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O?INION ------_ ..... 
Southwest Gas Corporation (Southwest) is engaged in 

the business of distributing and' selling natural gas in certain 
portions of San Bernardino and Placer Counties, california, as 

s. public utility subj ect to the jurisdiction of this. Commission. 

Southwest is also engaged in the transmission, sale and distri­

bution of natural gas as a public utility in certain portions of 
~he States of Ne'Y'ada and Arizona. Southwest seeks to extend its 
existing certificated territory within Placer County to an area 
which includes all or part of Townships 15, 16 and 17 North, 
Ranges 16,. 17,. and 18 East. See Appendix A for a map of Southwest's 
present certificated area in Placer County and the area that 
Southwest seeks by this application. Southwest seeks this addi­
tional territory in order t~ serve a proposed real estate develop­
ment known as Northstar-at-Taho,e. For the purpose of serving 
tbis development Southwest also seeks authority to exercise 
certain franchise rights granted by the Board of Sut>erv!sors of 
Placer County and seeks authority to deviate from its Gas Main 

Extension Rule No. 15 and its Gas Service EXtens:ton Rule No. 16· to 
the extent required to construct its fac:f.lities. to the development.· 
Pu~lic hearinzs were held on the application on February 22 and 
April 4 ",nd 5, 1972, at Tahoe City before Examiner Robert Barnett:. 

Trimont Land Company (Trimont), a wholly owned subsidi­
ary of Fibreboard Corporation, has planned an all-year, resort, 
community~ Northstar-at-Tahoe, to be developed on. portions of a 
privately owned 26,OOO-acre site located in Placer County outside 
~he Tahoe Basin near Lake Tahoe t s north shore. This. eevelopmene 
will include a major ski comp-lex, summer recreational facilities, 
condominium residences, lot parcels for single-family dwellings, 
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and a comm.ercia:!. village center. The certificated area reques~ed, 
by Southwest encompasses the entire 2&,.COO-acre site plus more. 
The entire development is expected to take over eight years to 
complete. The portion subject to this application concerns- the 
firs.t phase of the development, which involves some 2,560 acres. 

The Sierra Pacific Power Company originally opposed the 
. application, but has since withdrawn that opposition., The State 
of Nevada opposes the application on the ground that Southwest 
does not have an adequate gas supply to serve both its customers 
in toe State of Nevada and the customers forecast for the 
Northstar project. The staff asserts that Southwest has an 
adequate gas supply to serve the initial development of 2~560 
acres, but the staff opposes granting a certificate for an area 
greater than this initial development, and opposes the method of 
deviation from the main extension rule as proposed by Southwest. 

On the issue of adequacy of gas supply the State. of 
Nevada presented no evidence. Both Southwest and the staff 
presented evidence that gas supplies were adequate t~ serve the 
p:oposed 2~560-aere development. That e~~dence shows that for 
the 1979-1980 heating season Southwest estimates. & firm peak-day 
demand of 108,780 Mef on its northern system. Southwest's present 
contract: with El Paso Natural Gas Company allows daily firm 
purchases of 108,408 Mcf. In addition~ Southwest has: en opti.on 
for ~ addi.tional 5,300 l-!cf per day. On this baSiS, Southwest 
has sufficient gas availa.ble to meet firm requirements through 
1979-1980. The Northstar development represents about 21:l percent 
of the 1979-1980 firm peak-day requirements. 
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We will grant the certificate as prayed for with cetta.in 
restrictions. vTe do this because we wish to assure the public 
that there is a gas corporation available to serve natural gas in 
the NOrth Tahoe area when certain conditions as t~ availability 
of gas and adequacy of financing have been met. Because Southwest 
cau extend its mains into contiguous territory under Pub-lie Utili­
ti~s Code Section 1001 without Commission approval~ we feel that 

the Commission will be in a better position to supervise orderly 
economic growth in the area if we were to· certificate the area to 
Southwest:t but restrict further expansion without prior .Commission 
approval. It serves no useful purpose to go throug~ another certi­
ficate hearing such as the one in this case when Trimont begins 
i.ts second phase of construction. At that time, the issues will 
be availability of gas and adequacy of financing, not the need for 
na1:\:ral gas in the area. That need has been established in this 
ease and should not have to be reestablished. 

Applicant's main extension rule requires developers to 
advance the costs of construction of gas mains prior to- commence­
m~t of work by the utility. These costs are then refunded to 
the developer as loads become available· on which the utility can 
earn. The refunds are determined by multiplying the unit cost 
per foot of the main extension times the footage allowances 
C"..l%'1"eutly applicable for various types of gas consuml.':lg. equipment. 
Trimont opposes application of the main extension rule because of 
the substantial amount of money, about $860,000, that would be 
required to 'be advanced. Southwest opposes app,lication of the 
main extension rule beeause of the method of refund. Under the 
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rule, if Trimont I s projected sales are realized, Southwcs,t would 
be required to refund to Trimont the total cost of the extens,ion 

withiu two years. However, gas consumption at the end of two 
years would fall far short of the amounts needed for Southwest to 
eam a reasonable rate of return on :Lts investment. To avoid the, 
problems iriherent in applying Southwest's main extension rule, 
Trtmont and Southwest entered into an agreement whereby Southwest 
would advance all monies necessary to install gas mains and Trimont 
'Would pay 11 percent i'Cterest on monies expended by Southwest' on 
Southwest f s "excess investment". The" excess investment tr is 
determined to be the plant investment made by Southwesz in excess 
of five times operating reve".l:l~ue less cost of gas. As gas sales 
:,:nereasc, the allowable investment increases and the excess 
i.u,,-estment decreases. In effect, refunds take p.laee as revenues 
increase. The amount of exeess investment would be determined 
every ninety days and interest payments made accordin~~y. 

~, .' . 

!he Utilities Oivision of the staff objecteC;';;.~o the 
proposed deviation from the te.a1n extension rules on . the' grounds 
that it provided for Southwest to advaneefunds rather than the 
develop-ar, and that it provided for refunds based upon revenue 
generated rather then upou the free-footag~ allowance for gas 
appliances. The Finance and Accounts Division of the staff 
objected to the proposed deviation on the grounds that!~ 
provided for Southwest to advance funds: rather than '!:hc develope::, 
and that the method of refunding might cause' Southwest to make 
substan:tiel paybacks before it could earn. a reasonable return 0':1 , 

its investment. A staff accountant assertec:i that if revenues 
are to be the basis for refunds, the formula to determine the 
aI:lo=.t of refund should 'be such that it takes approximately S:Lx 
Ye:1'rs to tnake refunds at current pro-j ections o 
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In response to the staff objections, Trimont and. 
Southwest: amended their agreement: as follows: 

"5. Advances in Aid of Construction and Refunds. 

5.1 (a) Advances in aid of construction shall 
be made annually by Trimont in accordance with the 
prov1.sions of Souehwest's presently effective Rule 
No. l5~ Gas Main Extensions, applicable to main 
extensions to serve Subdivisions, Tracts, Housing 
Proj ects. and Multi-Family Dwellings ~ for the 
estfmated cost of gas distribution main extensions 
to be made during that year. 

(b) For any such extension to be made 
during the first year of construction by Southwest, 
in lieu of a cash advance, Tr:lmont may deliver to, 
Southwest Trimont's note in the principal amount 
of a full estimated cost of such first year's 
extension. Trimont's note shall be senior in 
priority with respect to pr1ncipal and interest to 
any obligation of Trimont to Fibreboard or any 
successor to Fibreboard's interest; shall be dated 
as of the same date a cash advance would otherwise 
have been due; shall mature and be payable in full, 
less any allowable refunds which would then have 
been due in the case of a cash advance, one year 
from the date of issue; shall bear interest to' 
1ll8.turity at the rate of 77. per annum; and shall 
be secured as to the payment of prinCipal and 
interest by a guarantee of Fibreboard which 
guarantee may be called upon by Southwest for 
payment upon default by Trimont with no necessity 
for prior presentment to Trimont or other effort 
by Southwest to obtain payment from Trimont. If 
the note tendered by Trimont in satisfaction of 
the provisions o·f this subparagraph does not 
co~ly with all requirements. of this subparagraph, 
a cash advance shall be required in accordance 
with subparagraph 5,.1 (a) above., 
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5.2 (a) Refunds shall be paid to Trtmont by 
Soutm1est in accordance with Southwest t s Rtlle 
No. 15 except that in lieu of the freefcotage 
allowances provided i'n Section B thereof, such 
refunds shall be made at the rate of ~700.00 for 
each permanent new service connection mede to- the 
distribution mains constructed in the extension. 

(b) the refund allowance of $700 per 
customer provided in subparagraph (a) above- is 
based on the assumption that use and occupancy 
by the customers to be connec~ed will be sea .. 
sonalo At such time as there- shall have been 
made 500 or more perme.nent new service connec­
tions to the extended distribution mains 
constructed to serve NOr1:hstar, a. review shall 
be made of the use of gas by such customers ~s 
experienced by Southwest. For any permanent 
customer theretofore or thereafter connected 
whose use of gas is shown not to be seasonal 
in nature, refunds shall be made s.t the rate of 
$1,100 per customer, less any refunds previously 
made with respect to such service connection. 
For this purpose a customer she'.l be considered 
as not seasonal whose billings for the ~ost 
recent 12 months- shall have cumula.tively totalled 
in excess of $235.00 and whose billings fo= at 
least 9 of such twelve months shall have exceeded 
the ~nimum bill under the applicable rate 
schedule for such service. 

S.3 In the event that any portion of an 
advance has not qualified for. refund at the end 
of 12 ~ouths after completion of the extension 
for which the advance was ~e.de, Trimont shall pay 
to Southwest sn allowance for ownership costs on 
t1:.at portion of the ach.·.:mce for which no refunds­
have been made or are eligible t~ be made. Such 
allowanee shall be a~ the rete of 1% quarterly of 
the difference between the total emount advanceG 
a~d any refunds made or eligible to- be made to 
T:tmont. Such payments shall be made quarterly 
for the ~e :en-ycar perlod that refunds may be 
made by Southwest under the provisions of 1:s 
Rula 15." 
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Fibreboarcl has executed a guaranty in favor of Southwest 
of promissory notes issued by 'trimont to Southwest· to- cover costs 
of gas facilities to be installed by Southwest pursuant to· the 
agreement set forth above. Among other things, the guaranty is 
limited to $750,000; may be enforced directly by Southwest against 
Fibreboard; is not subj ece to any statute of limitations; and is 
enforceable under the laws of the State of California. 

Ibe Commission staff bas analyzed the amendment, which 
provides for advances in accordance with Southwest's present main 

extension rule) and recommends that postponement of advances in 
the manner set forth in paragraph C.l (a) of Southwest's· main 
extension rule be prohibited prior to 1975. That paragraph pro­
vides that Southwest may postpone collection of advances for a 
period of six months. The staff argues that as the most specula­
tive period for the Northstar project is the initial years, 
prohibiting the postponement of advances will better p~otect 
Southwest. 

Paragraph 5.1 (b) of the amendment provides that in lieu 
of a cash advance) Trimont may deliver to Southwest Trimont's 
note, payable one year from date, in the principal amount of the 

full estfmated cost of such first year's. extension. The note is 
to be <iated as of the same date a cash advance would' otherwise 
have been due. this provision could be interpreted to mean that 

Trimont has a year and a half before it is- required to maI<:e any 
cash payments to Southwest. We agree with the staff that this 

is too long a period of ttme for Southwest t~wait. Our order 
will be cO'Qdit:ton~d upon the note being dated as of the effective 
date of this order. We have considered the fact that the Utilities 
Division of the staff disapproves of the use of a one-year note, 
&cd ~hat the Finance & Accounts Division docs not objee.t to' the 
use of a note for the first year's cx~ension. 
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the Utilities Division opposes the refun.d basis of $:700 
a service co~~cction. It prefers any refund t~ be b~sedupon 
connected appliances. and free .... footage allowances. The Finance & 
Accounts Division bas no objection to the refund basis of $700 a 
service connection as this method provides tha.t at a designated' 
rate level the utility's actual investment will produce a rea­
sonable return. We &g=ee with the Finance &- Accounts Divisio:c.. 

The reevaluation provision in the amendment (para­
graph 5.2 (b» is satisfactory to' the staff with the condition 
that reevaluation should not be allowed if' Southwes,t is no~ , 
earning a reasonable return on its investment. The staff 
re<:omm.ends that our order be conditioned as follows: 

The reevaluation and refund based on 
permanent usage as opposed to seasonal 
usage shall be allowed only if the 
earnings of the utility after payment 
of the additional refunds will be 
s~ficient to provide a return on the 
Northstar plant investment equal to 
that last found reasonable by this 
Com::n1ssion for any of Southwestts 
operations within the State of 
california. 

We find that this condition is reasonable a~d we will adopt it. 
In all other respects the amendment to' the agreement 

and the Fibreboard guarantee are adequate. 
The staff recommends that Southwest be required to 

maintain separate accounting records for the Northstar develop-
ment until further order of the Commission, for (a) plant; (b) depre­
ei.lt:ton reserve; (e) advances for C:Oll$truct;.on.; (d) revenues; 
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(e) cost of gas; (£) property taxes; (g) othe.r d1reetlyassign­

~ble expenses; a.nd (h) records of other expenditures. that 

."re <'llloCZlble in part to Northstar should· be maintained in :J. 

~nner that w:Ul per.oit a ready deterxnina.ti.on. of the return on 
investment. 

The staff also recommends· that Southwest be required 
to submit annually written reports showing the· progress of its 
service to the Northstar development regarding: (a) numb~r of 

customers; (b) n'U:llber of services; (c) miles of mains; and 
(d) sales in therms. 

It is also recommended that a separate column be added 

to Southwest's semi-ancual report filed with the Commission titled 

"Summary of Earnings, Rate Base, and Rate of Return - california 

Operations" reflecting service :0 the N.:)rthstar project. 
Because of the highly speculative nature of the Northstar 

project and the possible adverse effects on.theremaiuderof 

Southwest's system., the staff's recommendations are reasonable 
and will be adopted. 

Southwest submitted an envi::onmental impact statement 
which. reflected the guidelines of the National Environmental 

Poliey Act of 1969. !he study leading up' to the statement was 
prepa.red by a fil:m of i.ndependent consulting engineers. ' In the 
opinion of the engineers, and based on detailed fieldinspect:ion 
iu 'the proposed area, "no adverse ecological or environmental 
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affect will result in constructing the proposed natural gas ~rans­
ussion line." the consultants based their opinion on the facts 
that: The proposed pipeline will be eonstrueted primarily within 

the right of way designated California State Highway No,. 267, and 
on logging trails. No vegetation exists within the area t~ be 
utilized by the proposed pipeline installation. The proposed 
pip~line 'Will be constructed along. the shoulder and the bar d1 tch 

as required by the California Highway Department. This utiliza­
tion of existing roadways and logging trails will avoid disturbance 
to native vegetation. The proposed pipeline will heve little or 
no effect on the natural wildlife habitat. Pipeline crossing of 
creeks will not cause an irreversible or irretrievable co:cm:nitment 
of t.he natural resource. The disturbances to the environment 
caused by construetion will be abated upon completion by revegeta­
tion. of the a':'eas disturbed. 

Southwest proposes to set rates in the Northstar devel­
opment at 165 percent of existing Placer County rates. The st4£f 
has no objection ~o this rate level. In fiscal 19'74 this :rate 
level is expected to earn Southwest a :rate of return of 8.4 pereetlt:~ 
according to Southwest's estimates) and 6. 4 percent) according to' 
staff ~st1ma.tes.Under either estimate the :return is re3.sonable 
and the rates will 'be a.uthorized. !f~ in the future, itappesrs 
that the rates are' excessive, the st&ff is ~ec~ed to instieute' 
prcx:edures to bring. them. closer to exist:ing Placer, Countyrate~. 
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Findings of Fact 

1. Southwest seeks to extend its existing certificated 
territory within Placer County to an area which includes all 
or part of Townships, 15, 16 a.nd l7 North, Ranges l6~ 17, llnd lS East,,: 

2. Trimont ~ 8. wholly owned subsidiary of Fibreboard COrpo... . '. 
ration> has planned an all-year resort commurdty, Northstar-at:~ 
Tahoe, to be developed on portions of a privately owned 26,OOO-acre 
site located in Placer County outside the Tahoe Basin near Lake 
Tahoe's North Shore. 'I'h:Ls development will include 8. major ski: 
complex, SUIrlmer recreational facilities., condominium residences ~ 
lot p~cels for single-family dwellings:,. and a commercial village 
center. 

'. .. ~ 

3. There is an adequate gas supply to serve the Northstar 
develOpment. For the 1979-1980 heating season Southwest esti": 
mates a firm peak-day demand of 108:;0-780 Mcf on its Northern 

System •. Southwest's present contract with El Paso Natural Gas 
Company allows daily firm purchases of lOS,408 Mcf. In addition, 
Southwest has an option for an additional 5,300 Mcf per day., On 

this basiS, Southwest has sufficient ga.s ava:tlable to meet f:trm 
requirements througn 1979-1980. 

4. Southwest may deviate from its filed main extension 
rule to the extent necessary to comply with its contract with 
!:im.ont, as amended, except that any note signed by Trimont. 
pursuant to paragraph 5.1 (b) of the agreement, shall be dated, 
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no later than the effective date of this order; and, except that 
the reevaluation provision in the amendment (paragraph 5.2 (b» 
shall i.nclude the following language: "The reevaluation and 
refund based on permanent usage as opposed to seasonal usage 
shall be allowed only if the earn1~s of the utility after 
payment of the additional refunds will be sufficient to, provide 
a return on the Northstar plant investment equal to that last 

found reasona.ble by the Public Utilities Commission of the State 
of California for any of Southwest's operations within the State 
of califOrnia." 

5,. The guarantee executed by Fibreboard is adequate. 
6. Additional accounting records will be required as set 

forth in the following order. 
7. We find that the proposed transmission line will not 

have an adverse effect on coumnmity values,'recreational and 
park areas, historical and .aesthetic values, and' the- environment 
in the area through which it traverses. 

8. The rates proposed by Southwest for the Northstar 
development are reasonable. 

9. The present or future public convenience and neees~ity 
require the granting of the certificate as modified by the 
followiDg order. 

The Commission con~ludes that the application should 
be granted as. set forth in the following order. 
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ORDER 
---~-.. 

IT IS ORDERED that: 
1. A certificate of public convenience and necessity is 

granted to the Southwest Gas Corporation authorizing it to 
serve natural gas within the area set forth in its application 
and to extend its gas mains in the manner and along the routes 
set forth in its application, on condition that no further 

extension of its gas mains within the area certificated to 
Southwest Gas Corporation by this order shall be made- w:tthout 
further order of the Commission. 

2. Southwest is authorized to deviate from its filed 
tnain ext:ens10n rule to the extent necessary to comply with i.ts 
contract with 'rrimont Land Company, provided that: 

(~) The note referred to in paragraph 5.1 ~) of 
the amendment to the contract shall be dated no later than 
the effective date of this order; and 

(b) the reevaluation and refund provision set forth 
in paragraph 5.2 (b) of the amendment to the contract shall be 
exercised only if the earnings of the utility after payment of 
the additional refunds will be sufficient to provide a return 
on the Northstar plant investment equal to that las-t found 
reasonable by this Commission for any of Southwest's operations 
wi1:hin the State of california. 

3. Southwest shall maintain separate accounting records . 
for the Northstar development until further order of the Commis­
sion for (~) plant; Cb) depreciation reserve; (e) advances 
for eo~tructiou; (d) rcvcouco; (0) co~t of 8n~; 
(f) property taxes; and (g) other directly assignable expenses. 
Records of other expenditures thllt are allocable in part to 
Northstar should be maintained in a manner that will pemit a 
ready determination of 1:he return on investment. 
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4. Southwest shall amlually submit written report$ showing 
the progress of its service to the Northstar dcvelopm.entregal:d­
ing: (8) number of customers; (b) number of services; (c) miles­
of mains; and (d) sales :tn therms. these reports shall terminate 
when Southwest bas refunded all advances from !rimont or in seven 
years~ whichever is longer. 

s. So~thwest shall add a separate column eo its semiannual 
report: filed with the Cotmn:tssion titled "Summaxy. of Earnings~ Rate 
Base~ and Rate of Return - California Operat1cms" reflecting serv­
ice to the NorthStar project. 

6. Southwest is authorized to exercise llnyand all franchise. 
rights relatiDg· to serving the Northstar development ~ when granted. 

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

Dated at _____ S:ul __ Fr_a.n_clsc_~ ___ , C~l1fornia, t:h:ts: J.:!i:;, 
day of AUGUST- • 1972. 
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