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Decision No. __ 8..;:1_0~1;;;;,4 ___ _ 

BEFORE THE PUBLIC trrILITIES COMMISSION OF THE STATE OF CALIFOR..~I..~ 

In the Matter of the Application of ) 
McClOt.1) GAS CO., INC .. , &. California. ) 
corporation, for authority to increase ) 
its rates for gAS service. ~ 

In the Matter of the Application of ~ 
McCLOUD GAS CO., INC., a California ) 
cOrporation, for Authori~y to increase ) 
rates for propane gas service to offset) 
increases in the cost of gas purchased ) 
from Union Oil Company.. ) 

---------------------------) 

Application No.. 53305 
(Filed May 2, 1972-) 

Ap?lica~ion No.. 53684 
(Filed November 10, 1972; 

amended Nowmber 13, 1972) 

Or.d.ck, Herrington, Rowley & Sutcliffe, by James F .. 
Crafts! Jr. and Thomas F. T'resse:t, Attortle"'.fS 
at Law, for McCloud Gas Co., Inc., applicant. 

Rufus G. Thlly~" J't'., Attorney at Law, and Robert C .. 
Moeck, for the Commission staff. 

Q!llilO~ 

After due n~tice, hearing on Application No. 53305-was 
held on October 3, 1972 in McCloud, CalifOrnia.. '!.'he :!lAtter was 

submitted for decision on O~tober 25, 1972 upon the receipt of 
briefs. 

By Application No. 53684, fi1eo November 10, 1972, 
applican~ requests ex parte ~uthorization of inere~sec rates to 
off$e~ increased cost of gas effective October 5, 1972. Ex parte 
authorization for one yeer is also requested to file revised tariff 
schedules by advice letter procedure to offset the effect of future 
increases in the cost of gas and gas transportation. 

T~sttmony ~as presented by the assista~t to the vice
president of west coast operations of Pergas, Inc., the pa~ent 
of ~pplicant. A financial ex3miner and ~~ engineer on the staff 
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of the Comm1ssio~ presented the results of their field 
investiga~ion ?f applie~ntTs operation. there were no pUblic 
p.otests to the proposed rate increases. 
~tes 

All of &pplicantTs approximately 486 domestic, commercial, 
and industrial customers are served under a single ge~r41 service 
rate schedule for p::,opane gas for cook1r.g, water heating, and sp.~ce 
heating. 

The following tabulat10n compares applicant:s pre~nt 
rates and those proposed in Application No. 53305: 

Rate Comparlson 

Rates 

First 2 Therms1lor less 
Ne~~ 18 Thel:ms.~ per Therm 
Next 30 !berms~ per !berm 
Next 9S0 Theres;. !).er The'tm 
Ov-e-r 1,000 Thems, per Therm 
Yd.n:t. .. ""lUm Cb.o.rge 

Per Meter Per Month 
Present Proposed 

$ :>.00 
.19-
.18 
.17 
.13-

$ 3.00 

$ 3:.50·· 
.21 
.20 
.20 
~14 

$ 3.50 

A?pl1cetion No. 53684 requests authorization 0: an 
addit~o~al rate incre&se of $.00529 per therm. 

The st~f recommends the retention of the existing b£lli~g 
b1ocks.~r~ess a sho~n~g is made that the ch~nSe is proper. 
Result3 ~f Ope~stion 

The following tab'Jlat10n compares the rcs~tG of opere~ion 
esttmates· for ~he test year 1972. 

!I The word nThe:mn means one hundred thousand Sri~1sh The=mal 
Units (100;.000 BTU) 
The~ - Useg~ (~bic F~et) X ETUJ)er ~b1~ foot 

100,000 :STU 
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~ . 

COMP.'\RISON OF SU::·:MA.~ OF EA.PJ4~GS 
'Xe~ Year 1972 

: : 
: P:esent Rates : Pr0rSed R2.tcs 

Ite..":l : St.a!t ; tt.ility : Stat : 'O''t?ljtZ ."" LXa 3 ~ 

~1-.. tng Revenue $l2l .. 267 $ll5 .. 377 $l38~783· $131 .. l61 

Ooer:1:tin~ E::cpen:;e 
60.,710 62.~300 60 ... 710 COit.o GolS 62 .. 300 

DiS"tr..:cu't.ion - Oper3.tion. 10 .. 39, 10,.39$ 10,,39$ 10,,39, 
Y..l:in ter:.ance 1 .. 270 1,,270 1 .. 270 1 .. 270 

Ad.".:i::i:tr~'t.i VQ :l:ld GenO!":ll 6 .. 285 6 .. 685 6 .. 285 6 .. 685 
I::ldi.""'Oct Y.a:oagement h .. 600 4 .. 647 4 .. 600 5 ... 988 
:OC~rec1:l.tion 8 .. 293 9 .. 6$0 8,,293 9,,650 
Taxec other 'lhan InC<l'll.C - Fr~chise Fees 7 .. 870 7,825 7 .. 992 7 .. 938 
Uncollectib1es loo 250 m 2~ Su.'ct.ot.al 101 .. 113 101 .. 432 iOl .. 2L9 102 .. 8 
Ince.e ~e:: - State 790 42l 2 .. 111 1,,51.1. 

?ederaJ. 2z690 1~435 9z820 6:;315 
TotnJ. ~3.ting Expense 104S93 103,288 113 .. 180 llO .. 712 

Net EGVcnue 16 .. 674 12,089 2$,,60:3 20 .. lJ19 
P..ate B.a:;e 242 .. 811 242. .. Sll 242'>811 242 .. 8"'...l 
R3.te of B.etu..~ 6.87% 4 .. 98~ 10.51$ 8.42% 

The differcnccc i~ ~even~depreciation on mete~s and 
regulators, ~teoff of bad debts .. chergas to administration and 
geueral~ a~d ra~e of re~urn are issues to be conside=ed he.ein. 
Revenu~ 

The ~taff esttmates of revenue ~er present rates 
exeeed applicantTs by $5>890. Applicant maint6ins that the 
staff estimates are ~oo high because the s:aff est:tmaees co not 
take ~nto aceo~t the ~ower-than-normal temperatures in 1~71 and 
beeause the staff inel~ed. commercial customers in. its d.evelopoent 
of a~r&ge use per customer. 

: 
~. 

~ 

: 

A?~lieant esttmated use per eU$tome~ by edjcstins do~arci 
the usage in the cold year 1971. From Exhibit No.7, the ~taf£ 
cO':lclud~ eb..at there is no correl.'lt1o'!:l. ~t'We~n tb.e usage ~':' e~tome= 
~d th~ te£pe~atu~ degr~e-days for the period 1967 through 1971 
on 'Chis system. The staff d~term.ined th~ e~nsumpt:ion per ~tomer 
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from the erend of usage in the years...~67 through 1971. We note 
tha~ i~ 19i1 the ave~age use for all customers ~as 1,422 gello~, 
~h!le in 1969, a mcch ~8rmer year,. the average usage WQ.5 highe=, 
1,441 gallons. We find th~ staff estimates ~easorAble. 
Depreeietion in Meters and Re~lators 

For me~ers,. meter installationS~ and house regulators, 
applicant cses an ~~rage service life of 16, 16, and 1& years, r~spec
t1vely. The staff uses corresponding average se=vice lives of 35, 
35, and 30 years. Applicant based its esttma:e of service lives on 
the experience of Pargas. !he staff considered the experience of 
& number of California gas utilities. Since applicant uses the 
straight-line remaining life method of determining the an.."'lu.::t! depreci
ation accrual, any errors in the estimates of average service life 
~ll not affeet applicantts ult1mete reeovery of all of its depre
ciablecap1tal. If the allowance for depreciation expense is set 
e1~he4 too high or too loy today,. the depreciation expe:se in 
subseq\l~n't years ~'1.1~ be respectively la-wer 0= higher in fu'\:ure 
years_ We £~nd the staff estimates of averege service lives 
reasonable. 
Administra~ive and Gener~l 

Applican:: esti!r.a::ed $400 more admin1&~:o:at1vf;: enci genere.J. 
expe~~~ t~ was e$ttoa~ed by the staff. This re~clted from c $300 
red~c:tion ba.sed on ~ctual expense in self-in$~rat'tec adjustmel:t, o~ .. 
o~ peried charges,. and el1m:tnatl.on of interest .and entC1:1:s.ir:mc-tlt expensee. 
Applicant alleged thet the staff did no~ ~nclude an allowance for 
elect~1city ~ch ~s derded by the staff ~t:ess. We find the 
steff estimGte of ~dm1n1strative ~nd general expense to be rezsooable • 

.. r~te of Retur.n 

Applicant: requests a rate- of rc:u:n 0: 8.42·.,percent on 
the rate base. The staff recommends a 7.3 perc~t rete of re:urn 
to pr.oc\!ce a -return of 8.7 percent on eo:m:ncn equity, which is 1:!:te 
same e~.:n1ngs r.at:e allo-wed applicant 01' Dee:i'.s:i'.on No. 77336 deted 
June 23, 1970. 

-4- ," " 



e e 
A. 53305, 53684 lmo * 

The staff cpposed tae inclusion by applicant of $150,000 
as common equity in applicant's determination of the required rate 
cf return on the Oasis that applicant was cap~taliz1ng losses on 
the parent company's 1ni~ia1 investment. 

The staff comments in Exhibit 2: 
~nde= normal Circumstances, a rate of return in the 
range of 8 percent would be reason&ble for McCloud 
Gas Co.) Inc. IOl this proceeding~ how2ver, it is 
necessary also to recognize Federal Price Commission 
~idelines which provide, among other thirlgs, that 

the vrojected rctu-rn on common equ:t,'r::y capital may 
~e no more than the projected return on commcn equity 
capital granted to the utility by the most recent 
decision of the regulatory agency applicable to that 
utility. f f' 

In making these comments the staff relied upon the wage 
and price control criteria set fcrth in Title 6, Eccnomic Stabili
zation, Secticn 300.l6(d) (3) (i) a~d (iv) which state the following: 

f'(i) The projected rate cf return en the rate base com
pu~ed in the manner customarily used by the regulatery 
agency concerned is no. more than the p':'ojectec! rate 
of return cn the rate base grsnted to the utility 
by the last decis~on of the regulatory agency 
applicable to that utility.~ 

~(iv) The projected rate of return cn common equity c~pital, 
after ~he price ~nerease has gone into effect, ~111 
be no mere than the projected rate of return cn 
common equity capital which was granted to. the 
utility by the last decisic~ of the regulatory agency 
applicable to that utility or, if no such deciSion 
has been made since January 1, 1968, the prcjected 
rate of return on common equity capital which was 
granted by the regulatory agency to. another utility 
under its jurisdiction ~ch most nearly resembles 
the utility concerned, in the most recent decision 
of the regulatory agency applicsble to that othe~ 
utility_ The basis for choosing the utility that 
most nearly resembles the utility cencerned must 
be type of se=v1ce,. capital structure, growth factors, 
and other factors the regulatory agency considers 
applicable." 
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Section 300.16 has been deleted except for p~ice increases r 
author1zeo as effec~1ve before Sep~embcr 18~ 1972. Utility increases 
after September 17~ 1972 were govero~d ~y the cri:e~ia set forth 
i~ Section 300.303. Section 300.303(a)(~) c~~nged the criteria 
regarding rate 

~(3) 

of return ::0 read the fcllowi.:lg: 
The increase will achieve the minimum "rate of ret~ 
needed to att=3ct ca?1tal at reasona~le costs and 
will not i~?eir the credit of the public utility.~ 

Toe sta~dards by ~hich this Cem=1ss10~ evaluates =1l1~ZS for 
rete i~crea5es in order to deterc1ne Whether such rate increases 
a.=e in confo:mance 'With the criteria e~teb11shed by the EconomiC: 
SCsb111zat10n Act of 1970 are the standards set forth in CommiSSion 

- Rule 23.1. 
We find reasonable the staff ~ecommended rate of return 

of 8 percent on the rate base. This will yield ea:rn:tngs o·f 10 
percent on common equity. 
Adopted Result:e; 

For this proceedtng ~e adopt the follo~r.g summa~ of 
e3--n~ng$ as representative of the results of o?er&tion ~hich" 
reasonably can be expected under normalized conditions ir. the 
immed1at~ future u~der the rates authorized herein. 
0?e~~tin3 Revenue $12~>180 
02¢~ating Expenses 
Cost of Cas 
Distrib~tio~ - 0?e=at1on 

- Ma~:ltenance 
Administrative and General 
Indirec~ Management 
De?rec1~t10n 
Tax~s Oth~= Than Income and Franchise Fees 
Uncollc-::ti=-l~~ 

!ncomQ Taxes - State 
- Federal 

Total Operating Expense 
N~t R~\.-enue 

Rate Base 
Re:c:e of Return 
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6S~630 
lO~400 
1,270 
0>290 
4.>600 
8,290" 
7, 925 

105 
104,510 

1,.130 
4.120 

109,760 
19,.420 

24Z~8l.1 
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These adopted resul~s include $3,272 in increased gas and 
fre~chise costs re~st&d by "applicant in Application No. 53684 due 
to the inC':cased price of propane effective October 5, 1972. 
Findings 

1. Applicant is in need of additional revenue$. 
2. The staff estimates of operating revenues, operating expen

ses, ancl rate base for the test year 1972, adjusted for the increase 
in the price of propane o~ October 5, 1972, reasonably ind1ea~e ~he 
resul~s of applicantTs operat'.ons in the near future. 

S. A rate of return of 8.0 percent on a rate base of $242,811 
is =easoneble. This will yield earnings of 10 percent on common 
equity. 

4. It is inapp~opria~e to authorize in an ex parte proceeding 
automatic ra~e increases based on anticipated increases in cost of 
gas and gas transporcation where such increases are not previously 
reV1e~~d by a utility regulatory agency. 

5. The increases in rates and charges authorized herein ere 
justified; the rates and charges authorized herein are reasonable; 
and the present rates and charges, insofar as they differ from those 
?:'escrtbed herein, are for the future unjust and unreasonable. 

6. In compliance with Rule 23.1 of this Commission's Rules 
of Practice and Procedure promulgated pursuant to the Economic 
Stabilization Act of 1970, 

a. The rate increase i~ cozt-justified. Since McCloudTs 
last rate increase its fuel and distribution coste 
have increased suostantiallY1 and its operet~on~ 
have yielded a vcr; low rate of return. 

b. The rate increase does not refleet future inflatio~s:::y 
~~cta~ions. It is based upon 1972 test year 
operations and all of the items of inereases in 
expense considereci herein are definite .and have been 
measured with respect to their impact upon total 
operating costs. 

c. The rate increas~ i:: the minimmn required to assure 
continued~ adequate, and safe service. Without the 
increased rates authorized herein McClocd T& ability t~ 
continue to provide adequate, safe propane gas sc~r.tce 
'tJOuld be impaired. 

-7-

\ , 
~ 
f, 

\. , , 
! 



_ e. 
A. 53305, 53684 lmm * 

d. 

e. 

The rate increase cioes not reflect labor costs, in 
excesz of those allo'W'ee by Price Commission policies. ~, 
The cost increases do not ~nclude any mate=1al :~ 
increases in labor costs. '\ 
The r~te increase takes into account expected and 
attainable productivity gains. 

~ , 

f. The rate increase will achieve the minimum ra'i:e of 
return needed to attract capital at reasonable 
costs and not impair the credit of McCloud. The 
record in this proceeding shows that ~thout an 
increase tu rate of return McCloud ~ll continue to 
have an extreme:y low rate of return on investment. 

" r 
" 

• 

Conclusion 
The .s.ppl"lcattons should be granted in part as hereafter 

ordered. Ex parte offset authority fo= an additional year will not 
be authorized. 

OR~~E. 

IT IS ORDERED that after the effective date of this order, 
MeCloud Gas Co., Inc. is authorized tc file revised tariff sheets 
with the rates, charges, and conditions substantially a~ set forth 
in Appenci~x A attached hereto. Such filing shall comply with General 
Order No. 96-A. The effective date of the revised rate schedule 
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shall be four days after the date of filing. The revised rate 
schedules shall apply only to service rencered on a.nd' after the 
effective date thereof. 

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

Dated at ~ __ Sazr. __ DIego.....;;;.... ____ , Cal1forn1a~ this 
day of _____ F_i_8_>;.-;...~ ... ...;;.::"';....;;:·;~··~ ...... : ___ ~ 1973. 
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APPENDIX A 

RATES - McCLOUD GAS CO. INC. 

Appliea.nt t $ ro. toes, cha.rges and eondi t:!.ons are el:le..l:lged. to the 

level or extent as set forth :!.n tbis a:ppenC1x. 

First 2 therms or less 

Sc'hedule No. c-80 
GENERdJ.. SERVICE 

Next 18 therms) per them. 

NeXt 30 therms:o per ther.:l 

N~ 950 tb.er:ns) per therm 

Over 1,000 tJlercs, per therm 

Per Meter 
Per Month 

$3~J2' 

.203 

.192 

.181 

.146 


