company's estimate. The total gas purchased
in these three months was 441,000 Mcf or 5.6% greater than in the
first three months of 1950.

Applicant is supplied with natural gas at wholesale
by an affiliated company, Coast Natural Gas Company. A new
contract was entered into Jamuwary 1, 1951, embodying inereased
wholesa;e rates. The amount Coast Counties has estimated it
would pay Coast Natural in 1951 is $7,527,560 as compared with
an actual payment of $6,241,544 in‘1950, although the quantity
of purchase is estimated by applicant to be lower in 1951 than

in 1950. In order to make o proper comparison of the 1950

payments with the estimated 1951 payments, it is necossary to
reflect the escalation features of the contract to present
posted fuel oil prices, which will materially reduce the
difference indicated above. As previousiy mentioned, the actual
purchases in the first three months of 1951 have shown an
increcase over 1950; it should be noted that this iteh-of cost
is more than twice all other costs of applicant's gas department
as shown by the first column of Table 4, in Exhibit No. 30.
Thus, the‘importance of the reasonableness of this

contract rate is apparent, Applicant's Exhibit No. 16 presents
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certéin datz as to the costs involved. From this exhibit, we
find that several affiliated companies are involved in delivering
the gas from the field to the applicant's pipe line system. In
other words, all of the gas which is purchased by applicant is
handled by intermediate affiliated companies.

In applicant's showing,‘these affiliated companies,
which have not submitted themselves to this Commission's
jurisdiction, are grouped under the terminology of Pacific
Public Service - Coast Katural Gaé System. Although the
contractual relationship of Coast Counties is with the Coast
Natural Gas Company, the latter utilizes, in addition to its
own, facilities of Standard Pacific Gas Line, Inc., Coast
Industrial Gas Compgny and the parent company, Pacific Public
Sexrvice Company. \

| In addition, the salaries and expenses of substantially
all of the principal officers of the Coast Counties Gas and
Electric Company do not appear on its books and recofds, but
are recorded on the books of the parent company and prorated to
Coast Counties and to other companies.

A review of applicant's Exhibit No. 16 indicates that
substantial differences of opinion may exist as vo the reasonableﬁess :
of these costs after the books and records of these affiliated
companies have been analyzed. Applicant's officers have
participated in the development of the gas purchase agreements
which have yielded the affiliated coﬁpanies much higher rates of
return than enjoyed by applicant. This situation arising from
these affiliated relationships has not béen‘subjected to a
thorough investigation by the Commission and tested by the
standards provided and required by law. It is necessary that
the Commission give substantial weight to this fact in determining

this request for interim relief.
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In order that our analysis of this matter may be carried
forward to a nonclusion at an early date we believe that the
applicant should make arrangements for the books aad records of
its parent company and its affiliates to be opened to designated
representatives of the Commission's staff.

Considered in the light of the possible increased net
revenues over those estimated by the company, and also the high
earnings of applicant's affiliates, the.Commission cannot
consider the present situation an emergency justifying interim
rates pending the completion of the showinzs in the main
proceeding and the establishment of definitive rates. We view
an interim rate increase as an emergency mezsure, applicable
only in the instance where the minimum financial obiigations
of the utility camnot be met prior to the establishmeﬁt of
definitive rates. In conclusion, we find that applicant's
showing does not justify the granting of its motion for interim

rate relief at this time.
ORDER

Coast Counties Gas and Electric Company, having

applied to this Commission for an order authorizing certain

increases in rates and charges and for a grant of interim
relief pending final determination of the proceeding, public
hearings having been held and argument heard on the motion
for interim rate increases, and the Commission having

considered said motion and having found, as recited in the
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foregoing opinion, that applicant has failed to make a case
Justifying the grant of interim relief at this time, and
good cause appearing,

IT IS ORDERED that said motion for interim rate
increase be and it is hereby denied. |

The effective date of this order shall be twenty (20)
days after the date hereof.

Dated at Los Angeles, California, this _%_ day‘
of “TFVIAL L , 1951,
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