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OPINION - ....... -~ .... --
Southwest Gas Corporation (SWG) seeks authority to increase 

gas rates in its San Bernardino County Disericts (SBCD) and in its 
Placer Coun~ Districts (PCD). The original request in A.557S7 
(San Bernardino County) proposed an increase ta gross revenues based 
on a 1976 test year at: April 2~ 1975 rate levels. The utility in 
A.S5789 (Placer County) requested 8. gross revenue increase of 
$520,967, a 23.3 percent increase based on a 1976 estimated test 
year at April 1, 1975 rate levels. 

The rate increase requests were revised 1n the course 
of public: hearings ~ and applicant r s final rate increase requests e were fer gross revenue increases of $1,8S0~458 for southern 
california (SBCD) and $S09~7l7 for northern C41iforn1.e. (PCD). 
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These revenue 1nere&ses are based upon applic:.ant' s revised 1976 
est1m4tes (as set forth in Table I and Table II adjusted for 
estimated conservation effects on revenues and expenses. We 

have set forth our conclusions on the requested adjusements for ~ 
conservation effects separately. ~ 

The two applications were consolidated for public 
hearings.. Applic:.ant presented evidence of compliance with the 
notice requirements of Rule 24 a.nd notice of bearings required 
by Rule S2 of our Rules of Practice and Procedure. Ten days of 
hearings were held commencing April 12, 1916 and concluding 

June 24, 1976 before Examiner Charles E. Mattson. The ma~ter /' 
was submitted on concurrent reply briefs dated August 27 ~ /' 
1976. 

At the public bearing held April 12" 1916 at Vic~rv111e. 
California, 14 members of the public appeared and advised the 
Commission regarding their concerns regarding the rate increase 
request. In our decision we have adopted lifeline rates in order 
to implement the policy of supplying essential quantities of gas 
to residential en<1 users at January 1, 1976 rUe levels for such 
lifeline quantities. Individuals who reside in mObilebome parks 
and a..parements are 41so recognized as residential end users 
entitled to such protection. However, residential customers 
should be advised that outdoor gas lamps which burn 24 hours 
daily are not included within the end use entitled to 4 lifeline 
allowance. Such gas usage by residential users will consume 
quant:1ties of gas which would otherwise be within the residential 
end use allowance. 
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SV,7G, a california corporetioll" distributes elM sells 
as.tu::'Cll gas 1n portions of san Be'rn.lrdino County and Placer 
County as 4 public utility subject to this Commission's juris­
dictioQ. &~G is also engaged in int=astate transmission, sale, 
and distribution of tUltural gas as a rcgula:ed public utility 
in portions of Nevada. ~nd Ar!ZO'M.. !t is .a natural gas co::r.,at:y 
subject to the juriscietion of f:he Federal Pow~ Commission with 
res~ct to interstate transcission facilities and sales of 
natural gas for resale. Sto1G' s pr.1ne~.'41 office is at L.aS Vegas, 
Neve.d.3., whe::e c2ntralized a.clministra~ive and off:'ce functions 
ere ?erfo~d. In eclei~ion ~o t~c di=ec: o?Cz~ting ~~es 
ir~rr~d by bo~h th~ no~heT.n ~nd ~ou~~ern dist~cts, it is 
neeess8.-ry to ~pport~on c~n e:cpenses a.n~ plant items of the 
St·1G systems for both the rLorth~rn and S()uthern dist=icts in 
the Stete of California. in o=czr to Ctlleula.te the revef'lUe 
requirements of the s~=ate d!~~=iets. 

Appliecnt's last gene~zl rete ir.c=ea~e for the no:thern 
districts was gr~need by D.827l4 in A.53747, a decisio~ daeod 
April 9, 1974. The rates granted were based upon an $.75 pe=eent 

rate o~ re:urn. The last general =ate case decision for e~o 
scue~ern di3tric~s w~s D.84G03 ~:ed July 1, 1975 in A.S48C7. 

The rates granted wer~ based upon a 9.20 pe=cent =ate of return. 
In this decision we will review ~he evidence and our 

cone1~ions applicable to the revenue re~~ir~ents for the 
southe~ districts and the oorch~ cistr!c:s separately. Cer­
t:3.in of ou= eone;'us!.ons w:Ul be .::o.pp1.:tea1>le t:o both diszr!c::s. 
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A. Summa!! of Earnings - San Bernardino County Districts (SECD) 
The differences between 1:he st:a.ff and utility revised 

estimates are set forth in Table I, the summary of earrd.ngs fo= 
San Bernardino county. Our &Gopt~d results are set forth in the 
final column. The summary of earnings adopts rates in effect 
November 1, 1975. Table I <ioes not incorporate the finlll revenue 
inerease request of the 2pplicant as see forth in Exhibit 33.' 
!hat exhibit sets forth revised earnings based upon t=he impBct of 
anticipated conservation on ehe operating rev~s and ~es. 
Tae applicant's esetma:es as set for:h in Er1l1b!t 33 are de81t 
with separately in our discussion of cCn8erV6tion. 
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'XABlE I 

Su.mmtltj' of Ea~ 

Southwest Gas Corporation 
San Bernardino County Dietric:t6 

(lJ:eet Year 1976) 

:,----------------------:--~~~--un~t~Ra~te-~~!~/--~:u~t~i~li~t-y-~~-po-~~d~~~te-s-:-A~d~o-pt~e~d : 
: : Staff : Utility: Staff : Utility : :R.e8UltD : 

: Ex. 42 : Ex. 42 : Ex. 42 : Ex. 42 : at : 
:toble ll-A:~~b1e ll-A:~ble ll-B:tnble ll-B : Pre~nt : 
: Col. (A) : Col. (B) : Col. (A) : Col. (B : Ratee : 

: . . 
Item 

2P7ratin~ ~nBes 
Cost of FUrchaGed Gas 
Operation & Maintenance 
Administrative & General 

Su.btotal 

Depreciation 
'.raxes Other 1'h8n Income 
State floeneh1se Tax 
Federal Income '.rax 

'.rote.l Opera.ting Expenses 

Net Operating ~venueG 

Dollars in 1'hou~ 

Sll,169.6 Sll,05?? 312,955.3 ~,841.3 Sll.151.3 

7,156 .. 4 
1,651.4 

584.8 

7,083.9 
1,'701.3 

606.0 

SlO,431.3 310,482.8, 

9,414.8 

629 .. 0 
4.]4.9 
161.4 
722 .. 4 

Sll.3l1.1 ZlO,400.~ 

~ ?;8.~ z 570.9 Z 1,572.8 S 1,5,;O~2 S 751.0 

Sl4~12.3 Sl4,4~.5 S14,212.~ Sl4,~.5 Sl4,4~.5 

5.19% 3.96% 11.01% 10.61% 5~ 

(Red Figur~) 
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Our adopted results are based upon ~he following con-
elusions: 

l. Operating Revenues 
The diffe':'eT.1ces b2::wcen the steff and utili:y arise 

from different est!mates of avereg~ annual usage and diffe~ent 
assumptions regarding lifeline quantities. D .. 86081 <iated July 13, 
1976 in C.9988 sets forth lifeline volumes of gas by cltma~ic 
zones. Our adopted results reflect lifeline quantities in 
accordance with that decision.. '!'he staff and th~ utiliey d~d 
not: ~isagree a.s to the number of eust~s .. 

the differen= est1ma~es of average annual use of the 
utility and the staff are see forth in Exhibit 38.. '!he utiliey 

estimates of average annual use are based on a five-year erend 
for five separate classes of service. ':he s~ff' $ estimate wes 
based on a trend using 12-month periods ending June and. DeeembC'!:' 
-of eltch year commencing with June 191::'. Both the utility aM 
the staff esttma~ed 1916 usage based on temperature adjusted 
experience, but the staff trende<! 10 points and ~he utility 
used year-ended data for the five-year period. !he sf:3.ff 
accepted the utility estimate for the Big Bear interruptible 
customer. 

'!he staff witness Fowler pointed out tr.a:: the staff r s 
1976 estimates reflect ave=agc annual usage per resiclential 
customer at levels below 1975 adjusted experience. ~~tness 

Fowler felt this fact reflected the effect of conservation cy 
the customers and did not recommend fur~her adjustments of th~ 
estimates. For the reasons set forth in leta!l in our dicc~­
sion of th~ conservation program we will not a~just the eseim3te~ 
sales figures for further conservation effects at this ttme. Our 
adopted sales figures are based upon the staff's estimated aver~ge 
annual usages. 

-6-



A.557S7, 55789 ~1/bl * 

z. Cost of Purchased Gas 

The gas rates effective November 17 1975 from appli­
cant's suppliers were applied to the estimated annual seles 
plus unaccounted-for gas to obtain the estimated purchased 
gas expense. Our adopted calculation uses the 1975 average of 
4.57 percent of purchased gas to calculate unaccounted-for gas. 
The rates authorized by our orde:- in this case will necessarily 
include the effect of offset charges authorized subsequent to 
November 1, 1975. 

3. r4~i()n & M8.intennn~ E:tJ)ense 
ther the~ Adcini~trativ~~& General 

The difference between the staff .and the utility in 
operation and main~enance (O&MO expenses, excluding administra­
tive and general (A&G) expense, are set forth in. dezai1 in 
Exhibit 37, revised Table S-A. Ho'Wever, the final sales expense 
estimate of the staff was reduced from the $79,700 figure in 
Exhibit 37 to a toeal of $48,400. 'l"he sales expense estirr.a.tes 
will be discussed separately. The total difference 1n OOrM 
expense (excluding sales expense estimates) amounted eo $19,200. 

The suff and the utility treated the &ppliC&nt's w.age 
increase~ effective May 1~ 1976, differently. the wage irv.:rease 
negotiated with applicant's employees was 6.76 pereent:. 'l'"ee 
staff adjusted its estimated exper$es to reflect.a wage increase 
on an annual basis of 4.507 percent for 1976. The company 
reflected the full 6.76 percent increase for the entire year in 
its 1976 expenses •. The trea~~t of the wltge inc:-ease in tr..e 
:est year involves a choice beeween annualizetion of the increase 
for a full year (utility) or application of the increase as 
incurred in 1976 (staff)~ 
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We conclude that in applicant's C4.se, the wage increase 
of 6.76 percent should be reflected in authorized rates for the 
full 1976 test year. The rates authorized herein will apply 
perspectively at a time when .a 6.75 percent wage inc::ease will be 
in effect. There is no evidence that the applicant has availcble 
proposed productivity gains which will reduce the impact of such 
increased labor costs. The sea£f's estimates of applicant's 
earnings indicate that, on the contraxy, applieent:' s 1976 ea=r.ings 
levels are sUbstantially below the ~uthorized rate of return 
adopted for ratema.king purposes by D.84603 dated July 1, 1975. 

v1age levels nO't17 in effect sboule be reflected for t:he 
entire test year in order to afford applicant an o?portunity :0 
achieve the authorized rate of return. 

The staff witness estimated that (excl~ding sales 
expense estimates) the company's 4P?liC8tion of the wage ineresse 
for the entire year operates ~o increase the expense estimates of 
the staff approximately $12,000.. The tot:al O&M adoptl.?!d exp'~cs 
include this addi~1onal $12,000. 

The remaining differences toul $7,200 (less than one .. 
half of one pe-reent) and are a net figure of small differences 
spread thrOUghout the O&M accounts. We have edopte<!. :hc staff's 
estimates for these amounts (~s se~ fort~ in the s~ff's :evi~ed 
Table 5-A, Exhibit 37). These staff estill".2tes have been ir.ere8.sed 
to ref~ect the wage increase for the full year. 

4. O&M.. Sales Expenses (Account 911-913) 
In the course of the hearings both the utility ane ~he 

staff revised their estimated sales expenses. The util~ty ~nd 
~hc staff had originally used $2.66 per customer 3S the allow­
ance ;or estimated 1976 sales expense. This amount was the 
amount authorized 'by )).84603 dated July l, 1975. The s.:lles 
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expense estimates incorporated in O&M ~ in Table I are 

$79,700 (staff) and $110,400 (uti11~), a d.if£erence of $30,700. 
At hear11'lg the staff reduced 1ts original allowance 

for salea expet).se to $48,400. Tb:Z.s st..=.ff r~~tion was 

~se~ upou five =or~~zt~on prog:GCS c~t forth in ~~bit 29 
with a total cost of $30,900 plus An sdciitlonal alloWlnce of 
$17,500 for additional manpower for the cO'llSe'r'r.l'e1on programs. 

The utility revised its estimate of 1976 sales expense 
from $ll0, 700 (1'O.elu~ed in Table I) to a total of $12S,,2SS. 
this fical estimate was based upon trended sales expeeses of 

. $69 .. 768.. au a&H:t1onal $40 .. 664 for specific conservation 
pr~, and $24,620 for .additional manpower. 

, 'the utility and the 81:4ff agreed. that 1976 sales 
expenses should include $30,900 for the con&er\o·at1on programs 
set forth in detail in Exhibit 29. In addition, the staff 
recommended an allowance of $17,500 for additional manpor..rer 
to be devo~ to the conservation effort. 'rbe uc:tlity requested 
a net allowa~e of $24,620 for such ~dd1tional manpower. 

The utility,. however, claims that nonpromot:10Ql11 items, 
such 4S adv1ce to customers, are included in the sales expense 
eStimates. If so, such items must be se,arately set forth or 
reclassified to customer aeeounts. In fa.et> it appears that 
the utility bas reclassified substantial amcnmts of sales 
expenses in 1974 and 1975. The staff witness testified that 

-9-
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$33~500 shown for "service" was in fact trended in other accounts 
since such expenditures were reclassified. Approximately $9,000 
in promoe1onal and institutional expenses clatmed by the utility 
should be disallowed, since such expenditures are not borne by 

ratepayers. The utility clafmed that $27,200 in its estimated 
sales expense is for conservation programs initiated by the 

utility. The staff recommends disallowance since the utility 
did not obto.in a review of such. programs aDd expenditures. 

A disallowance of such expenditures at this time would 
be unreasonable s1nc:e the utility management eould not: reasonably 
anticipate that it could make no conservat:!.on expendieu:r:es unless 
such expenditures were for conservation programs presented to and 
approved by the Co","11s810n staff. As recently as July l~ 1975 
the utility was allowed amounts for sales expenses without spe<:1f1c 
restrictions. 

At this t:tme we will provide specific restnct:!.ons and 
advice to the utility. Promotional and institutional programs 
do not benefit ratepayers and should not be accounted for as 
sales expenses to be included as cost of service to ratepayers. 
Amounts which are claimed as al~O'Wable sales expense must be 
supported by s}>eC1fic evidence supporting inclusion as a proper 
eost of service. In tbe future all advertising expenditures 
charged. to ratepayers will be supported by specific programs 
presented to the COmmiSSion staff or expenditures will no: 

Qrdinarlly be included in sales expenses ebarged to ratepa.yers •. , 

-10-
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Our specific 1976 test year ~llowenccs for sales 
cxpen~es for SECD adopt the steff's recommendations, increased 
by the company's conserv.s.tion expenditures of $27 ~.200. In the 
future ~JG's Gales expenses will be ~llowcc ocly if such 
expenditures are reasonable. 

5. Administrative Or General Expenses 

The staff and utili~y differences on A&G expenses in 
Table I total $21,200 (3.6 p~ce.ct). These differences arise 
from a variety of disputes regarding the detailed est~tes as 
set forth in Exhibit 34, Table 6-A. Our de~e-rminat!.on r<'!se.r<l1ng 
the differences are: 

<a) Administrative & General Salaries (A-920). 'l'bc 
staff applied t!le wage inczcase for two-thirds of the test yoor. 
For the r~sons set forth in our earlier d1scuss1on~ W:lS.e :~~ls 
now in effect should be reflee~ed for t~£ full test year. The 
staff's estimate increased to reflect the present wage levels is 
$200,300. We have adopted the four-factor calculation 4S requested 
by the utility, including the ~ of employees in Factor III. 
!he utility's estimate of $201,400 will be us~. 

-11-
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(b) Office Supplies & ~ses (A-921). The record 
establishes that the staff properly excluded such items 4S 

eounery club dues~ estimated at $12,300 from this account 

(before factoring). However, the staff also reeuced this 
account by $38,200 on the basis that ~his reflected :he amount 
reclassified to Account 932.. T'llis transfer was not reflec=cd 
in revised Table 6-A in Account 932. Since we adope the appli­
cant's revised (and sharply reduced) estimate for Account 932, 
Account 921 should include the $38,200 amount before fect:orin~ 
these changes result in a staff esttma~e of $123,200 and a 
utility estimate of $127 ,000. ~Je 3d¢pt the s:eff's estimate. 
The failure to a.djust out items s1.:Ch as country club dues in 
expense accounts presented in rate increase r~uests creates a 
serious doubt as to the validity of the applicant's estimate. 

(e) Outs1.e.c Services (A-9232. Tt-:e ec:<tt:. ... ~cs d:!..ff<::r 

by $1~800. Certain l~gal ~es we~2 ~e1udc~ oy the ~:aff 
in the development of its est~ee. The u:i!ity estl5~~~C is 
below the prior :Wo years t experi.enee, and will be adopted as 
reasonable for the test year 1976. Separate items in this 
account may be nonrecurring but recent experience indicates 
the applicant's costs have not been declining. 

Cd) Property Insurance (A-924); Injuries & Damages 
{A~925). These accoun:s reflect shcrply increased insurance 
costs to the utility. Applicant owns (:J:'Isough a subs1dia:z:y) 
SO r>~cent of the brokerage fi:rm waich plaC2S its insu:anc:e .. 
The president of this firm (Don A. Harris & Associates,# !'O.C:.) 

is Don A. Harris. The brokerage fi'X"m 'Was created very %'eeen~ly. 
!ha brokerage commissions paid by applicant ~re 7.S percent on 
the primary liability insurance policy premium (~ policy with 
a coverage of $100,000) end 9 percent on the excess umb%el14 
policy premium (~b.e excess coverage provides two layers 'W1tb 

a total cover.age of $4,900,000. 

-12-
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Because of the affil1ated rela:ionship, the applicant 
presented substantial additional evidence on the reasonableness 
of its insurance costs and i~s relationship to its insurance 
brokerage firms. 

Don A. Harris testifiec as to his experience and back­
ground. He is an insurance broker with approximately 30 years 
expe:-ience in. the insurance business. He ~resently holds a 
20 percent ineerest in Don A. Harris & Associates, Inc. ane is 
president of the firm. The firm operates an all lines insurance 
agency es~b11shed September 1975. Prior to forming this firm 
he was vice president of Marsh & Mclennan, Inc., an international 
insurance broker, at their Las Veg.cs office. He b.s.s p18cecI lia­
bility insurance for applic~n: since 1966. 

Robert L. Degner, executive vice president at Los 
Angeles and a corporate executive officer of Fred S. James & Co .. 
of California, testified regarding insurance cos:s and broker's 

commissions. The record esta.blishes thet Mr. Degner is an 
expert in the insurance business and has been. an insurance broker 
fo:- approximately 25 years. He expressed the opinion that the 

brokerage fees paid to Don A. Harris & Assoeiaees, Inc. by 
applicane were below the average b=okerage fees for the insurance 

policies placed by Mr. Harris on behalf of applicant. 
Both Mr. Rarris and Mr. Degner testified that the sharply 

increased insurance costs of applicant are not: unusual uade= 
present conditions. Liability insurance has become substantially 
more costly in the last few years. It should be noted ~bat 
y~. Degner's opinion in this rega.rd was based upon exten.s:Lv~ 
ex~1ence in placing liability insurance poliCies for large 
companies, including utilit:y .e0tDp.an1Qo~ lArgar than applicant. 

-13-
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On the record before us we find the insurance costs of 
applicant to be reasonable. ~owever, the appliean~ should be 
advised that payments to an affiliate or subsid1tJ.1:Y must be 
supported with substantial evidence that the transa.ctions are 
reasocable. 

Applicant's 'Witness. Mr. Degner, suggested several 
ways to evaluate the reasonableness of its insurance costs. 
Insurance consultants may be availBble. Loss experience of a 
three-year period m.e., be evaluated. A:D. explanation of the 
consideration given to deductible features (self-assumption) 
and trade~offs available in this area should be eY~m~De~ by 
the applicant and explained on the record. 

Applicant's sharply increasec insurance costs for 
the past few years were sl:pported by l1r. Degner's testimony. 
Mr. Degner testified as an independe:lt expert and is not an 
employee of applicant. In the absence of evidenee from an e independent expert in the insurance field we might well have 
reached a diffe=ent conclusion. 

(e) Franeni3c Fee Requir~~ts (A-927). The total 
amount in this account is derived from the franchise fee ra~es 
applied to operating revenues. The fr~nchi~e fee :ate is 
0.963 percent of gross revenues and the difference in the esti­
mates are related to estimates of operating revenues. 

(f) Miscella~~ous General Expeeses (A-930); Rents 
(A-931). We adopt the s'eaff's est1ma.tes for Accounts 930 and 
931 as reaso1l8.ble. The staff's estimates for the two accounts 
a~e $2,400 below the utility's. 

'-14-
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The record is not entirely clear regarding the factors 
resulting in the different estimates. However, the staff found 
(and adjus~ed out) ~ number of items in A-930, including certain 
advertising expenditures. Ratepayers are not to be charged for 
eh~e~ditures made to promote the company image. 

!he balances in the accounts are assigned on a four­
factor basis, and the estimated balances are adjusted for 
improper charges. It is difficult to <1etemine how disputed 
amounts affect final estimates. For example, in 1974 the 
utility charged A-930 with $13,300 for fees paid the Commission. 
The utility argues that these fees are in connection with short­

term. financing authorized by D.82677. The cited decision deals 
with authorization for a stock issue and the related fees are 
$1,304. D.82680 dated'April 2, 1974 involves aut:bori%ation for 
$12 million in short-term notes with an associated fee of 
$12,000. 

Since these fees relate to systemwide financial costs 
they should be apporeioned'be~~een the various jurisdictions in 
which applicant operates. The fees related to a common stock 
issue should be reflected in Account 214 and not expensed. 

As to the related fees for short-term debe. we .agree 
with the ~pp11eant's position that such costs are difficult to 
charge to interest expense since there is no f1:xed .amount of 
related long-ter:n debt. Under such cirewlStanc:es, we will accept 
the applicant's position that costs related to shore-term debe 
may properly be reflected. as current expen&e. 

-15-
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An effort to find the basis of the utility's est~te 
for A ... 931 is futile. Exhibit 2, Chapter 5, ~ge 3, coltmm (h), 
line 10 sets forth the estimated figure. The figure appears to 
be inconsistent with the amount used in column (e), line 10 on 
the same page, although the latter amou:1t should be the MSis 
of the factored esttmate. 

After reviewing the record we have .adopted the sea.££' s 
estimates for these accounts. 

6. Depreciation Expenee 
The depreciation expense estimates of the staff and 

utility va:y by approximately ace-half of one perc~t. !he 
staff estimates were prepared prior to the availability of the 
e:d-of-year balances in plant aceounts £0-:: 1975. Under these 
circums:&nces we will ~do~~ the utility's l~wer dc~ec1ation 
expense cst~tcs. 

7 • Ad Va l~=a J:.:1xes 

'the California. State Board of Ecil21ization establi.shes 
the assessed valuation of applicant's prope=ty subject to local 
property taxes by fiscal year com;ncnc1ng on July 1. Both the 
staff and the utility developed the e3t~ted taxes fo= ealenear 
year 1976 based on a review of taxes paid by past eale:l~r years. 
For example, in 1975 recorded eaxes paid of $59,419 for the 
northern districts are the actual tax assessments for fiseal 
years 1974 and 1975, divided by two. 1976 taxes ~re estimated 
by use of the net plant December 31 of the previ.o~ year, 
assessed valuation developed as the percentage of net plant, 
and the use of the eax rate per $100 assessed ~~luation from 
the prior year. 
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'nle uti,liey estimated 1976 ad valorem Ulxes as see 
forth in Exh1bitlS .. 'Chapter 6, pages 1 and 2~ and Exhibit 2, 
Chapter 6, page 7. The tax rates from 1975 would be $7.80 
(Placer County) and $11.38 (San Bernardino County). 

The assessed valuations for Placer County by the 
california Seate Board of Equ.alization is set forth in Ex­

hibit 15, Chapter 6, page 2, column (e). Commenc:Lng. in 1?6S 
the Placer County assessed valuations appear to show a fou:::­
year cycle in that the plant evaluation approximately doubles 
each fourth year. !he increase every fourth ",ear in the 
nort:hern districts appears to be matched by de<:reasu every 

fourth year in the southern districts (see Exhibit 2, 
Chapter 6, page 7, colu:an (c». 

The fiscal year 1916-1977 assessed valuations became 
available in July 1976. The year 1976 is the foureh year of 
the cycle. The applicant states (by letter <!at~i!d July 27, 
1976) that tne actual Board of, Equalization assessed valuations 
reflect a reversal of allocations between northern and southern 
Californ1a for the current assessment period. The letter of 
the utility is not evidence, but the public records of the 
State of California Board of Equalization show that the actual 
assessed values of the Board for fiscal year 1976 are $1,436,450 

(Placer County) and $3,463,830 (San B.ero..a:rdino Co'tmty). 
There is no apparent. reason to ignore the 'Board's 

actual valuations.. The use of the 1976 actual valuations and 
the known 1975 tax' rates should be used to derive the 1976 
property taxes for each county. For calendar year 1976 the 
ad valorem taxes a.re'· $l12~OOO ('Pacer Couney) and $394,200 
(San :Beraa.rdin<> County). 
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Obvious 1y, there is l1n element: of uncertainty· in tbe 
future ad valorem tax assessed valuations as between the northern 
distric~s and southern districts. We will expect in ~ny future 
rate proceeding that appl:Lca':lt will make so:ne effort to determine 
the reason for the four-yeer cycle in order that: we might make 
estimates of future ad valorem taxes based on more eomple~e 
information than we have at this time. 

S. Rate Base 
:he estimated weighted aver~ge rate base of the util:Lty .. 

and the staff differ by a total of $211,200 (1.5 percect) for the 
San Bernardino County Disc,:,ict:s. The msjor cliffe-:er.ce arises in 

esttmated 1976 advances for cocstruction. !he staff wi~ess 
seated that the staff's calculation should properly include the 
more :'ecent data from 1975 (unsvailab1e when the stc.fff·s initial 
estiltate was made). The result 0: the use of the more recent 
cIata appears to remove any substantial difference in the final 
rate base estimates. 

The staff witness tes~ified that the staff's work!~g 
capital estt=ates would substantially increa~c with the cse of 
more recent data.. Moreover,· the applicant's witnesses state¢. 
tr..at prepaymetlts have been included in the working cap~ta.l 
calculation for :he regulated utility in the State of California 
in past rate proceedings. 

Under the circumstances, it appears tMt the w~ighted 
average rate base of the appliea:lt for San Berna.rd:Lno County 
Districts is .a reaso'rlable estimate. 
3. Sumtnary of Earnings - Place::- County Districts (PCD) 

The utility revised its '1976 estimatee results of 
operations for its northern California districts after 1975 
results became available. Table II sets forth a comparison of 
the utility and the staff estimates ~t April 1, 1976 rate level~. 

-18-
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TABLE II 

Sut!If!IO.Xj" of EorningG 

Southwest G46 Corporation 
Placer County D15trict~ 

(Teot Year 1976) 

. Present Ratee'f :Otilit:z: Pro~sed RD.tet:: Adopted : . 
: Rccults : : Stat! : Utility : Stat! : Utility 

: Ex. 43 : Ex. 43 . Ex.4} : Ex. 4} . &.t · . . · :Table ll-A:~ble 11-A:Table ll-B:Table 11-B : Prcoent · · Item : Col .. (A) : Col. (B) : Col .. (A) : Col. (B) 
(Dollars l.n Thousands) 

Operating Revenues ~.670..2 ~,574'08 Z}.176.2 
£pertltins ~nt!.ee J 

Cost of' Purc:haGed 1,394.1 1,,3,31.8 1.394.1 
. Operation & Maintenance 284.8 301.7 289.5 
. Administrative & General 1~2 .. q 162 .. 1 1~Z .. 6 

Subtotal 1,831.8 1.795.6 1,841.2 
Depreciation 2:'/4.7 275.8 ?:;4.7 
Taxos Other Than Income .58.9 59.8 .58.9 
State Fronehice Tax 5.3 4.8 .50.0 
Federal Income Tax 1.8 .0 218.7 

Total Operating Expc~s Z2.172 .. 5 32,1JG .. 0 ~,443.5 

Net Operatine R.eve=ues $ 497.7 '3 4,a.8 S m.7 
il.djue.tmont to Rate- Bo.ee (5.6) .0 (5.6) 
~et Operating Revenues Adjusted 492.1 438.8 127.1 
Adju8tment to Rate Baee (242.4) .0 (242.4) 
Bate 130M 36,192.8 $6.}17.5 S6.192.8 
Adjusted Bate ~ Z5,95Q.4 36,~17.5 S5.95O.4 
Rate or Return 8.27~ 6.95% 12~ 

< P.ee Figure) 

']I RAteI'; in effeet April 1. 1976. 

Y Coot or galS at April 2, 1976 rllte5. 

21 ~enue adjuctcent. 
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1,3,1.8 
306.1 
166 .. ~ 

1,804.4 

275 .. 8 
59.8 
24 ... 0 

202.4 

$2,367.4 

~ 678.9 
.0 

678.9 
.0 

20,317.5 
S6,}17.5 

10.75% 

: Rntee : 

S2,575.6 

1,~.39 .. 0 
286.9 
12:;.0 

1,m.9 
275.8 
112.0 

0.2 
(41.7) 

$2,126.2 

S 449.4 
5.r:)I 

455.0 
(242 .. 4, 

:z6,1l9.1 
$5,876.7 

7.74tJ, 
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As noted in our disc~sion regarding the San Bernardino County 
Districts, the utility presented a revised reven~ request based 
on estimated conservation effects, and this requested inerease is 
reviewed in our discussion on conservation. The differences set 
forth in Table II are resolved as follows: 

1. Operating Revenues 
The differing revenue estimates of the staff and 

applicant result, in part~ frOm differences in the estimated 
average annual usages for 1976. The ueility trended temperature 
adjusted usc for residential and general service customer classes 
for :l five-year period ending December 1975. The staff adopted 
the average annual use for 1975 as its estimate for 1976. T.re 

have adopted the staff's use of trended data to reach 1976 estimate 
for the Southern California districts. Consistent with that 
method ~le will adopt the utility estimates of .average annual use 
derived by trending the last five years. 

toTe have adopted the staff 'f,) estimate for the interruptible 
customers. The data on past interruptible usage is not temperature 
adjusted, and the utility esttmate for 1976 is approximately 
60 percent of the 1975 recorded and less than 50 percent of the 
average of the prior five years. The st:.:iff' s use of the 1975 
recorded usage reflects a sharp decline since 1971 and appears 
more reasonable than the continued sharp decrease est1mated by 
the utility. 

Our adoption of the utility estimated 1976 usage in 
aver:lge annual therms per Customer is a determination which will 
affect our future evaluation of applicant r s performance in the 
area of conservation. The use of the 1976 utility estimates as 
set forth on Exhibit 40 (with the exception of the interruptible 
customers) reflects the expectation that 1976 use per CUStomer 
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will drop belo<t:4' 1975 levels. As set forch in our discussion of 
required conservation programs, the aoplicant will be required 
to report on the progress and success of its conserv~tion efforts. 
One measure of success would be to achieve temperature Jldjusted 

annual usages below the presently adopted utility estimates. 
The 1976 t:est: year revenues, as adopted, incorporate 

the lifeline allowances es~blished by D.86087 dated July 13, 
1976 in C .. 9988. Our findings on the necessary lifeline volumes 
of g.as" by climatic zones, will be incorporated in our rate 
order in this case. The staff and the utility agreed that the 
estimate for uneollect1bles should be based on the 1975 exper­
ience of the a.pplicant company. 

2. Cost of Purchased Gas 

The adopted cost of purchased gas is ba.sed on the 
estimated sales. !he allowance for lost and unaccounted for 
gas is based on actlJal 1975 experience. The rate levels for 
purchased gas ~re based upon the r~tes from applicant r s sup­
pliers as of April 2, 1976. 

3. Operating & Maintenance Expense 
[Including Administrative & Generall 
The Operating & Maintenance (O&M) Expense estimates, 

as set forth in Table 2, differ by a total amount of $16~900 
(5. 9 percent). The differences are set forth by accounts in 
Exhibit 35, Tables 5-A and 5-B. 

The staff and the utility analyzed certain of the 
accounts by separating nonlabor and labor costs. Differences 
in the application of a companywide wage increase in 1976 
resulted in total OOM differences of $12,000 in the southern 
districts of applicant. Consistent with our conclusion for 

the southern districts that 1976 test year estimates should 
reflect wage levels now in effect for .an entire test year, 
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the seaff's estimated' labor costs in the aceounts should be 

increased for such full-year effect of the wage increase. 
The 0&1 accounts are set forth separately in 

'I'D-bles S-A and 5-B in Exhibit 35. The nonlabor :Lnc labor costs 
are not separately stated for each acecu.nt. !he applicant 
trended the nonlabor ~Apense sep~rately to develop estimates 
for 1976, and adjusted the wage level clements to reflect an 
estimated 6. percent wage increase for 1976. The staff applied 
the May 1, 1976 wage increase as incurred (approximately a 
4~ percent increase). The staff accepted certain of applicant's 
estimates on some accounts and rejected the applicant's estimates 
for others. 

The evidence in the record is not: sufficiently .detailed 
to cvo'lluate specific differences account by account. '!'he staff 
argues that the applicant's trending of recorded data makes no 
allowance for nonrecurring items, and results in the 11lclusion 
of improper items. The staff points out the inclusion of costs 
for a new logo, cert:ain advertising costs, and country club dues 
are improperly included in expense accounts. 

the utility argues that its estimates are more reliable, 
based on a comparison of past estimates of the staff and the 
utility. Both the staff and the utility urge acceptence of their 
respective estimates more on subjective grounds rather than on 
specific objective data applicable to separate accounts. 

An examination of the entire record discloses the diffi­
culty of estimating expense levels under recent economic conditions. 
'!'he original seaff and utility OOrM est1mlltcs for 1976 were 
$237,500 (the staff) and $280,300 (utility), a difference of 
$42,800. The revised 1916 estimates, after 1915 recorded data 

'became available, becs.m.e $284,800. (staff) and $301,700 (utility), 
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a $16,900 difference. The staff's revised estimate for 1976 
increased approximately 20 percent over its earlier estimate, 
reflecting sharp :tnflation experienced in 1975. The rev-ised 
estimates for A&G expenses reflect an increase of approximately 
10 percent above the staff's earlier estimate. 

The adopted figures i~clude uncollectiblcs (A-904) 
and franchise fees (A-927) calculated from aclopced revenues at 
the agreed upon rates. We have adopted the seaff recommended 
O&M expenses as revised, with an increase of $3~lOO in the 
staff estimates as an allowance for labor costs at present 
wage levels and to include A-813. The A&G expense estimates 
of the staff, increased by $2,000 to reflect increa.sed wage 
levels, are adopted. 

The sales expense all~'lance Accounts 911-913 will 
be reflected in the total .amount of $15,,800. This amount is 
specifically authorized for the conservation programs set 
forth in Exhibit 30, the programs specifically recommended by 

the seaff after review of the conservation unit. 
v]e have adopt.ed the O&M expenses a.s set forth by the 

staff in Exhibit 35, 'I'able 5-A anci Table 5-:8, adjusted as 
follows: (1) uneollectib1es on estimated revenues ~re $12,900; 
(2) sales expense is included at $15,800 for the conservation 
programs spccifically set fo~h in Exhibit 30; (3) the 06M 
expenses arc increased to include other gas supply expenses 
(A-8l3) in the amount of $1,100; (4) t.he adjusted O&M estimates 
of the staff have been increased $2,000 in order to refleet 
wage costs at the present wage levels for the entire year 1976; 
and (5) the adjusted O&M expense is $286,900. 
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t'le have adopted the staff's estimated A&G expenses as 
set forth in Exhibit 35, Table 6-A with the following adjus~ts: 
(a) the franchise fee expense included in A-927 is calculated on 
the csttmated revenues ~s $24,000; (b) we have increased the total 
A&G expense estimate by $2,000 to reflect the impact of the wage 
rates now in effect fer the entire year; and (c) the f1n.a.l 
adjusted A&G estimate is $154,000. 

These adopted operating expenses are subject to one 
final adjustment. The staff has set forth in Exhibit 36 the 
adjustment to rate bJlse to reflect a downward adjustment to 
applicant's plant based upon work performed for applicant in the 
past by thee. associated comp.anies. The adjT..lStmeut: involves a 
reduction in rate base aud an associated negative expense adjust­

ment. By D.827l4 dated April 9, 1974 in A.53747 we found the 
associated rate base adjustment was $273:,300 and the negative 
expense adjustment was $5,300. 

In this proceeding the staff, by Exhibit 36, calculated 
the net reduction to rate ·base for the 1976 test year, based on 
composite dep'1'ee1.a.tion rates, at: $242,400. The associated ~pcn.se 
adjustment is a reduction in expenses of $5,600. As the staff 
witness testified, this adjustment to rate base ShOf,m in the 
S\lmtllary of earnings table as a negative $5,600 'tIlB.y be reflected 
as an increase to operating revenues. The .adjustment to rate 
base is a negative $242,400 as set forth in Table 2. !he st6.ff' s 
ratemaking adjustments as set forth in Exhibit 36 are .adopted. 
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4. Rate Base 

The rate base estimates of the staff and utility for 
Placer Count:y are set forth in deuil :!.n Exhibit 35, Table lO-A. 
As not:ed above, the applicant failed to adjust its ra.te base in 
accordance with D.827l4 dated April 9, 1974. 

The staff's working cash calculation should reflect 
the staff's updated expenses in purchased gas est1mB.tes, 
resultfng in a working cash estimate of $1~,908. The utility's 
revised gas plant in-service figure reflects the actual 
December 31, 1975 amounts. This figure should be reduced by 

$13,800 to reflect the seaff·s disallO'(.,ance of inoperable dis­
tribution mains pursuant to D.82714 (Exhibit 25, page 8-1, 
paragraph 2(d». 

Since applicant conducts its utility operations in 
three separate states, California, Nevada, and Arizona, it is 
necessary to allocate common plant 4mOftg its districts. Company 
headquarters are located at Las Vegas, Nevada, and common utility 
plant used by the utility in its operations cannot be directly 
assigned to one department or division. Four factors have been 
used to allocate common plant (including asso.::1ated. depreciation) 
and certain administrative and general expenses to the separate 
districts of applicant. Allocations are also iavolved in eal­
culation of tncome taxes and 1ncome deduct1ons. 

The applicant requested that the cost of purchased gas 
be excluded from factor one, the direct operating expenses less 
uncolleetibles. The applicant's request that the cost of pur­
chased gas be excluded from che calculation is a change from the 
traditional calculation of this factor. Applicant: contends tha.t 

the cost of purchased gas has become an unpredict:able and 1Jr1S.tab-le 
variable due to freouene and substantial prlc:e changes a~d ~_ 
tailment of supply. 
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The staff witness Barrett stated that the cost of 
purchased gas should not be included in the factor because 
the cost of gas is not an item which fluctuates on the basis 
of what a management employee might do. He excluded the cost 
of purchased gas in his calculation of the four-factor allocation 
because he felt it was not a t1:ue measure of variable cost. 
'!he staff witne:!.s for Finance and Accounts recommended continued 
inclusion of the ,~ost of purchased gas on the grounds that it 
is a very important cost component and the calculation should 
be consistent with prior years. 

We agree with the basic contention that the factors 
should be calculated on a consistent basis from ease to ease 
unless substantial grounds axe pre~ented for changing the 

• me1:bod of ealeulating allocations. Ho<.>ever, based on che /' 
reasons advanced by the staff witne:3S Barrett, we will exclude 
the cost of purchased gas from the four-factor alloea.tion. 
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., 
!he utility calculated the third factor by using the 

nUQber of employees on direct payroll. The staff calculation 
of factor three used the amount of direct payroll, not the 
n1.1Xllber of employees. We will continue to use the number of 
employees since this is the established methcxl of calculating 
this factor. The record does not disclose any reason to change 
the method of calculating this factor. 

Prepayments should be allocated to working capital as 
claim~d by the applicant. The inclusion of prepayments is consistent 
with our past treatment of this item. 

We will adopt the staff's rate base estimates as set 
forth in Exhibit 35, Table lO-A, with the following exceptions 
and ~djustments: adopt utility figures from Exhibit 35, Table 
as follows: Weighted Avg. Net Additions, 48.9; Allocated 

lO-A , 

CotlltllO~ Plant, 145.0; Avg. Allocated Net Additions, 0.2; 

Prepayments, 8.7; Depreciation Reserve, 1,552.8; and SYstem Allocated 
Reserve, 100 3. The gas plant in service on tccembcr S!, 1975 is 

$8,042,300, which reflects that ,gas plant in service on Dec~er 31, 
1975 reduced by $13,800, the adjus't:clent set forth abov~. 
~'1orking capital includes the staff's M&S cst1ma.tc, and '«<)rldng cash 
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·i$ rC!calculated on 1:hc adopted O&M expenses purS1Jant to the method 
recommended by the staff witness. The adopted total net working 
capital figure is $221.,600. 

As a result of the adjustment to working capital and 
utility plant, the weighted average depreeiated rate base is 
$6,119,100. This rate base is reduced by the $242,400 adjustment 
described above. 
c. Rate. of Return 

The applicant presented testimony of its Senior Viee 
President, Finance and Aecounts, in" support of a requested rate 
of return of 10.4 percent. The staff presented the testimony of 
a fiDAncial examiner from the Finance and Accounts Division in 
support of a recommended rate of return of 9.5 to 9.8 percent. 

. ., 
.. .. 

The assumed capital structureG in associated capital 
costs and allowances are as follows: 

TABlE III 
Capitalization and Amlual Costs 

December 31, 1976 

: Uti!itz!1 : Sts.:IZ7 .. :capitaI: .. . .. 
.. .. . . : CipitaI: .. Comoonent . Ratio .. Cost :Weight: Ratio .. Cost :Weight: .. .. . .. 

I.ot'lg-l'c~ Debt 55.7 7.84 4.37 55.49 7.91 
Preferred Stock 12.9 8.69 1.12 12.83 8.99 
COmmon Stock Equity 31.4 15.6lJl 4.91 31.68 13 .• 3021 

Totals 100.0 10.40 100.00 

y Exhibit 2.c.9, pages 2, 4., Transcript page 266. 
y Exhibit 10, Table 10. 
'Y Calculated equity allowances. 
'd The staff recO'11llll.endcd range! is 9.50 percent 

to 9.80 percent. 
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.. -~ 

As Table III discloses, the rate ~f return differences 
are almost entirely attributable to differences in the allowance 
for C¢mn1OQ ~ui.ty. An assumed allowance for common equity of 
13.3 percent produces rate of retuxn al10't~nces of 9.67 percent 
(utility) and 9.75 percent (staff). 

We adopt the staff's capital ratios and debt and 

preferred stock costs. r,Tc agree with the staff's view that cumu­
lative convertible preferrod atoek should be considered 4S part: 
of common stock equity. Moreover, the staff's debt: and preferreG 
stock allowances recognized the increased capital costs recently 
incurred by the utility. The remaining question is the proper 
allowanc~ for common stock equity. 

The utility's requested 10.4 percent rate of return 
is based on a 16 percent allowance for common equity capital. 
The staff's recommended cocmon equity allowance ranges from 12.50 
percent to 13.5 percent and the related renge for rate of return 
is 9.5 percent to 9.8 percent. 

tve have recently revi~~ed the rate of return require­
ments for applicant's San Bernardino county opeTations-for test 
year 1975 in D.84603 dated July 1, 1975. 'Ih.a.t decision adopted. 
a 9.2 percent rate of return as reasonable and the related return 
on common equity was 12.79 percent. Based on the estimated 
capital costs that 9.2 percent rate of return would have provided 
a times interest coverage of 2.48 for long-term debt and a combined 
coverage factor for all interest and preferred stock dividends of 
1.90 times. 

Appl1c:ant' s 1976 capital structure differs subsra:tit1a.~ly 
from our 1975 estimates. . The cost of long-term debt and preferred 
stock has increased .and the common equity ccmponen:: 1n the ca.piul 
ratio has decreased. '. An al1~lance of 12.79 percent on common 
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equity capital would n~l require a rate of return of 9.59 percent 

while providing interest coverage of 2.18 for long-t~rm debt. 
The applicant advances two arguments in support of its 

requested 16 percent allowance on common equiey e:lpit:al. . The 
higher return would enable the uti1iey to use greater amounts of 
internally generated capital to finance new construction. Appli­
cant alleges that internally generated capital is choeape%' than 
equity capital financing. '!'he second argument of applicant is 
that the capital structure has cbD.nged substantially and' sub­
stantial increases have been made in the equity por1:ion and 
decreases in the debt portion.. Outside long-te%'Tll financing has 
been difficult, and applicant has new construction obligations. 

~.je cannot accept applicant' 8 assumption that the 
allowance for common equity should be increased by 2S percent 
from 1975 to 1976. An increase of such magnitude would, in 
effect, put the entire burden of increasing capital costs .and 
a reduced common equity component on the retepayers. Moreover, 
such a generous allowance would burden the ratepaycrs'w1ch an 
obligation to support new construction 'tnth excessive amounts 
of internally generated capital. The established policy of . 
this Commission is to recognize the absolute necessity of 
?romoting conservation, not to encourage increased ,gro't<1th. 

The applicant has elected to retain the benefits of 
additional ITC created by the 1915 federal tax reduction act 
by use of ratable flow-through. Ihis election has obvious 
advantages to the utility ~nd results in higher costs to the 

ratepayers than the full flow-through option. We have? for the 
reasons set forth in our discussion of ITC, accepted ratable' 
flow-through as requested by applicant. Having retained the 
benefits of its ITC election, applicant is not entitled to a 
generous rate of return. 
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However, we do recognize that applicant is a. small gas 
distributor and that its securities are generally regarded as ~ 
medium grade investments by the financial community (below Baa). We 
further acknowledge that applicant bas experienced difficulty in 
obtaining long-term financing aud that an increase in the allowcnce 
for common equity is required to maintain adequate interest and 
dividend coverage for appli,ca.nt' s senior securities and to support 
future financing for new facilities needed to serve its customers. 

Under the circumstances, we conclude that a. rate of return 
of 9.75 percent is reasonable. This return reflects a. sharp increase 
from the 9.2 percent retu:n authorized for the prior year and reflects 
the increased cost of capital, including an increase in the allowance 
for common equity to 13.3 percent. Based on adopted capit41' costs a 
return of 9.75 percent will provide times interest coverage of 2.22 
for long-term debt and combined coverage of 1.76 for all interest and 
preferred stock dividends. OUr adopted rate of return takes into 
account both the conservation programs required by this decision and 
o~ treatment of the investment tax credit (ITC) available to the 
appliea.nt. 
D. Net ... to-Gross Multipliers' 

For the southern California districts of Southwest Gas 
Corpora.tion~ a proposed chauge of $1,000 in net revenue requires a 
change of $2,144 in gross xevenues. This factor is based upon 
uncolleeeibles at 0.47 percent, franchise taxes at .963 percent" 
california corporate franchise tax at 9 percent, and federal income 
tax at 48 percent. The resultant multiplier is 2.l44. 

For the northern california eistricts the franchise tax 

factor is 0.933 percent and uneolleetibles are 0.5 percent. These 
ehanges balance out and the net-to-gross multiplier for the: northern 
distr1ets los ideut1.cal. to tba ~tor in the soutMrn distri.cts. 
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E. Conservation 
In the course of the hearings the applicant presente<l 

its final revenue increase req·aest based upon adjust:ments for 
conservation. Applicant's proposed adjustment: for conservation 
~as a reduction of operating revenues to reflect reduced sales 
after ass\mled customer conservation, adjusement of operating 
expenses to reflect the reduced cost of purchased gas and 
associated changes in uneollectibles and franchise eaxes, 4nd 

increased sales expense amounts required to finance the conser­
va t100 programs. The effect of these adj ustments resulted in 

a proposed gross revenue increase for the southern California 
districts in the total amount of $1,850,458,. an increase of 
$62,583 over the revised request. The result of similar 
adjustments for the northern california districts resulted in 
a final gross revenue increase request of $509,717. 

Applicant's witnesses argued that: a failure to adjust: 
estimated operating revenues for conservation, as applicant 
requests, could only be justified on the assumption that the 
approved conservation programs set forth in Exhibits 29 and 30 
would fail to achieve customer conservation of gas usage. 

Exhibit 29'sces forth the specific programs which are 
recommended by the staff of the southern California districts. 
The total utility's cost for the five programs is $30,900, 
before an allowance for additional manpower.. Applicant is 
directed to implement these energy.conservation programs at 
once.. Moreover, applicant will be required to report' annually 
on the progress of the progracs instituted purSuant to Exhibit 29. 
In view of the declining supply of natural gas, applicant will 
be expected to aggressively pursue conservation progr4ms. Energy 
conservation programs· for the northom Cnlifornia. districts :ts set 
forth in Exhibit 30 will be implemented by the applicant. 
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Applicant desi~es rates to be established on the basis of 
the assumed success of future conservation programs. 

We will recognize the effect of energy conse:vation 
programs on gas sales and revenues as soon as the applicant cletlrly 
demonstrates that such effects are taking place. 
F. Investment Tax Credit (1975 Options) 

Prior to the Tax Reduction Act of 19i5 (IRA) the Applicant 
had elected to fLow through accelerated depreciation and investment 
~ credits (ITe) for both tax and cost-of-service purposes. The 
1975 Act increased the ITC allowances from 4 percent and 7 percent 
levels to 10 percent. Under the provisions of the 1975 Act utilities 
were authorized to make an election to flow through the full benefit 
of the additional tax credits authorized by the 1975 Act. 

The applicant did not make an election to flow through 
the additional credits, but selected another option. The utility 
elected to flow through the credit to income (as a reduction of 
cost-of-service) no faster than ratably over the life of the 

4t property (35 years). The 1975 Act p%ovides that if a regulatory 
agency requires a faster flow-through or adjus:s rate b~se in 
excess of the ratable amounts~ the additional ITC will be disallowed. 

The result of the election of the applicant and the 
provisions of federal law result in a Situation where the tax 
as actually paid by the applicant reflects the tax crcd1~s in 

the full amount: of 10 percent;, but the tax 4S computed for pw:poses 
of establishing rates reflects the 1975 additi~l ITC on a ratable 
flow-through basis. The tax credit for ratemaking purposes is 
computed by ~ 35-year amortization of the .acount of excess 1nvest:mcnt 
tax credit used to reduce the taxes Actually paid. In short, 
the ratepayers are charged for taxes that are not in fact paid 
in the test year. 
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Exhibir 2l sees forth the effect of this tax computa­
tion in terms of charges incurred by ratepayers for the year 
ending December 31, 1975. The s:aff and the utility have in 
the past amortized the investment tax credit over a five-year 
period. This treatment is continued for the invest:ment: tax 
credit available prior to the 1975 Act. For the year ended 

December 31, 1975 such tax credits total $52,126 (total 
California) and are flowed through over a five-year period at 
a rate of $10,424 annually. The additional ITe created by 
the 1975 Act totals $62,608 and for year ending December 31, 
1975 applicant proposes to flow through $1,788 of this amount 
based on the 35-year amortization. 

The benefit to the applicant company and the cost to 
the ratepayers is obvious. For the year 1975 applicant receives 
approx~tely $61,000 of tax credits representing :axes charged 
the ratepayers 4S a cost-of-service but not actually paid the 
IRS. The gross revenue requirement increases approximately 
$130,400 for the year 1975. The applicant argues that its 
election of the additional ITC provided by the 1975 Act was 
justified because of its capital requirements .and 'financial 
condition at the ttme it exercised the option. The option 
exercised created the maximum benefit for the ~mership inter­
est of the utility at the max,imum cost to the ratepayers. !be 
only benefit to the ratepayers on the option exercised is that 
the utility has secured a. financial advantage ~.:hen contrasted 
with full flow-through companies which lowers 1t8 risk of doing 
business. The utility has improved its financial position as 
8. result of the large cash flow immediately available. The 
ratepayers can realize 'such benefit only when the reduced risk 
is given consideration in an authorized rate of return. 
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The magnitude of the comrxmy's f:lnancial gains in any 

given year can be measured by the 12 months ended December 31 ~ 
1975. The f1.llan<::1.al impact described above related to the total 
Ca1ifom:La operations only. For the 12 monehs ending 1975 the 
total company ITC generated is $541,018, inelud1Dg the additional 
ITC from the 1915 tax act. Approximately $53,500 of total invest­
ment tax credit will be amortized over a five-year period and the 

balanc:e will be amore1zed CNer a 3S-year period as set forth on 
Exhibit 23. Stated another way~ the tl)ul tax credits of $541,018 
for the year ended December 31, 1975 will opex-see to reduce taXes 
actually paid, but applicant will apply 1:aX credits of $24,422 
for ratema.king purposes for that year. 'l'be fi'.CUl%JCul advaneages 
to app1ica':lt on a total company basis amount to a gain of S500,000 
in tax liability charged to the rat~yer but retained by the 
utility a~d amortized for 35 yea~s under flow-through to ratepayers. 

!he cor:.yJany urges tha~ the Cali~orn1a Commission should 
accept its trea:r..ent of the 1t:.vestment ~x credits from the 1975 ./, 
Act: . because both of the ether S';:"'::C jttdsd:i.c:l:io:>s --Novada and ~ 
Ar~zOtla--have already .aee<:p~ed ~uch treatment for tax purposes 
and for ratemakint purposes and to re<{Uire a faster flow-through 
or a rate base adjustment would result in a disallowance by the 
IRS of all of the additional credits. Exhibit 23 sets forth the 
additional investment tax credit from the 1975 Act ~ 'the total 
amount of $273,466, including the total California excess or 
additional amount of $62,608. 

Consistent with our treatment of this problem in 

1).86595 dated November 2, 1916 in A.S5345 (m1~ page 61), the 
five-year, averaging method on classes of plant agreed to by the 
utility and the staff is reasoll8.ble for the test year. ~le ~ll 

recognize ratable flow-through for the add1eional ITC 1n com­
puting the utility's FIT. 'the ac1vaneages to the company have 
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been c:onsidered. in our determitlatiou of the reasonable rate of 

return. We do not adopt a rate base adjust:mene related to the 
ITC. 
c. Purchased Gas Adjustment" 

In our earlier decision we have authorized 4 purchased 
gas adjustment to be included in the tariffs for applicant for 

service in San Bernardino county. The staff and the applicant 
have no disagreement with the proposition that the tariffs for 
natural gas service in Placer County should contain a similar 
purchased gas adjustment, in order to reflect changes 1n the 
cost of purchased gas in rates and charges to its ratepayers. 
Oul:' decision herein shall adopt a purchased gas adjust:ment to 

be filed for all service in the State of california. 
H. Rates . 

D.86087 dated July 13, 1976 in C.9988 established 
l1feline vol'Umes fer residential users of gas. Applicant was 
a respondent in C.9988 and must comply with the provisions of 
D.S6087. Rate increases authorized by this decision will not 
be applicable to lifeline sales. 

In view of t:he end-use :1l1owances now applicable to 

lifeltne customers and the necessity of establishing lifeline 
and. non-lifeline catagories of customers, certain tariff pro­

visions may be el1m1nated. The residential heat only rate in 
southern California will be eliminated. The G-12 rate in 

northern California is eliminated and the G-IO rate 'tInll be 
the general service residential rate. 

the service establishment charge for a.ll areas will 
be $10 (regular) and $18 (after hours). '!he non-lifeline rates 
will be increased by authorization of a stngle rate block per 
therm or an equivalent rate for all usage for each territory served. 
Prior lifeline rate differences continue, to the extent that ! 
differenti.als exist in non-lifeline ra.tes they are the result of I 
historieal cost differences between territories served. I 

I 
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Findings 

1. By A.55757 Southwes~ Gas Corporation requests authority 
to increase rates and charges in its San Bernardino County 
Districts by $1~8SO~458 (17 percent). This request is based on 
revised estiJ:nates for test year 19'76, including conservat:ion 
ass1.lmptions .. 

2. By A.55789 Southwest Gas Corporation requests author1ty 
to increase ra.tes and charges in its Placer County Districts by 
$509,717 (20 percent). This request is based on revised estimates 
for test year 1976, including conservation assumptions. 

3. The adopted (1976) estimates set forth in the summary 
of earnings in Table I are reasonable esttm3tes of applicant's 
1976 operations for its San Bernardino County Districts. 

4. The adopted 1976 estimates set forth in the sua:u:nary of 
earnings in Table II are reasonable estfmates of applica~t's 1976 
operations for its Placer County Dis~ricts. 

5. The staff's 1976 estfmates for applicant's operations 
are set forth in Table I (San Bernardino County) and Table II 
(Placer County). Based on staff's estimates set forth in said 
tab1~s, gross revenue f.nereases to produce a 9. 75 percent rate 
of return would be $1,388,000 (12.4 percent) for San Bernardino 
County and $188,900 (7 percent) for Placer County. 

6. The applicant requests increased rates and charges 
based upon a return of 10.4 percent. The staff recommends that 
a rate of return of 9.50 to 9.80 percent be author1ze~. For 
the reasons set forth in our deCision, raee incr~ses will be 
authorized based upon an adopted rate of return of 9.75 percent. 
This adopted rate of return will produce coverages of 2.22 times 
long~term debt interest and 1.76 times for all interest and 
preferred stock dividends. 
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7. nLe rate increases ,requested byappl:LC4ut are excessive. 

Based on our adopted 1976 estimates" gross revenue :f.ncrea.ses of 
$1,,405,600 (12.6 percent) for the San Bernardtco County Districts 
and $249,400 (9.7 percent) for the Placer County Districts should 
'be authorized in order to produce a 9. 7S percent rate of return. 

8. Applicant must comply with all applicable provisions 
of our first interim order in C.9988 (D.86087 dated July 13, 
1976). Rates and ~barges for lifeline service established pur­
suant to that decision should not be changed at this time. 

All non-lifeline gas will beprlced at substantially one rs.te per 
them . (or equivalent) and tt.l:L other llOn-l1fcline rate blocks 
should be eliminated for each' territory served. 

The service establishment charge should be $10 (regular) 
and $18 (after hours) for all areas. 

9. Applicant has filed 4. purchased gas adjustment tariff 
applicable to its Sau Bernardino County rate schedules. Appli­

cant should be authorized. to file .a purchased gas adjustment, 

(PGA) applicable to its Plaeer County rate schedules. Such PGA. 
should contain substantially the same conditions as the PGA %lOW 

on file, 1neluding the condition that no change in ra.~es under 
the PGA clause will become effective without Commission approval. 

10. Conservation of energy resources is in ,the public 
interest. Applicant should be required to promote cousenaeion 
as follows: 

(4) Applicant should tmplement the conservation 
prograxns set forth in Exhibits 29 and 30 
and additional manpower should be used to 
promote the conservation programs. 

(b) Applicant should %'el:>Ott amxa.a.lly to the 
Connn1 $sion on the progress. of its progr~. 
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(c) Applicant estimates that the conservation 
program will reduce s4les, and alleges 
that rate increases of approximately 
$100,000 will be requir~d to offset the 
revenue loss from such reduced sales. 

(d) We Tft~ll recognize the effec1: of energy 
conserva1:ion programs on gas sales and 
revenues as soon <loS the applicant clearly 
demonstra.tes that such effects are taking 
place. 

The COmmiSSion concludes that the application should be 
granted to the: extent set forth in the following order a.nd in all 
other respects denied. 

ORDER ------ ..... 
IT IS ORDERED t~Lt: 

1. Southwest Gas Corporation is authorized to file the 
revised rate schedules attached to this order as Appendix A. 
Appendix A provides revised rates for San Be:t'XlArd1no County 
only. Such filing shall comply with General Order No. 96-Serics. 
The effective date of the revised schedules shall be one OOy after 
the eate of filing. The revised schedules shall apply only to 
service rendered on and after the effective date of the revised 

. schedules. 
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2. Southwest Gas Corporation is authorized to file the 
revised rate schedules attached to this order as Appendix B • 

. Appendix B provides revised ra.tes for Pl4cer County only. Such 
filing sha.ll comply with General Order No. 95-Series. The 
effective date of ehe revised scbedules shall be one day after 
the date of filing. '!he revised schedules shall apply only to 
service Tendered on. and after the effective date of the revised 
schedules. 

3. Southwest Gas Corporation shall: 
(a) Vigorously- pursue the conserv'ation 

programs found necessary by this 
decision. 

(b) R~ort in detail on the progress of 
its conservation programs to the 
COmmission as part of the reporting 
mechanism 1n C.9884. 

(c) Southwest Gas Corporation is agatn placed 
on notice that the Commission will monitor 
the continuing effectiveness of its energy 
conservation efforts and will ev~luate the 
utility's vigor and imagination in 
implementing and expanding its energy . 
conservation programs when deciding upon 
a fair rate of return in future rate 
cases. 
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4. Southwest Gas Corporation is authorized to file 4 

purchased gas adjc.stmene (PGA) clause applicable to its 
Placer County Districts.. Such PCA shall contain conditions 
stmilar to the conditions now applicable to the San Bernardino 
Coun:y PGA ::OW' o:l f:tle. 

The efieet::ve date of this crder shel! be t:':oTetlty clays 
after the dcte h~reof. 

Dated at Sa.n Frd.llci~o , Cl111£o::n:!a., 
this _---'r2~3_11! ..... 1 ____ -_-:_-_-:-da.-y-O-f---F-E-B~-RI-A- .' 1977 • 

. ~,,'...>-;~ 
. "" .. -".~ .. 11.'/ .. . . ~ .. : .. -:.:-...... .... .. .,.. Vr. ' 
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A'f!I!ZN'Drx A 

RATES - Southern California. Division 

Mo .. Charge • • • • • • • •••••• 
Pirst 32 therms .. .. • • .. 'oo .. .. 

Next 72 therms .. .. .. .. .. .. 
.. .. 

...... 
Next 2 ther=G .. .. .. • .. .. .. .. 
OVer loG therms .. • • .. .. .. .. • • .. .. • 

. .. 

No. Charge • • • • ., • • • • • • • • • • 
First 32 therms .. .. .. .. .. .. .. .. .. • .. .. 
Next 72 tllerms • .. .. .. .. .. .. .. • .. .. • 
Next 31 therms .. .. .. .. .. .. .. .. • .. • .. 
OVer l41 therms ............... .. 

o - 1.99 et/br • 
2.0 - 2.49 ef/hr 

. . . . . . . . . . . . . . . . 

0-1 
L1!el:1.ne Non-Lifeline 

Li!el1ne Non-Lifeline 

$3.644 
0.22428 
0.21195 
0.20203 
0 .. 29754 

$3.644 . 
·0.29754 
0.29754 
0.29754' 
0.29754 

(Cl:I.o.rge per lamp 
per tIlo:1th) 

0~2 . 0-46 
All usage, per therm .. • • • • .. .. .. ... $0.27409 $0.29754 

0.50 -
All t.lSa.~, per therm. • • .. • .. .. • • .... $0.27415 
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RATES - Northern Calltorn1a D1visi<!ltl 

Mo. Char~e .......... . 
First 20 thems .... . 
Next 64 therms ... .. 

.. .. - .... · . . . ~ . . . '" . · . . . . . . ,. . . 
Next 14 therms .... . · . . . . . . . . . 
Over 166therms . . . .. . 

1.99 ct/br or less .................. .. 

All usage, per tberm .. • .. • .. .. .. .. .. ... 

Regtllar hours 
A~r hours 

. . - . . . . . 
• iii • • • 

" ... 
.. . 

$4.244 
0 .. 35036 
0.27798 
0..2"(430 
0.46968 

C-10 
NOll-L1!el1ne 

$4 .. 244 
0.46968 
0.46968 
0.46968 
0.4~96S 

(Clle.rge per 1itIiP 
per month) 

c-60 -

(Applicable to botll No .. 
and So. Call!.. D:tvisionc) 

$30.00 
18.00 
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APPENDIX C 
Page 1 of 3 

Rates 4S 0: December l, 1976 

First 2 therms or less .. .. . • . • 
Next 30 tberms per them .. .. .. . 
Next 43 t~:rmIJ per them .. .. .. .. .. .. 
Next 29 thcrms per therrn . .. .. • 
Next 2 the:rms per them .. .. .. .. 
Next 412 tberms per them .. .. .. .. .. .. 
Next 518 tb.erms per them .. .. .. • . .. 
Next 2,073 tb.e:ma per them .. .. .. .. .. · Bext 1,256 . therms per them .. .. .. .. .. .. 
t::Jver 10,365 therms per teem • .. .. · .. .. 

First 2 the~ or le~s 
OetotJer .. May, Inelus1 ve . . · ... 

JU1J!! .. September? Inclusive .. . . 
Ne~ 30 theX'Tl1S per them · •. . . 
Next 43 theme per them ,., . · .. .. 
Next 5 therm.s per them, · . ,. .. . 
Next 438 therms. per tbem ..... · . . . 
Next 518 tberms per therm · .. . .. .. 
Next 2,073 the;rms. :per them .. .. .. · .. . . 
Next 1,256 theX'tll8 per them · ... .. . . . 
Over 10,36; thexms per them · . .. .. . .. . 

Ftrst 2 -:hems or less · . .. .. . . 
Next 30 therms pertb.e:rm · . . .. 
Next 43 therms per them .. .. .. 
Next 29 therms per them .. . .. .. 
Next 37 tbe:rms per them · . . . 
Next 377 therms per them · .. . . .. . 
Next 518 tberms per therm · .. . 
Next 2,C73 therms ;per tberm. .. .. .. 
Over 3,109 therm.e per therm .. .. 

G-1 Gene~al 
Lltel.1.ne :.: Non-L1tellne 

$3.798 ,: 
.209ll 
_19826 
.2J..420 
.20542 

G-1 Heat Only· 

$4.868 $4.881 
1.2l8 1.231 

.23261 .23915 

.2104.7 .21701 

.22641 .23765 . 
.23165 
.22887 
.22317' 
.2l826 
.2068~ 

G-2 General 
L1tellne Non-L:I.tel1ne 

$4.078 $4.091 
.22428 .23082 
.21195 .2l849 
.22789 .24371 
.21797 .24371 

.24311 

.23880 
' .. 222Ck 
.22203 
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.APPENDIX C ,. 
Page 2 or '3 

Rates as. of December 1, 1976 

G-2 Heat Onll 

First 2 t~erm' or le" 

Next 
Next 
Next 
Next 
Next 
Next 
Next 
Over 

First 
Next 
Next 
Next 
Next 
Next 
Next 
Next 
Over 

First 
Next 
Next 
Next 
Next 
Next 
Next 
Next 
Over 

'i ~\October - Mai, Inclusive •• 
June - September I Inclusive 

30 therms per them · . . . .. .. 
43 tb.erms per them ..... 
29 tberm.s per them · . . . 
11 therms per them · .. .. III .. • 

403 ther:ns per therm · .. ,. -( ... 
518 tberms per them .. . . 

2,073 tberms :per them .. .. .. .. 
'3,109 the:ms per. tbem .. .. 

'" ) 

/2 therms or less ... 
26 therms per them .. .. .. .. 
41 therms per tberm .. • .. .. .. 
J.'r.:ebenr.s per tberm .. .. • • • .. • 
1"-:-"therzn,s. per them .. .. • • • • • 

200 therms per them .. .. • • • • .. 
548 therms per them .. .. • • 

1,828 thermG per them .. • • .. 
2,742 tberms. :per them .. ...... 

2 tberms or less 
26 therms per them • .. . . 
47 therms per tberm .. .. .. 
17 therms per them ... ,. . 
14 therm.s per therm .. ,. .... .... 

200 therm& per them • .. .. .. .... 
548 therms per them .. ..... . .. . 

1,828 tberms ~r them .. • • . .. 
2,742 tberms :per them . . . . . . . 

.25087 

..22576 

.24170 

.22528 

G-10 

~.95 
.35115 
.. 27817 
.28662 
.28294 

$5.175 
.43749-
.34014 
..34799 
.34304 

" . 

$5.271 
1.291 

.. 25141 
;.23230, 
.25102' 
.. 25102 
.25102' 
.24120 
.23469 
·22910 

$5.292 
.49661 
.39926 
.42584 
.42089 
.42089 
.4l264 
..4c604 
.4019:9 
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~, APPENDIX C 
Page 3 or :3 

Rates as or December .1, 1976 

C-15 G-16 c-18 
Hourly Iamp Rating 1n Cu.!t. ~5: Per Lamp Per Month) 

1 .. 99 eu .. 'tt./br. or less · ., . . . $2.47 $4.13 
2.00 ... 2.49 eu. tt./br. · . ';'. - . 4.07 6.07 
2.50 ~ 2.99 eu. tt./hr. · . . . . 4.77 7.<;9 
3.00 - 3.99 ell. tt./br. . . . 5.85 8.77 
4.00 ... 4.99 cu. tt./hr. .. .. . 7t"Jr.Ifj 10.65 
5.00 - 7.49 eu. tt./br. · . .. . . 9.70 14.41 

G-45 cr-46 - -
F1X'st 1,307 tbema·:per t~= • .. .. .. $ .21516 ; .22574 
Next 3,110 t~rms per them • · . . .20619 .. 21599 
Over 4,'J}..7,therm.s ;per tbes:m • .20073 .20985 

G-50 <;-51 -
First 10,930 therms per therm • $ .19836 $ .20598 
Next 98,37'0 therms. per them .19147 .19887 
Next 109:,300 therms per tllerm • .18942 .19648 
Next 327 ,900 tllerm.s per them • .18623 .19283 
Over 546,500 therms per them · . . .J.8463 .l9101 

G-60 C-62 

F1r8t 525 tberm.G per therm · . . $ .38067 $ .37139 
Next 525 therms per them · . . .34444 .33674 
Next 1,050 thems per them .32718 .32024 
Next 8,400 thermc per therm · . . .30821 .30209 
Over lO ,500 therms per them · . . .29354 .28807 

G-91 -
. . . ,. . Regular hours 

After hours . . . . . . . . . . . . $6.00 
11.00 

$4.81 
6 .. 93 
8.0'2 
9.86 

ll.85 
16.00 


