
• 

• 

HE 

Decision No. _9_0_6_51_ AUG 14 1979 

BEFORE TEE PU:BLIC UTILI'J:IES. COMMISSION OF THE S'l:A.XE OF CALIFORNIA., 

In the Matter of the Application of ) 
CP NATIONAl. CORPORA:rION, a Califor­
nia. corporation, for authority to 
increase its rates for gas service 
in its Needles Dfstrict. 

Application No., 51953 
(Filed March, 30 9 1978,; 

amended: October 10" 1978) 

Orrick, Herrington., Rowley & Sutcliffe, by 
Robert J. Gloistein, Attorney at I.aw.,for 
applicant. 

Sara S. M~rs , Attorney at I.aw'., and Bertram 
Patric~ P.E., for the Commission staff. 

o P'I N ION --- ...... ---
By this- application, cp' National Corporation (applicant). , 

reqaests authority to establish rates for its Needles District Gas 
Department which were designed to increase annual revenue by $79,,700: 
or 17.1 percent over the revenues produced by the authorized rate 
levels nOW' in effect based on test year '1979' operations.' Inadd!tion, 
applicant seeks to establish separate rates for test, year 1980 which 
would be applicable until revised by a new showiD& of revenues, expen­

ses, and rate base tbat would be applicable beyond that time, 
Public hearlng was held before Administrative Law Judge 

Gillaneers in Needles, December U, 1978:, and the matter was submitted 
upon receipt of late-filed exhi~its on Februazy J.5., 1979. Copies of 
the application were served, and notice of hearing was publ:tshedand 
posted in ~ccordance with this Commission's Rules of·, Practice and, " 
Procedure. 

Oral testi:DoD.y 011 behalf of applicant was presented by' one 
witness. '!be Commission staff presentat1on'was made by' an', engineer. 
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General Information 
Applicant is a corporation duly organized, and ex1st1ilg, under 

the laws of the State of Call£ornia~ It owns. and operates publicutil­
ity electric, gas, water, and telephone systems. in c&lifornia.;elec-

~ . ~. '....,.. 

tric, gas, and telephone systems in Oregon; electr:tc, gas, water,. and 
telephone systems in Nevada; and electric systems'in Utah and; Arizona. 
Its, principal place of bus:[ness is'located in San Francisco', Cal:Lfornia. 

Needles District Gas nepaL tment 

Organization. For operating: purposes the territory served: 
is called the Needles District (District) which makes up- a large por­
tion of the Colorado River Division. The District is under the 
supervision of a District Manager who :tS also- the Divis1on~ger. 
'!be District includes the Electric Depa.'tt:ment, Gas Department" < and 

'telephone Department. 'the Colorado D1v1sion Manager, Office, ~ger, 
and clerks perform duties in the Electric and Gas Departments" as well 
as in the 'telephone Department. 'Ibe lnain business office,of, the 
Colorado River Division is located at Needles,C&l1fornia. A business' 
office is also maintained in Searchlight, Nevada, and,,' an agent is 

stationed in Searchl.ight. 
Territory Served'. The Needles, Gas Department" provides gas 

service 1n Needles and adjacent territory in San Bernardino, County. The 
population of Needles is estimated to be 4,000 .. 

Source of Gas. API>l1c:ant purchases its. gas requirements for 
tbe District from Pacific Gas and, Electr:tc Company (PG&E) on Rate 
Scbednle G-62, Resale Natural Gas. Service. .• The gas. purchased, from- PG&E 

is received at the California. border near Topock, Arizona, where it 
enters applicant r 8 distribution system. The d1s.tributioa. aystem con­
sists of approx1mately 45 miles of dutribud-on mains and;: 11nes~ 
Results of Operatioa 

During the course of hearings in this proceeding, the dis';' 
puted issues between applicant and tbestaff were narrc:,wed to. (1) rate 
of return; (2) appropriate allowance for the cost of Stanfor~Research 
Institute's (SRI) management audit;, and (3) approprlateallowance for' 
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the capitalized cost of applicant's customer iDformaticm services. 
system. Applicant's witnesses and witnesses for the Commissiou' staff 
analyzed and eStimated applicant' B operating. results for test year 1979. 

At the conclusion of the bearing, applicant stated that, after 
a review of the staff showing which was _based on later data, it was 
prepared to agree with the staff's estimate, except for rate of. return 
and management audit, in order to expedite' a decision •. To·th:ts, end·a 
late-filed exhibit, jointly sponsored by applicant and the Commission 
staff, was filed' showing an agreed summary of earnings at present rates. 
This exhibit also reflects reduced ad valorem' property taxes due to the 

passage of Proposition 13, the new federal income tax rate of '46, 

percent, and a reduction in tbe worldng-cash -allowance. ~ effect of· 
the late-filed exh:Lbit was to reduce appl1cant's· rate increase request 
from $79,700 to. $30,60t>. 

Applicant hired SRI to, condact a: management audit of its, 
general office and top level management. SRI c01ldacted its:aud1t at a 
cost of $110,000 and submitted a report which covered' appHeant's 
strengths and weaknesses and proposed solutions to problems andcbanges 
in organization and business. l'he report also; focused: OIl problems. with· 
data systems, management practices and training, the lleed: for develop­
ment of a public relations program, and the' role of the Board of, 
Directors. Applicant considers the cost of the SRI study to. be a 
proper charge to. its rat~payers.· Thus,. it .allocates the cost among 
its operating divisions. The staff recommends that the entire cost 
of the study be charged to the stockholders because the ratepayers 
have already paid for competent management in the rates charged and 
should not have to. pay for correcting deficiencies" corporate' acqui­
sitiODS: and divestments, and profitability improvement which, according 
to the staff, :are clearly for the benefit of· the stockholders.· We 
agree with the staff and will adopt the staff's disallowance" of the 

cost of the ~ ~~dy. 
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In Decision No. 90597 ~ issued in, 011 No,. '14, we 
found the expense for the management awiit conducted, for , 
CPNational by the Institute of ,Management Research should be 
disallowed when setting rate~ for CPNational's districts. 
However ~ we directed CP' National to develop- an improved traini:O.g 
program for'its customer relations-personnel and to- provide better 
supervision',over such personnel. We recognized the expense reC};;i:d,red 
for this undertaking to- be $33,000 annually for CP National' s-::total 
California operations" Accordingly, we will include $4,,076 expense 
in the adopted test year to fund this activity (allocated ta.,this 
CP National district by the four:-factor methodology) .. 

The following table sets forth tbe jointly sponsored, 
summary of earnings at rates in effect on June 19:, 1975: for test 

year 1979, tbe amount of additional revenue required' to, raise 
applicant's rate of return totbat recommended by the Commission 
staff and the additional revenue required to' raise applicaut' s: rate 

of return to that recommended by applicant. 

e " 

j 
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OperatiniaRevenues 
BaSic tes 
Energy Rates 
M1scellaneoas 

Total Opera.ting Revenues 

NEEDLES GAS DISTRICT 
(Test Year 1979) 

$279.0 
182.3. 

0,3-
461.6 

'. > I 

Applicant 

-24.6 

$309.,6-
182.3:' 
O.~ , 

492.2' 

Ooerating Expenses 
PrOdUction 178.1 178·,1 - 178~1' 
Storage . 0.1 0,1, -o:~l' 
Distribution 42,2 42',2' - 42,2 , 
Customer Serv.& In£or.nation 2.0 2.0: Z.O. ' 
Sales 0.4 0.4 0.4 
Cust..Acs.W/O Uncollect. 25.2 25.2. 25-.2-
Uncollect1bles 0.9' 0,.9" 0.1 1.0': 
Administrative & General 67.0 0.1 67.1 0.6· 67.7 
CIS Amortization 3",4 - l.4· - ' 3:.4 , 

Subtotal "'311f"l9~.:..j3r---"'or-.,"'1--""'31"';9~.""4---.-7"",-~jI'l'l'2~o,~.1 

Book Deprec1aticm. 
Taxes Other Ihan: Income 
State Corp'.Franchise tax 
Federal Income '!ax 

Total' Operating Expenses 

Net Operating Reve:a.ues 

Rate :Base' 

Rate of Return 

34.5 
27.4 
3.8 
7,0 

392.0· 
69.6, 

763.3: 

9.121. 

O,S 
2.5 
3.1 
2.9 
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34.5, 
27.4 
4.3 
9.5-

395,1' 
72.5 

. 763.3: 

9'.501. 

-2.2 
10,.0;' 
12.9 
11.7 

,34.$ , 
27.4 
6.$, 

19.> ' 
408·.0: ' 

84.2 

763~3,'" 
" 

U~'03'; 

' .. 
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Rate of Return 
Arty rate of ret:a%'n dete:mination Decesaarily requires the . 

we:1gbing of a number of. economic . intangibles which are difficult. to' 

measure by statistical comparisons. It devolves upon the judgment 
of the Coimrr ssion after ve:lgb1ng the evidence' presented,. by all of the 
experts. to determine and set a fair and reasonable rate of return. 
(pac. Tele, & Tel, Co, (1968) 69 CPO'C 53,.) It was the test:1:moc.y of 
applicant's rate of return witness that an 11.03 percent rate of 
return 011 rate base or approximately 1& percent rate of retur.a. on com-· 
mono stock equity is needed to enable applicant to- sell its sbares at. 
a price which would not be punitively dilutive to the present stock­
holders and destructive to· the market for applicant's common. stock. 

the staff's orig:fnal analysis of the results of operation 
sbcws estimated rate of return as follows: 

Staff 
Utility 

.:' . ESTIMATED RATE OF RETURN 

Estimated Year 1973 
Preseut &oposed 
Rates Rates 

Test Yea:!:' 1979 
Presen'C ' .. Proposea 
Rates . ,. 'Rates 

7.431. 10.651. 8.81~ U.341-
6.42 10.71 5.21 11.05, 

'the staff's finaucial witness recommended ',,,. rate of return 
of 9.50 perce:a.t01l rate base. or approximately 12~21: percent return 
on common stock equity. We have cousidered the argaments advanced' by 
a:ppl:!.cant and ataff and adopt as reasonable a rate of return of '9.50. 
percent on rate base. Such rate of return will provide a return· 011' 

equity of approx:lmately 12.21 percent, an' after-tax interest coverage 
of 2.53 thaea, and a combined ccve:age of 2 .. 00 times. Th1a retuxn on 
capita1 is reasonable and adequate to- attract cap1ta~ at a reasonable' 
cost and to maintain the credit of applicant. 
Rate Design 

Applicant and the staff (with some 1Dinor ~ferences) have 
proposed a new rate c!es1gc1 for residential gas rates :wh:£chwill aid 
in reducing the effects of declining sales on reven,Q8. promote con­
servation, and not· disadvantage applicant's ratepayers. 
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Simply stated~ applicant's reve:au.e rec;:a!re:ment.:Is diviCled . 
into two components: one, tbe energy rate revenue· consisting. of the 

coat of purchased ~ergy and related uncollectiblea and franchise 
fees; the other, basic rate revenue consisting of revenue' required' 
far a reta:rn on rate base and all other expenses. For applicant, 
which purchases its total energy requirement, the former .compoueut . 
generally represents two-thirda of the total' revenue requ!rement. 

, . 

Both applicant and tbe staff recCClDend that this component be' col­
lected subject to, adjuatment through~he ECAC' balancing account. 

Applicant and the staff c11ffer sl1ghtlywith reapecttc> the 
collection of basic rate revenue. Firs,t, applicant proposes higher 
monthly service charges than the staff. It is apparent that even the 
h1gber c:harge does not cover the f:1xed costs of service, and,. in. any . 
event, the amoant'chosen will be reflected :In an adjustment to- the 
cozmnodity charge portion of the basic rate. 

For res~dential sales, applicant proposes tbat the commodity 
<:barge portion of the basic. revexme be collected by a tmiform price 
per tbe7=m through"· the lifeline usage block. Beeause of the effect~ of 

',. 

the gas supply adjustment mechanism, the staff suggested that the cOm-
modity <:barge portion of the, basic rate be spread unifomly over· all 
sales. For nonresidential sales, the basic rate is spread uniformly 
over all sales. Tbe staff also recommended " ••• the utility should be 

consistent in its applicatiou of this concept throughout its Cal!fornia 
Divisions ... ]/ We agree and rill a;doptthe' basic rate' and energy rate. ., 
format authorizecl fot: tha Sou'Ch Tahoe Division. nus will moc1!fYthe 
staffts energy rate proJ>O.s&l by establ1shirl.g tw? enersY._:~!lt_e_~,_,~~ ___ , .. 

for lifeline sales and one for all other sales., 'Xh:ts also:. is ' 
cousistent witb. the energy rates by wb.1eh' the ut,ilitY pUrcbases.its 

gas UDder PC&E Schedule' G;" 62 :--

J:/ Exhibit 13. page' 7, paragraph 22A. 
-7-
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Even with an upward trend in rate of return of,the 
magnitude shown above,. the staff r s position was that "No, 
allowance is recommended for attrition in rate of :return." 
Normally,. we would conside:r such upward t:rencl in O\1X' authorized 
rates. However, as we have only one agreed-upon test year,. at 
the staff's recommended rate of return, which requires mlJ.ya 

$6,,000 gross revenue increase, we'w1l1 not attempt to,adj,ust 
rates for such an insignificant sum~ We will, spread it in 
accordance 'with our adopted'· rate design as. 'showa.1n tabie ·1 .. 
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TABLE 1 

CF Nat.ional 
Needlee Dist.~ict - Co.: Department 

Ad.opted Sales, 
Es~imat.ed. Year 1979 

. 1/ 2,' ' 

Classi~iention (Sch.NO.). 

Volume :Basic: EnerW': CommOdity,: Sales!:!' . 
(Therms).. Rate • Rate. .Rate' _ Revenue 
__ ; (t/th.l; ($/th);. ($!th) ; ,'$ " , 

ReSi<1~ia1 (210:0 221,224 ) 
CU:st. Ch.vge 

Tier I 
J:':,er II 
Tier III 

Total Residential 
Non-r~sid~ntial (220) 
Cus't.. Charge 
Commodity Charge 
To~al Non-residential 
'roto1 Sales 
Seh.221 ~te1ine Discount 
Sen .. 270 D1::coun to 
=ot&l Volume 

y 
.19.510 
.. 22953 
.31711 

0' 
.1431& ' 
.198S7 
.19887 

2'.00 : 0 
.31711 .19$87 

2.00 
.51598 

2,664 
206.3~; 
208,9 
467,304 

-y Energy rates 'based. on PC&E Schedule C-62," etfeetive; July 12, 1977 : 

y , , I 

Revenue at basic rates is $285,000, and. at energy rat~s is $182,302' . 

~ Sch~ule 210: $1.50/MO. 
SChed,ules 2lJ. ,224: $2'.OO!Mo~ 

Sales 
Co.. Use 

Sut.tot4l. • 
Loct &Unac:e. 
For 41 .2.35~· 

l'urebAses 
CO£t· o1"C&s: 

F1r~t 38.8~ 
Pr1c~ 

1,045,,3-"l'9th 
9>200 

1,054,579 

24l>783" 
1 ,079,,362th 

Co~t _~/ 
l'rAn. Fee &. Uneo1. ~ 2.3~ 
Co:t' 01" Ca.4 
Sales 
.Ene rgy , Ra. 'toe 

1 
Y 1 - 0.0233 • 1.0239 

~ 
('theZ'lD$) 
($/thcrm~ 

(;) 
($) 
($) 

(tberms) 
($!tbcrm) 

'-9-

",l.."a..rJ" 1,. I_ • I 

Lifeline 

418,,792' Exec$:!: 
O.l548 
64,829: " 

~~~ 
440,069 
0.15084 
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Findings of Fa.ct 
: '. 1. Applicant is in need of a.dditional revenues ,.but: the' 

. proposed' ~ates set forth in the applics.tiouare excessive,'. 

'I • 2~ The staff' s estima..te~ of operating, expense and'rate 

base fo:r the test year 1979' reaso1l8.bly indicate the results of 
applicant's operations for the future and are adopted. ' . , 

3.. A rate of return of 9' .. 50 percent on the adopted rate 
, base for the, year 1979 willproduc:e a return, 'ou:eommon~quity of, 
approximately 12.21 percent. Such rate of returnrequ1resan 

i:lC::ease in gross revenues of $6.,.000 which amount1s ,reasonable .. 
4. 'rhe basic and energy'rate formats should be consistent 

" ,:" , 

(I," 

'" 

for th.e' utility's California operations. and it is, reAsonable to i,.' 

adopt the South Tahoe Division format for the, Need:les District. 
5. The increases in r.ntes and charges authorized here·in are 

justified; the rates and charges -El'uehorized hereinarereasonab,le; 
and the prese:l.e rates and charges., insofar as they differ from 
those p:escribed herein, are for the future unjust and- unreasonable • 

6.. The rate increase authorized herein :(s consi.stent /' 
with the President's Wage and Price Guidel,ines. 
Conclusion of Law 

The applic:ltion should be granted to the extent ,set forth 
in the order which follows, which should be effec:tivethe",'da'te of 
signature because there is an immediate need i.)r the rate increase' 
authorized .. 

IT IS ORDERED that after the effective <hee of this order ~ 

CP National Corporation is authorized to file the revised rate· 
schedule attached to this order .as Appendix A" a.nd concurrently "to, 

Withdraw and cancel i:es presently e£fectivesch~dul~s. Such filing, 
shall comply with General Order No. 96-A. The effective date ,0£", 

the revised schedule shall be five days after the, date of filing: .. 
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'I'he revised schedule sball apply only to' service ,renderecl on and' 
after the effective date thereof. 

, .... ~< 

'the effective date of this order is the date hereof. 
Dated AUG 14 1979 , at San Francisco" California., 

V/ ' 
tt~'A_~' 

, ".,.~ .. , 

".e_,.>" I 

oners::, 

:C0mm1S31ono:r R1.~harcf D·.. Gravelle,. ·J:loing,' 
neeos=arUy a.bsent,. d.1cf, not :.Pal-t.1c1pato. 
ill,' 'the e.13POO!tioX). ,ot,tb1s';,procood.i~~ .. ,' .'. 

, , -.,' ··'r '"., .. \ 

" .. 
·1 ,. 
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APPENDIX A .' 
CP National> Needles District ~- cas 

1. AP,i>l1c:ant'$ rates and. charges are eha.:lged to, the level Or extent' set !orth 
in thisappend1xoo " , 

CUstomer Charp;e 
SChedule GN .. 210 
All other scheaules 

Commodity Charge 
Sc:hed.u~es .GN-2l0 z CSN-221 (ResidentiAl) 

, BaS:l.¢ .& 

First. 
xext 
Ove':: 

Summer 
26 
30 
56 

Winter 
8l 
39 

120 

therms per ,therm .. 
therms ~~r therm 
therms per therm • . . . 

Per,Met.er~ 
Per/Month 

" $1.50; 
2'.00,' . 

y 10% diS~~unt _ tor 1i~eline on Sche~ul! GSN-22l 
--....... ---.. ......... : ... -:~ .. =,...... . .,.\ .. ., .... " .. : ~', 

• Sehedule GMN-224 (Residential) 
13Mie& 

First 
~ext 
Over 

Schedule GN-220 (Commercial) 
All aeliveries) :per tb.erm 

therms per therm • 
thermsper therm 
therms per therm • 

'"' - . • $0 .. 34.$94 
• .. • (),;.4,5016. . . .. ",".' 0;S3-774,:, 

........ .. • .. .. .. .. .. • ",", $0.5377.4' 
'., . 

" , 

I"~ 

,I·· 

II .. 

,j 
I'·. ~ , 

, ' 

2. Applicant's tariff schedules are revised to the extent. t.Mt: tb.ey'sball < show 
the entire commodity rate in eft'eet. The Purchased Cas Adjustment Clause ' 
$ect.1on shAll ~ revised 'to retlect the energy ra.tes au.thorized, and' note, .' 
t~t they are included in the authorized commodity rates above. 

3. 'lhe above cO::1l!1od1ty rates includ.e energy rates cr'~ i5:~0s4¢/therm tor11:f'e11ne 
sales and :22:063¢/therm for non-11!'e11ne sales baSed. on PC&E:' Schedule G-62'.'" 
et'!'e~iveSept'~'·ll,. 1978. 

'\ 

,.,. , ',' 

' ... 

.' 


