
Deci.sion No. 89634 NOV 9 1978 

3:w'ORE ~ P'O:SLIC UTII.!!'!ES CO~!sSION OF T:~ S'I'A~E OP CALIPOP.N!A 

Ap?lic~tion o~ McCLOUD GAS COMPA1~ 
~or a gene:oal rate ir.crease in gas 
rates. (Ad.vice Letters Nos. 31, 
32 & 33-) . 

OPINION -- ......... --~ 
A~~licant's Reguest 

A~pl!.ce.t10n No. 58366 
(Filed September 19, 1918) 

Ey this application, McCloud Gas Cocpany, :nc. (McCloud) 
seeks an order of the Public Utilities Commission (CO~iss1on) 
authorizi.."lg McCloud to revise its rates to cover increased operat1."l.g 
expenses. 

Descri~tion of Com~any 

,e McCloud., a wholly owned s'U'bsid.ia~J of Pargas, I.~c. 
(?argas), is a corporation duly organized ~~d existing under the 
laws 0: the S~ate of California. McCloud owns· and operates a 
p~o11c utility p:oop~~e gas distribution syste~ serving the to~ 
of McCloud, California. 

On Ju.~e 22, 1978, McCloud filed Advice Letter No. 31 
u.."'l.der Sections 451 a."'ld 454 of the Public Utilities Code SeeK~"'l6 

a general rate l."'lcrease result~"'lg 1."'la..~ a!mual revenue !.nc:oease 
of $12,947 to cover ope:oat1ng losses. The resultar.t reduction in , 
i.."'lco:le tax cl"edi ts ::-eal!.zec from operating losses br1.."lg the annual 
revenue incree.se realized. by McCloud from this !"1l1.."'lg to $10,792 .. 
On August 17, 1978, this :!.lL~g was amenced. to reflect reduced 
expenses due to :oed.uced ad valorem taxes due to the enact':!lent of 
Article XIII-A of the Constitution of the Ste.te of California. 
McCloud's ~e~ded advice letter filing the~ retlected ~~ ar~ual 
revenue ir..crease of $11,226 oased on the recuested 4.7 cents per 
therm i.:lcrease for :oesidential sales ar..d 0.7 c~nts pert~er::. 
increase for coccercial sales .. 
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The advice letter was also filed under Section VI of 
General Order No. 96-A in anticipation of eXpected reviSions to 
G.O. 96-A. Section VI of this order states in part,: "Any utility 
with projected annual operating revenues at requested rate of 
$150,000 or less may, however, request authority for a general 
rate increase by an advice 1et,ter filing Which includes an 
adequate showing and justification. T! On August 8, 1978, oy 
Resolution No. M-470l, the Commission amended G.O. 96-A; among 
other things, increasing the annual operating revenues from 
$150,000 to $750,000 by which a utility may qualify to file for 
a rate increase 'by advice letter procedure. Subseq,uentpetltions 
for rehearing, however, had stayed the order temporarily. 

McCloud's annual operating revenue as of its 1971 annual 
report is $166,169. This revenue level would qualify the utility to 
file for an advice letter rate increase under the amended and temporarily 
stayed Section VI of G.O. 96-A, but not under the currently effective 
$150,000 limit. Therefore, the CommiSSion staff converted this 
filing into the subject apI>lication on September 19, 1978. 

During the interim, on August '23, 1978, McCloud filed 
Advice Letter No. 32 under the provisions of the fUel escalation 
clauses of the utility's filed tariff schedules to reflect a rate 
decrease due to the reduced cost of liquef1ed petroleum ga's (LPG) 

from the utility'S supplier, Union Oil Company of California (Union), 
effective August 1, 1978. The decrease of one cent per gallon in 

the cost of LPG resulted in a rate decrease of 1.8 cents per them 
for all non-lifeline sales with a resultant annual revenue reduction 
of $4,810. 

On september 15:0 1978, McCloud filed a sec.ond rate decrease 
by AdVice Letter No. 33, to reflect another fuel decrease by Union, 
errect1ve September 6" 1978. The decrease Of 1.25 cents per gallon 
in the cost of LPG resulted in a rate decrease of 2.3 cents per therm 
for all non-lifeline sales with a resultant annual revenue' 
reduction of $6,146. 
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The Commission staf:' incl'udec. -"these two rate reduction 
-' i'i1i.."'lgs with the 1.."l1":ia1 rate l."':.crease request as reVised. oy the 

ad. valorem tax reduction, a.."l.d thus converted. all rate revision 
req,uests into the sU'oject application. The net result • .... a.s a. 

4 .. 7 ce::.t per then increase for a.ll li!eline sales, '.-r..th a 0.0 cent 
per the~ ~crease' tor all residential non-life11ne sales and a 
3.4 cent per them. d.ecrease tor comrr.ercial sales. This, was due 'to 
the fact that the t·..ro fuel cost rate c.ec'reases ~ere a.pplicable only 
to non-lifeline rates because past fuel cost l."l.creases had. been 
applied only to non-lifeline rates. The net annual revenue e'ffect 
is an l."l.crease of $210 . over present rates.. McCloud. Will, however" 
realize a $10,~93 annual decrease in operating expenses cue to the 
decreased purchased !"uel cost. 
Necessity for Rate Re11er 

McCloud's last general rate increase was, granted. 'by Decision 
No. 81014" dated February 6" 1973" in Application No. 53305. I.."l that 
decision a rate or return or 8.0% was !ounc. to be reasonable. Por 
the past '!:ew years McCloud has been earning a negative rate of return. 
A positive rate of return is achieved from feder3.l1."1come tax credits 
realized "oy'Pargas d't.:.e to McCloud's operating losses. Therequestee 
rate reVisions would result· in a rate of return of 4.65%,' as der1ve~ 
on Tables 1" 2 a.."'lc, 3 following. McClou~ is not 1."1 a position to 
request hig..'1.er rates without co::.1ng in conflict with. the cax1:u:6. 
allo'n·a~l'! sell1."'lg price tor LPG as established by the Federal Energy 
Adm1n!:ztrat1on (FEA). 

smnmary 'o! Earn!...,,; s 

Ta'ble No- 1 develops the ~ount of the purchased. gas cost 
decrease ~"'ld the revised cost per therm-sold. 

Taole No. 2 shows the eevelopment of the income tax credits 
realized oy Pargasdue to McCloud's operating losses. 

Table No. 3 shows the su:mary of earni.."l.gs ~"'ld the net 
effect of the reviseci costs ~"1d the requested offset L"lcrease in 
revenues as per all three rate revisions. 
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role No. 1 

:otrl'" c.ec::ease :U cost ot: !'ue1 (Ad.vice Nos. 32 & 33) 1a $0.0225 -:er :::l.llO:l 

~jec:te~ Sales (gallons) 

Losse:: @ 3~ 

456,268 
l3,688 

469,956 

Dec:-eased. Cost of tueJ. (469,956 x $O.O~5) 

Dec.~~sed C~ty Frenc~e Fees ~ (l01574 x 35.75%) 
':' .J"\"'''' 0' .1>< -- 2 -"'e-· ...". ........ 0 .. • .... Iirlll"WW·W _ ..... ~"" w .. _~, ~"""_ ........ w.W. 

~~ •. x 410 c:ust. x 12 ::0. r: 9840th/Y: x 1.091 • l01735 gaJ.lons 

10,735 gallons x $0.0225 
Gros~ Cost Dec:e~:e 

$10,574 

16 

-------------------~-.--------.--------~---------~----~---------~--------.--.--

To'bl Sales ' • 469. 95,P iii 
l.Q9l 

St::::::er Litel!:le (~...ha x 6 Mo. x 354 cu:;t.) 

e W!l:.te: Li!eline (55th. x 6 Mo. x 354 c:u.zt.) 

Total Non-LUel.ine Sales 

430,757 the:=: 

46,728 
1l.6.820 

$lo~893 $ 04 Ii- 04 Dec...""etlose per Non-Lifeline ther: • 267,209 • o. 077 • ,,?O. 1 

?eve~ue Eevi::10n 

267,209 therzs x $0.041 

:?ate bcreeze @ A:L. 3l 
Rev1see. Revellue I:lerease 
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11,226· 
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Ope:-n.t!.:g Revenues 

Ope:-:.:~i:O Expenses 

(exeept i:leome t3x) 

Ope::":\. t!:.g G.U:. (or Loss) 

I::lte:est Exp. 

Los: 0: Sale ot riA 
~le !::.eo:e 

Table No .. 2 

$166,169 

$184,703 

($ 18,534) 
< :10,753) 

< 223) 

<~ 29,510) 

~es' (48~) ($ 14,l65/ 
?:-e"dous X:' s Tax Credit (8,4721 

Total Taxes Due <$ 22,644) 

At ~~~osed Rates 

$270 

Total. 

$166,439 

$173,072 

~ 6,633)­
< :10,753)­

< 223) 
<$ 3.7,609> 

*Eevised e*n::es i:l.elu~e $96 i:l.erease 1.:c. County :'r..l.%lehise Fee, $834 d.eere~e· 
i:l Ad. VaJ.,ore: taxes a.nQ. $10,893 decrea::e in fuel. costs. 

e <). ne~tive nU:C:Cer 

Ite:1 -
O'Oe~~i?5 E~nses 

All Ex?en.:es except 
Incoce T:!.Xes. 

*I:lcane Taxes 

To~ Expenses 

Net Operating Revenue 

De,:-eciated Rate Base 

,'. ' ,., ... < >. :c.e~tive Il' ..... :ber 

Ta.b 1e N'Q. 3 

1m 
Reeordec. 

$166,l69 

184,703 

< 227643) 

$l62,060 

$ 4,109 
$22l,379 

1.86~ 

Ine:ea.se • 

$270 

(ll,63l ) . 

5,"{l? 

"<$ 5,9l 9) 

$166,439 

:1.13,072 
< 16:931> 
$l56',l4~ 

$ l.0,.298: 
$22l,379 

4.65~ 

*I:ae=.e tax e:-ed.it :=Q:l loss on opera.tions or =~Cloue. Gas Comp3.llY a:pplied. to 

Pa.rgas, Inc f S . !'ede:oal i:co::e taxes 
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Customer's Views 

The starf caused public notices of intent to seek a 
rate relief to be mailed to all residential customers otMcCloud 
on August 14, 197~, and such notices to be published in the local 
newspaper. The customers and the public were invited to contact 
the COmmission staff concerning complaints or objec'tions to the 
proposed rate increase. One letter was reeeived in response to 
the notice and it concerned a complaint about service rather 
than rates. This was not considered sufficient reason to conduct 
public hearings into the utility's operation. The letter was 
referred to McCloud tor action and the problem was resolved to, 
the satisfaction of the customer. No public hearings are required. 
This will save time and money or the public, the utility and the 
Co~ssion start. 

e Present and Proposed Rates 

Table No. 4 compares the present utility rates with the 
final proposed rates reflecting the three requested rate revisions 
of Advice Letters Nos. 31, 32, and 33. 
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First 2 ther:ns 
Next 18 therms~ 
Next 30 ther:::s, 
Next 950 therms" 

I TABLE NO.4 

Schedule No. G-80 
Co~ercia1 Service 

Per Meter Per Month 
?~esent Ri~es P~o~osed Rates 

or less $3.15 $3.l5 
per ther: ~421 .387 
per the:-:n .425 .391' 
pe::- thel":l .430 .396 

Over 1,000 the:r.:.s, per therm .439 .405 

Schedule No. G-8l 
Residential Service 

S~er (May - Octooer) 

Per Meter Per Month 
Present ~a'tes 15ro~osed Rates . 

*F1rst 2 ther:.s or less $3.15 $3.15 
*Next 20 ther:s, per ther:l .380 .427 

Next 28: therms" per therm .420 .426 
Next 950 ther.ns" per ther:l .429 .435 
Over l,OOO the~s,,' per the~ .435 .441 

Winter (Nove::l'oer - A~r11) 

Per Meter Per Month 
P=esent Ra~es. Pro~osedRates 

*First 2 ther:ls or less $3.15 $3·15 . 
*Next 20 ther::s, per ther:l. .368 .415 
*Next 33 thems, pe~ ther:l .374 .421 

Next 945 the:":ls, 'Oer ther:l 
~ 

.415 ~ .. 421: 
Over 1,000 ther.n.s, per ther:l .425 .431 

*Lifel!.."'le 
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Staff's Position and Reco~endations 

The CO::ission staff took this opportunity to redesi~~ 
McCloud's rate schedules to brL~ them ~ore L~ lL~e with tnose o~ 
~jor utility comp~~ies. ~~ doing so the staf~ segregated part of 
the ~~~~ charge for the first 2 ther--s ~~ ootn the G-SO and G-8l 
rate schedules into a c~stomer charge and integrated the re~inder 
1::.to a coc.mod1ty charge in the nextcommoo.ity olock. 

For Schedule No. G-80;, COtm:lercial a.~d Indust::-ial Ser"/ice, 
the commodity charge was then converted to one flat rate: for all sales·. 
For Sc~edule No. 81;, Resid~~t1al SerVice;, both s~er and ~1nter 

l~elL~e rates were converted to one rate with all non-li!elL~e sales 
, ., 

u.~der the first l;,OOO theMls at another flat rate'. 
for all sales over 1,000 ther:ns was left u..~cha..~ged. 
sho·..rs the rate schedules as revised by the statf. 

TABU NO.5 
Schedule No. G-80 

'!he tailblock 
Table. No,. 5 

Customer Cha.rge 
Commodity Charge 

Per Meter Per Month 
$2.40 

All Sales, Per Therm 
Schedule No. G-81 

Customer Cha.rge 
Co~od1ty Charge: 

SUI:l!:!ler (Ma~ - October2 
*Pirst 22 ther:-.s, per then 

Next 978 the~s, per ther:l 
Over 1,000 therms, per ther:l 

Winter (November - April) 
*?irst 55 ther::.s, per therm 

Next 945 ther.:ls, pe'" ....... e-• w .......... 

Over 1,000 ther.ns;, per ther.n 
*Life1il'le 
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0.395 

I 2.30 

0.427 
0.435 
0 .. 441 

0.419 
0.421 .' 
0.43l 
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We will aaopt the staff rate proposal in order to 
i~plement a simplified rate structure that will continue to provide 
a conservation ~~centive to residential customers thro~~ L~verted 
:-ates. 

The net effect of these proposed rev1sions ~ill increase 
McCloud's ~~~ual revenue by ~~ additional $286 or 0.13% !or a net 
~~ual increase of $556 1ncludL~ the $210 requested ~crease. 
Taole No. 6 following reflects the revised summary of earnings 
cased. upon the staff's proposed rate design. 

TABLE No.6 

Summary of Earnin;:;s 

O~erat1ns Revenue 

O~erating E~penses 

All Expenses Except 
Income Taxes 

.... Income Taxes 
Total Expenses 

Net Operat~~g Revenue 
DepreCiated. Rate Base 
Rate of Return 

( ) = Negative Number. 

$166,725 

173,072 
<16,794> 
156,278· 

10,447 
221,379 

4· a! 
.72/" 

.... L~co~e tax credit from loss on operations 
of McCloud Gas Company applied to Pargas, Inc's 
federal L~come tax. 

. . 
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?ind~s o! Fact 

1. McClouc is L~ need 0: aee1tional revenues. 
2. ~e rate relief requested ~~d the two fuel cost decreases 

·..,ill al:ost 'balance out ~ leaving negligible ratei:lpact on )1cCloud' s 
custo::.ers. 

3. Even it the Com=ission authorizes the rate relie! 
requezted~ ~cCloud will not ea.~ the rate of return last !o~~d 
reasonable ~y the Commission. 

4. A greater rate of return is not possi~le at this time 
without COtr.i.~g in conflict with the maximum. se1l1.~g. price of LPG 
as dete~~ed by the PEA. 

5. Under the circ~st~~ces, the staff's revised rate desi~~ 
is fou.~d reasonable and should be adopted. 

6. The revisions in rates, charges and conditions authorized. 
hereL~ are justified; under the above c1rcucst~~ces, the rates, 

e charges and conditions authorized here1n are reasona"o-le;, and the 
present rates, charges and conditions, insot'ar as they d.itfer troe. 
those prescribed hereL~> are tor the ~ture unjus~ and unreasonable. 

1. The rate of return of 8.0% last foune. reason~ble 'by the 
Coc:ission is again tou.~e. reasonable ~~d nothing L~ this order 
shall preclude McCloud from seek1.."lg additional rate re11e! l.1.so!e.r 
as it does not conflict with federal regulations. 

8. A public hearL~ is not necessary. 

Concl1:.sio:'lS 

The application should 'be granted ex parte. 

. . 
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o R D E R 
,.....-~--

IT IS OP.DERED that: 
1. On or a~ter the effective date of this order, McCloud 

Gas Comp~~, Inc., is authorized to file revised tariff sheets 
with rates, charges 8..."l.c. conc.it!.ons substantially as set· forth 1n 

Appendix A attached hereto. , 
2. Such filings shall c~~;:r.ply with Genera.l Ord.er No. 96-A. 
3. Such fil1..."lgs shall 1)'~ ::lade ef'fective on the date of' 

filing. 
4. The revised rate sche~~les shall apply or~ to service 

rendered. on and after the ef"f'ec-:1ve date thereof'. 
5. The ef'feeti ve d.a te of' this order shall be' thirty days 

after the d.ate hereof'. 
Da tee. a. t ___ s:_an_'FN_ .. ;)Jl __ e1SCO ___ _ 

day of ___ ...;;"j;.:."/.:::.:tM::,:.B"-oE .. i ____ _ 
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e' A-oooenc.iX A 

Scl:ed.ul.e :No. v-SO 

CUstomer ChArge , 

Co::::1odi ty Cha.rge 

All. Se.le:o, per tller.n 

Per Me'ter Per Mont.h 

$ 2.40 

0.395 

~e' ·Y...inil:\::l Cl::.e:ge per Month she.ll, be the CUstomer Cbarge 

Schedule No. Ci-8l 

Commodity Cbarge 

Summer (May ... Oct) 

F1rSt 22 'ther:::s, per ther.n (ll1'ellne) 

Next 978 ther:lS, per tl:Ie=:n 

Over 1,000 them::, ~r the:: 

Winter (NOV' ... Apr) 

First 55 tller.:lS, pe: tl:ler.n (l1tellne) 

Next 945 ther.::s, pe!" the:=. 

OVer 1,000 the:=:, per the!'m 

Per Meter ?e~ Month 

$ 2~30 

0.427 
0.435 
0.441 

0.419 
0.421 

0.43l 


