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90649 Decision No. _____ _ 
" 

BEFORE THE PUBI..IC UTILITIES COMMISSION OF THE STA'I'E OF CALIFORNIA 
'. . ~ 

In the Matter of the Application 
of CP NA.TIONAL CORPORA.TION~· a 
California. corporation~ for 
authority to increase its rates 
for gaS service in its South 
Tahoe Division. ';' 

:; Application No. 57822' 
'(Filed January 20 ~.'1978) 

~ick~ Herrington~ "Row-ley & Sutcliffe ~ by 
Robert ~istein~ Attorney at Law, 
for.app cant. 

Sara S. Myers~ Attorney at Law, and :" 
Bertram Patrick, P.E:~ ~ ,for the Commission. 
staff. , ..... , 

," < ' .. : ... ,., ~~-:" 

o PIN I O';:N 
-- --- -t-

By this application~ CP National Corporation (applicant) . 
seeks to increase gas rates in 1ts South Tahoe·Divis1on·to produce 

~" 
additional annual gross revenues of $584,200 for an average increase 

of 10.7 percent over the revenues prodUced by the authorized rate 
levels now in effect~ based on 1979 operations. In addition, app,li- '. 
cant seeks to establish separate rates for test year 1980. which 
would be applicable until revised by a new show1ng of revenues, , 
expenses, and rate base that would be applicable beyond· that time. 

Public hearing was held before Administrative Law Judge ," 
Gillanders in South Lake Tahoe on November 28,. 1978-, and,,·,the7~mat.eer was 
submitted upon receipt of late-filed exhibit~ on February J.5., 1979. 

Copies of the application had been served and notice of hearing bacl: 

been published and posted in accordance' with this Commission's Rules 
of Practice and Procedure. . 

Oral testimony,' on . behalf of applicant was presented by' a: . ' . 

rate engineer. The Commission s.taff presentation was made by' an . 
. . ~ . 
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A.57822 NB 

". e%lgineer. A representative of the ~th.'Iahoe Public'Ut1tityDis­
trict ·testified regarc11ng cost of natural gas versus fUel.oil. 
General Information 

• 

• 

Applicant is a corpora.tion. duly organued and existing. 

under the laws of the State of California. It owns and operates 
public utility electric, gas, water, and telephone systems in 
California; electric, gas, and ~elephone systems in Oregon; electric', 
gas water ~ and telephone systems in Nevada; and electric systems. in 

Utah and Arizona. 
Its principal place of business is located in San Francisco;, 

California. 
Sotrth Tahoe Gas Department' 

Organization. !he South Tahoe Division is under the super­
vision of a division manager who has under his employ 23 people, 21 
of whom are employed permanently • 

The business office of the South Tahoe Division is located 

at South lake Tahoe, California • 
Territory Served. 'Ihe South Tahoe Division provides gas. 

service in South I..a.ke Tahoe and adjacent territory in El Dorado County. 
'!be population of South Lake Tahoe is estimated to' be 21,000. 

Source of Gas. Applicant purchases its gas requirements 
for the South Tahoe Division£rom Southwest Gas Corporation on Rate 
ScheQ\11e PGA.-l. The gas purc:based from Southwest Gas' Corporation 

is received at South I.a.ke Tahoe, California,. where it enters' appli­
c:an.t's distribution system. 
Results of Operation 

During the course of hearings in this proc~ed1ng, the d1s~ 

puted issues. between applicant and the staff were narrOwed to (l) rate 
of return; (2) appropriate· allowance for the .cost of' Stanford·' Research 
Institute's (SRI) management. audit;.. and (3) appropriate allowan~~ £or - ~ '. 

the capitalized cost o£app11eant ' s customer information services, sys- ' . ,... '. ' . . 

tem.. Applicant's witnesses and witnesses' for;·the' ,Commission" staff . " 

analyzed and estimated applicant's" operating" results ,. for test year 
H~ " . 

-2-

" 
,'I, 

....... 



A.57822 NB 

• At the conclusion of the hearing, applicant stated that, 
after a review of the staffshow1ng which was based on later data, it 
was prepared to agree with the staffrs estimate, except for rate of 
return and 1D8llagement audit, in order to expedite dec,ision. To this 
end, a late-filed exhibit, jointly sponsored by· applic:antand the­
Commission staff, was filed showing an agreed summary of earn1ngs at 

present rates. This exhibit alao reflects reduced ad valorem prop­
erty taxes due to the passage of Proposition 13:, the new federal 
income tax rate of 46 percent, and a reduction in the worldng-cash 
allowance. 

Applicant hired SRI to conduct a management audit of ita gen­
eral office and top level management. SRI conducted its audit at' a ' 
coat of $110,000 and submitted a report which covered applicant's 
strengths and weaknesses ana proposed solutions to· problems' and~ changes 
in organization and business. The report also focused on problems with 
data systems, management practices and training, the need for develop-

• 
ment of a public relations' program, and the role of the Board' of Direc­
tors. Applicant considers the cost of the SRI study to be a proper 
charge to its ratepayers. 'rhus, it allocates the cost among, its oper-
ating divisions. The staff recommends that the entire cost of the 
study be charged to the stoekho,lders because the ratepayers have already 
paid for competent management in the rates' charged and should not, bave 
to pay for correcting deficiencies, corporate acquisitions' and divest­
ments and profitability improvement which, according t·o- the staff, are 
clearly for the benefit of the stockholders. We agree with the staff 
and will a<!opt the staff' adiaallowance" ()£ the cost of the SRI study .. 
_', ...... _ ... " .. ~ .. -''f''- ... ~._ ....... ,;",_,._......; ... .,:..:..;.;'_ .• ' . ...... . ,H_" .• ,- •.•• ,-,.". ~'" • 
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In. Decision No. 90597, issued in OIl No. 14;. we, found 

the expense for the management audit conducted for C? National by 

the Institute of MarLagement Research should be disallowed wheu 

setting rates for CP National' $. district.. However, we- directed 
CPNatioaal to develop an ~proved training program for its 
customer relations personnel and to provide better supervision 
over such personnel., We recognized the net revenue requixement 
for this undertald.ng to be $38:,000 annually for, CP National's­
total California operations. ,Accordingly, we will include $8-,100 
expense in the adopted test year to fund this activity' (allocated 

to this CP National district by the four-factormethodo,logy) • . 
The following table ,sets forth the jointly' sponsored 

s"mmary of earnings at rates in effect on January 1, 1973 for 

test year 1979, the amount of additional revenue required, to 
raise applicant's rate of return to' that recommended bytbe 
Commission staff and the additional revenue required to raise 
applicant's rate of return to that recommended by applicant. 
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• SOUT .. TAUOl GAS DISTRICT 
(!~tfG.~ed Year 1919) 

Based Qn Pccember 31, 1911 Purchased Oas Cost 
. UTILITY 

• 
---- . STA" . Rate of R.turn It 11,03\ 
At Puunt' .,.aU of Return at 9.50\ , And SRI Ad'ultlllcnt pf $1.194 

btu . Adlusts'tnt Ruults Adlu,trunf, .'Iulu ' 
0eer.tlns Revenue 

8a.l~ Rlt .. 
fnar,)' lat .. 
HI sCallaneou. 

Tot.l Oper,levlnv!. 

Operat'na tween.,. 
PrqdyctlQQ 
Ohtr'~utlon 
CUH~er -$uVtce 

6 Inf'qrNtion 
Sale, 

(D91 ht. In Tho ... unch) . 
----: .. -.-

$).111.4 $44).2 $lt')~'~ $141.0 
4,319.0 • 4,)19.0 • 
,11.6 • 11.6 • 
~t444.0 44).2 ~,~~7.2 141,Q 

".256.$ 
180.2 .. 4.2)~.' 

100,2 

2.9 

.. .. 
.. 2.9 

).$ 
CUtto-ar ~.,Vlth or 
Vl~hQut Vncoll.~. 204.0 

~, ~ 

204.0 

• 

-' Uncollectible. 21.~ 
AdmlnfttUtlv. 

and GeQ4nl 
CIS ~r~t~.llon 

$ub~oUl 

Jqok Oepr~CI'tlon 
Ta~~. other th.n 

IncQ.. ' 
$~.t. Corpqr.tlQn 

390.8 
29.9 

~.091.6 

179.2 

~Q.~ 

1.$ 

4.~ 

~.4 

23.6 0.6 

39S,4 2,1 _0 

29.9 .. 
',Q98.0 . ).) 

179,2 .. 
80.~ .. 

$I,697.~ 
',)19.0 

11.6 
6,028.2 

4.2$4.' 
1$()~2 

2.9 ,.., 
204.0 
, 24.~ 

)98.1 
29.9 

S.IOI,) 

179,2 

$Q.6 
rrari~hlt. T •• ' (13.2) 39,.3 . 2~.1 >. J2.4 )0,) 

~.d'fel tn~oa. T·Jf(99.8) lai,s a3.0 57,6, J40~6 
Tot.1 Qper. Expen •• ).}~~.4-, • 2~~".,.~.4~~.9' :13')~.~4Q,' 

~ . - - --.: - -:.. . -

M.~ Op,r, aevenuts 

~H'h .. 

~a~. of It.~urn 

~(',6 

4,42).9 

'H~~~ , 

214,7 

. 
420,) 

4,423.9 

, 9. SO\ 

~Ite'" _"g1,Jre) 
-' 

61.7' 

• 

-. 

~8.0 

..42).9 

It,Ql't 

. . 

-. 
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!he staff· s original analysl'iB- of, the results of operation 

showed rates of retarn as follows: 
RATE OF RETURN 

.. :~t1matec ~ear !~'S: Test Year !§,§ .. .. .. .. : Present .. l'roposea: Present :l?roposed .. .. . .. .. 'Item .. Rates • F.ates • Rates : Rates .. . . .. . .. 

Staff 3.711. 11.97 3.751- ]3.44 
Util.ity (0.06) 10.72 (2 .. 03) 11.0~ 

(!ed Figure) 

To estimate 'attrition tbe staff adjusted the est:!:mated 1973 
ad valorem. tax as if the .1arvis-Gaml initiative was in effect for the 
:full calendar year. then calculated rate, of return for, the years 1973 
and 1979 on the assumption tbat (l) 1978 proposed rates were in 
effect for both 197& and 1979 and (2) 1979 proposed rates were 'in 

effect for both 1973 and 1919. The results are as follows: 

1:.::.: 

RATE OF RETURN 

'Estimated 
Year 1978 

At 1978 proposed rates: 12.121-
"~~,1979~"p:oposed- rates", 13.33: 

Test 
Year 1979 

12.251. 
13.44 

As the ab<ne returns' indicated that there is no attrition 

in rate of return and that incr~d revenues for 1979 would be suf­
f!cie.nt to- offset estimated increase in expenses and rate: base.,without 
causing redw:tion in rate of retarn, the staff recommended that no~ 

allowance for attrition be· made in rate of return allowed. 

Rate of Ret1Jrn 
k:J.y rate of return determination neceasarUy requ!res the 

we1gb1ng of a number of economic intangibles which are difficult to 
measure by statistical comparisons. It, devolves upon the judgment 
of the Conmf 8sion., after we~gh:("g the evidence presented by, all' of 
the experts, to determine and set a fair and reasonable rate of ' ..... -::,:;:­
ret::w:n.. "'(pac. Tel. «Tel. Co. (1963) 69 CPUC 53.) It was' the test i­
mD'Ily of applicant's rate of return witness that an, 11.03', percent :rate 
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of return on rate base ar approximately 16 perce;~t rate of ret:u:rn 
on common stock equity is needed to enable applicant to sell its 
shares at a price which would not be punitively~:f!:[lutive~to.:.the' 

present st~olders and destructive to the market far applicant·' a 
ca:rmxm stock. 

~ , } .. ' 

The staff's f1nanc1al Witness recommended a rate of return ' 
of 9.50 percent on rate baSe, or appro:emate1y U.2l percent return 
011 ea:m:aon stock equi.ty. We have considered the: arguments ~dvanced 

by applicant and staff and adopt as. reasonable a rate of- return· of 
9.50 percent on rate base. Such a rate' of return will provide a 
retarn on equity of approximately 12.21, percent,;, an after-tax inter­
est coverage of 2.53 times, 'and a combined coverage of 2.00 times. 
Ibis return on capital is adequate to: attract capital at a reasonable 
cost and to- maintain the credit- of applicant. 
Rate Design ! 

Applicant and staff (with scm~ minor differences) have 
• proposed a new rate design. for resiaent1a.l gas- ~~tes wb:tch will aid 

in reducing the effects of declu,'ing sales on revenue, promote con-

... ___ ~~~~~~~, n<?~~~a.;t~gEl-t~_;,~;~.a~:r_s~._(~~_e_~p~~~_~~~~~!l ___ _ 
:L11ustrates the adopted sales quantities per class of customers.) 

- - ---'.~_ - - .. --- .--- .•...... - .-.• ---•. 'Y 0
----•• - .... -------.. --•• !~-.- .. -.. -.------ -- -_._.- -'.-----.- .- - --.. -.- -- -' ~ply stated, applicant s revenue requuement if divided-, 

• 

into two components are: One, the energy rate reyenue consisting of 
the cost of purchased energy and related Ut\collec.ti~les and franchise 
fees; the other, the basic rate revenue consisting of revenue required' 
for a return on rate base and all other expens.es.' For applicant,· 
which purchases its total energy requirement, the' former component 
generally represents two-thirds of the total revenue requirement. 
Both applicant and the staff recommend that this component be co,l-' __ 
lected subject to adjustment through a balancing account., 

Applicant and staff differ slightly with' respect to·, the 
collection of basic rate revenue;. First ,'applicant' proposes higher 
monthly service charges than the staff. It is apparent that even the 

, I 

higher proposed charge does not cover the f:t.~ed- costs of serv:Lce-, and~ 

-7- }, 
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in any ,event, the amount adopted will be reflected:.:tn· an adjus,tment 
to the commodity rate in order to, produce the' needed revenue, require­
ment. 

For residential sales, applicant proposed that the commodity 
charge portion of the basic revenue be collected by a uniform price, 
through the lifeline usage. The staff recommended that the commodi.ty, 
charge portion of the basi.c rate be spread on an inverted basis over 
tbree blocks. For nonresidential sales, the basic rate is spread, 
uniformly over all sales. We will adopt .the staff's basic rate 
design for residential and coxmnercial sales. 

For the energy rate, portion o~ the commodity rate, the 
applicant recommended a lifeline rate and a nonlife line rate for res­
idential service and the staff recommended that energy ,costS' be spread 
on an inverted basis. We will adopt the applicant's, proposal and 
establish a lifeline energy rate and a uniform non1ifelfne rate for 
all other sales. The. energy rate revenue shown, on the adopted sales 
table consists of the adopted cost of gas at January 1, 1978. rates 
plus the difference between the current gas costs contained in Advice 
letter No. 132-G and authorized by Resolution No,. G-2269... This dif-

'. I I 

ference (purchased gas adjustment) amounts to.$.l,230, 100 base,d on the 
adopted test year; the resultant energy revenue, to be allOcated in 
rate design is $5,549,100. 

The staff's proposed, rate design provides rates designed" to 
encourage conservation by providing an economic incentive forc:us­
tomers to achieve conservation. 

According to· the witness for the South Tahoe Public Utility 
District, the district uses approximately 10 m:tllion,eubic feet of 
natural gas per month for the incineration of sludge, the recalciti'ng 
of lime which is used in the treatment process~for regeneration of 
ac~ivated carbon, and for steam production.. '!he witnesswa.s. concerned 
that if the price of natural gas increased above the cost of No. 2 
fuel oil, then the district would have to itxvestigate the poss,ible use 
of No.2 fuel oil in its incinerator. To, date the districtbasmade'no 
studies' of,:tbe cost of 'burning fuel 0:[1 nor~baS,:it made' studies regardfz:~.' -. -. -. ' . . 
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air pollution standards. '!he witness asked the Commission to consider " 

the fact that any increased costs of energy to the district are passed 

on to the district's customers. 
According to the staff7 the 'sewer district's usage 18.4 per~ 

cent of the totals and is the only industrial customer' on the system .. 
The staff bas. estimated an annual increase in applicant's total sales 

of 5 percent. If applicant lost the sewer district as a cus.tomer 7 it 

would represent less than one year's growth. 
We do not wish to disturb the air quality of' the Tahoe' Basin 

and will set the applicant's industrial rate no higher' than the cur­
rent equivalent cost per therm of No.:" 2. fuel oil in' South Tahoe)/ , 
Findings of Fact 

1. Applicant is in need of additional revenues, but the pro­
posed rates set forth in the application are excessive. 

2. Increased'gas rates for..-rea:Ldentia:I:,6Ustamers'; .wiU::.prOrl.de·' 
an.. economic" signal,~for"cust:omers to'.' achieve:·conservat1on. 

3. If the commodity cbargefor gas is priced higher for higher 
q-aant:Lties of··ttsage', customers' will have an incentive to·'reduce use to ' 

obtain a lower commodity rate .. 
4. Pricing gas for industrial use at $.0610 (the equivalent 

current price tor No .. 2 fuel oil) will provide industrial users 'with 

an economic signal of the true cost of energy and give incentive to­

review energy use requirements and possible conservation measures~,. ' 
S. !he estimates, previously discussed herein, of operating. 

expense and rate base for the test year 1979 reasonably- reflect the 
estimated results of applicant I s operations. for the future. 

6. A rate of return of 9.50 percent on the adopted~ rate base 
for the year 1979 will produce a return on common equity of approxi~ 

mately 12.21 percent.. Such rate of return requires. an increase :£.n, 
gross revenues of $443,200 which amoant is· reaaonab 1e. 

7. The apport:[omnent of the authorized revenue increase" to- the 

various customer groups as previously described :[s, reasonab,le .. 

17 TbOe adopted indiiStrial rate of $0.3610, per them. Is·' equivalent to 
- the current current price of No.2 fuel ~il in South Tahoe •. 

-9-· 
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8·. '!he increases in rates and charges authorized herein are 
justified; the rates and charges authorized herein are reasonable'; 
and the present rates and cbarges, insofar as they d:tffe~ from· those 
prescribed herein, are for the future unjust and unreasOnable. 

The Commission concludes- that the application should be 
granted to the extent set forth in the order which follows which 
should be effective the date of signature because there is. an imme.~ _ 
diate need for the rate increase authorized. 

ORDER 
~--~ .... 

IT IS ORDERED that after the effective date of this order, 
CP National Corporation is authorized to· file the revised rate 
schedule attached to this order as Appendix :8, and concurrently to 
withdraw and cancel its presently effective schedules. Such filing 

shall comply with General Order No. 96-A. '!he effective date of the 

revised schedule shall be five days after the date of filing.. '!he .. 
revised schedule shall apply only to service rendered on and after 
the effective date thereof. 

!be effective date of this order is the" date hereof;.; , . ~ 

Dated AUG 14 1979californl:a. 

,. 
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, Olassification (Schedule No.) 

, ':.~ 

ResidentIal (211 J223,224) 

Cust~mer Charge (1,0001 $) 

Tier I (Lifeline) 

Tier II 

Tier III 

,-.1 . .. _,. 

• Empl~yee Discount 

Total R~sidenti81 
Non-Residential' 
C~erci8i '(-221) 

CustQm~r Ch~rt;te (l,QQ() ' s) 
CQmmq41~yCharge 

In(,hv,>.t:rh1 (:2,.4) 

TQt~l ~les 

Sch~dv1e g23~ife1inQ 
. '. Discount·' ". 

" • i. • ~ 

Tot(ll VQ1\l1fic 

AP.XA 

CP NATIONAL 

South TahQc Division Gas Service 
Adopted Sf,\les 

(Estimated Year 1919) 
• :. I .' _ '. 

Based on April 1, 1919rurchas~d Gas OQst 

Volume 
(Mth) 

I , !l 
I sasic Revenue I Energy Revenue 

116.8 

7,7~8.9 

31040.0 
1,21~~7 

12,004.6 

_9.25 
5,871.9 

730,6 

').8,(>07,1 
67.0 

- 1l} ;67", ). 

,$!th H$ $/th i# . 

2.20 

.06118 

.07228 

.19323 

2,20 

,01228 

.04968 

257.0 
"74,1 
219~7 

125.5 
- - --"- - --

(0.8) 

1,075,5 

ro.4 
42,..4 . 

36.3 

1,556.6 

• 28Q22 
.31132 
.?1132 

-- . 

,31132 

.31132 

2,171 ,4 
946.4 

378.5 

(2.,5) 

3,493,8 

-
1,~28.Q 

227.5 

5,549.3 

• 

• 

), 
• VI 
..... J 

~ 
1} 

• Tote 1 Revenue· 
i!th M$ 

2,20 
.3414 
.3836_ 

.41455 

?2Q 

,3636 
.• 3QI0-

257,0 
2,645.5 
;1,,166.1 

5Qlj .0 

. .(3.-3) 

",569.3 

.20.4 

:2,272.5 
-2(i3.7 

7,10":;.9 

; 

y- ~~rgr r~venue l~QIUd~{l .J?~' . af\~r."8n9arl1i 1?7e (i~dpr~Qr tQApr~11_6, 19'j'cjba(!ed on 8dopt~d p~rChtlSe$i 
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APnNDDC B 

c;P National, South Tahoe DiVision -- Gas 

I.. Applicant I.S rates a.nd cbarges are cbaIlged tc the level or- extent set forth": 

CUstomer 'Charge (All schedules e~:ce:Pt or":244) 

Commodi tr Charge : .. 
Sehedule GT-211 and GST-223 (Residential):: 

Basic & 
Summer Winter 

.............. ' ....... 

First. 26 166 Therms, per ther.n •••••• 

Next. lOO 166 ' ft " f,. . ....... . 
Over l26 232 " f .. 

Schedule GMr-224 (Residential) 

:Bu1e & 
Summer Winter 

First 2l 105 Tb.erm.$, :per them .. ".' .... 
Next 81. 105- ft .. .. .. , .... , 
Over l02 210 If· :: It· ft .' .... '. 
Sehe4ule GT-221 (Commereial ~ 

All deliveries, :pertJ:ie:z::m, , ................ ~, ...................... '~.~.,.' 
-&hedule c;r-244 '(Industrial) 

"'All del1vmes;:per th"erm. . -.~ ......... - .. ----.' ......... ~ ........... .. 
Minimum' Charge:. $342 a.nnuauY' 

Per'Meter­
Per Month:, J 

$2.20: ' 

.34140 

.38360 . 

.41455· 

.34140 

.38360.: 

.. 4145~,' 

.3610 -.'" . ' , 

!I. _ Al'Plica.nt 9 .s taritt schedules are revised. to the extent that they sball' show 

the ent1re commodity rate in etfeet., The Purchased Gas Adjustment. Clause 

aeetion abau 'be revised to. renect thl~ energy: rates authorized a'C.d'C.ot~tbat 
. " " 

they are included in the authorized commodity rates above .. ' 
... 

" , 

.... .. 

, '. ", 
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