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COMPLAINT 1

COMPLAINT OF CITY OF CLEVELAND AGAINST HOPE NATURAL
GAS COMPANY

Filed July 6, 1988—F. P. C. Docket No. G-100

1 The City of Cleveland brings this its complaint against
Hope Natural Gas Company and for its cause of action
avers:

First: Complainant, the City of Cleveland (hereinafter for
convenience termed “Cleveland”), is a municipal corporation duly
organized and existing under the laws and Constitution of the
State of Ohio, and is a municipality within the meaning of the
Natural Gas Act.

Second : Defendant, Hope Natural Gas Company (hereinafter
for convenience designated as “Hope”), is a corporation duly
organized and existing under the laws of the State of West Vir-
ginia, has its principal place of business in the City of Pitts-
burgh in the State of Pennsylvania, and is a natural gas company
engaged in the transportation of natural gas in interstate com-
merce and the sale in interstate commerce of such gas for resale
and is a public utility within the meaning of the Natural Gas

Act.
2 Third: The only company distributing natural gas in

Cleveland is The East Ohio Gas Company (hereinafter for
convenience termed “East Ohio”), a wholly owned subsidiary of
the Standard Oil Company (New Jersey), which purchases ap-
proximately 70 percent of the gas which it merchandises in Ohio
from the defendant Hope, likewise a wholly owned subsidiary
of the Standard Oil Company (New Jersey), said gas being pro-
duced in the State of West Virginia and delivered to East Ohio
at the Ohio River.

Fourth: The price charged by defendant Hope to East Ohio
for resale to consumers in Cleveland and elsewhere for all gas
including domestic, commercial and regular industrial gas, and
except only certain gas sold for resale to large industrial con-
sumers under special contract, is 3814 cents per M. c. f. A copy
of the Hope-East Ohio contract is filed herewith and made a part
hereof as fully as though physically incorporated herein. Under
said Hope-East Ohio contract, East Ohio pays to Hope annually
a total of approx1mately $13, 000 000.

Fifth: The price charged by defendant Hope to East Oth for
natural gas for resale to domestic, commercial and small indus-
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trial consumers in Cleveland and elsewhere is excessive, unjust,
unreasonable, greatly in excess of the price charged by Hope
to nonaffiliated companies at wholesale for resale to domestic, com-
mercial, and small industrial consumers, and greatly in excess
of the price charged by Hope to East Ohio for resale to certain
favored industrial consumers in Ohio, and therefore is further
unduly discriminatory between customers and between classes
of service.

Sixth: On May 20, 1937, the City of Cleveland passed a rate
ordinance No. 106556, regulating and fixing the prices and terms
upon which East Ohio shall furnish natural gas for and during
the period from June 30, 1937 until July 1, 1939. East Ohio has
appealed from said ordinance to The Public Utilities Commis-
sion of Ohio, and has suspended the ordinance rates by the fil-
‘ ing of a bond to refund to its customers in Cleveland the
3 excess collected in the interim over and above the ordinance

rate or any other rate found to be fair by The Public Util-
ities Commission of Ohio. In this proceeding, now pending be-
fore The Public Utilities Commission of Ohio and known as Case
No. 10202 on its docket, East Ohio seeks to include in operating
expenses said price of 3814 cents per M. c. f. paid by it to its
affiliate, the defendant Hope, at the rate fixed in said intercor-
porate contract between Hope and East Ohio for natural gas
delivered at the Ohio River for transportation to and resale in
Cleveland and elsewhere, commonly known as the River Rate.

A determination by this Honorable Commission of the fair,
just, and reasonable rate for gas sold by Hope to East Ohio at
the Ohio River should be of assistance in the cases of Cleveland
and other Ohio municipalities now pending before The Public
Utilities Commission of Ohio and is essential to the determination
of a fair, just, and reasonable rate for natural gas in Cleveland
after the expiration of the present ordinance approximately one
year hence.

Seventh: The filing of this petition has been authorized and
directed by resolution of the Council of the City of Cleveland
adopted July 1, 1938.

Wherefore, Complainant prays for an investigation by the Fed-
eral Power Commission, a finding that said River Rate is exces-
sive, unreasonable, and unjustly discriminatory, and for the fix-
ing of a just, fair and reasonable rate.
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ANSWER OF HOPE NATURAL GAS COMPANY TO COMPLAINT
OF THE CITY OF CLEVELAND

Filed August 18, 1938—F. P. C. Docket No. G~100

1 Hope Natural Gas Company, hereinafter called “Hope,”
for its answer to the petition herein filed—

1. Admits the allegations contained in paragraph First of the
petition.

2. Admits the allegations contained in paragraph Second of the
petition.

3. Admits the allegations contained in paragraph Third of the
petition.

4. Admits that the copies of its contracts with The East Ohio
Gas Company, hereinafter called “East Ohio,” filed with the peti-
tion, are true copies and begs leave to refer thereto for an esact
statement of the price and the other terms and conditions of these
contracts. Admits that under said contracts East Ohio paid to
Hope for natural gas delivered thereunder during the year 1937
the sum of $12,757,670 for 85,074,416 M. c. f. of natural gas or an
average price of 36.37¢ per M. c. f.

5. (a) Denies the allegations of paragraph Fifth of the peti-
tion in their entirety.

(b) As to the charge that the contract price between Hope and
East Ohio for natural gas for resale to domestic, commercial and
small industrial consumers is excessive and unreasonable, Hope

avers that said price does and not has not in any recent
2 years been sufficient to yield more than a fair return on

the fair value of its property devoted to that service;
that this price since 1921 has been repeatedly investigated by
the cities of Cleveland and Akron, Ohio, and by The Public
Utilities Commission of Ohio, all of whom have made valuations
of Hope’s property, audited its operating expenses and otherwise
investigated its property and operations, and that said price was
recently approved by said Commission for the years 1933 to 1937
In re East Ohio Gas Company, 17 P. U. R. (N. S.) 438, and is
now being reexamined by said Commission in the present con-
troversy between East Ohio and the City of Cleveland arising out
of the ordinance of May 20, 1937, referred to in the petition.

(c) As to the charge that this contract price to East Ohio is
“greatly in excess of the price charged by Hope to nonaffiliated
companies” and others and is therefore discriminatory, Hope
avers that the differences in prices provided by its contracts with
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East Ohio and with nonaffiliated companies arise solely out of
differences in the terms and conditions of serviee; that Hope’s con-
tracts with nonaffiliated companies are expressly subordinated to
the rights of the domestic consumers of East Ohio, among others,
in the event of a shortage; that these contracts with nonaffiliated
companies specify yearly, monthly and daily deliveries with limi-
ted variations therefrom and provide for deliveries principally
at points in Hope’s producing fields at low pressures, any further
work of compression and transmission in West Virginia being
performed by the purchasers. In the case of Hope’s contract with
East Ohio the requirements of the domestic consumers of that
company are given preference over the consumers of all non-
affiliated purchasers; Hope’s obligation is to deliver to East Ohio
the requirements of the latter’s domestic consumers in Ohio, what-
ever these requirements may be, and to deliver gas at the Ohio
River at pressures sufficient to carry the gas to consumers’ burner
tips throughout the territory served by East Ohio. The latter
company is not required to and does not maintain compressing
stations for the transmission and distribution of this gas in Ohio.
These substantial differences and others in the terms and con-
ditions of service under Hope’s contracts with East Ohio and
with nonaffiliated companies are the basis for the differences in
prices specified therein.

(d) As to the charge that this contract price is “greatly in ex-
cess of the price charged by Hope to East Ohio for resale to cer-
tain favored industrial consumers in Ohio” and is therefore un-
duly discriminatory, Hope avers that said industrial gas is not

sold by East Ohio to favored consumers but under con-
3 tracts and schedules duly filed with and approved by The

Public Utilities Commission of Ohio, such schedules being
applicable to all consumers using the specified quantities and will-
ing to accept service under the terms offered; that such gas is
sold subject to interruption when necessary to furnish a full
supply to other consumers and under a high load factor; that
East Ohio receives for this gas as much as it can be sold for in
competition with other fuels; that the sale of such gas by East
Ohio and Hope at the prices received enables both companies
to sell regular gas at lower prices than would otherwise be pos-
sible; that the discount thereon provided in said Hope-East Ohio
contract is based on the special terms and conditions of service
applicable to such gas, and is not unduly discriminatory.
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6. (a) As to paragraph Sixth of the petition, Hope admits that
on May 20, 1937, the City of Cleveland passed an ordinance as
stated in the petition; admits that East Ohio has appealed from
said ordinance to The Public Utilities Commission of Ohio; avers
that the average rate previously in effect for domestic consumers
in the City of Cleveland was substantially 57¢ per M. c. f., whereas
the ordinance of May 20, 1937 fixes a rate that would average ap-
proximately 5514¢ per M. c. f.; avers that upon appealing to said
Public Utilities Commission in accordance with the provisions of
the Public Utilities Act of Ohio, East Ohio filed a bond to refund
to consumers in Cleveland such part, if any, of the 114¢ differ-
ence between said two rates as the Commission might subsequently
find to be excessive; admits that in said proceeding now pending
before The Public Utilities Commission of Ohio, East Ohio has
included in operating expenses the sums paid by it to Hope for
gas at the Ohio River at the present rate fixed in said contracts
heretofore referred to.

(b) Hope denies that a determination by this Honorable Com-
mission of the fair rate for gas sold by Hope to East Ohio at
the Ohio River will be of any assistance in the case of the City
of Cleveland now pending before The Public Utilities Commis-
sion of Ohio, averring that said Commission is required to deter-
mine the fairness of said contract price as of June 30, 1937, the
effective date of said ordinance; that said Commission has had
submitted to it and is checking and investigating complete inven-
tories, valuations, operating expenses and other pertinent in-
formation relating to Hope; that such evidence has been sub-
mitted not only by East Ohio but much of it by the representatives
of the City of Cleveland; and that both the representatives of

the City of Cleveland and of The Public Utilities Com-
4 mission of Ohio have had access at all times to the books,

records and property of Hope in so far as said Commission
deemed pertinent. Hope respectfully suggests that while this
Honorable Commission is given the power to determine interstate
rates prospectively, it is not given the power to determine whether
the rate in effect on June 30, 1937 was or was not unreasonable
or unlawful.

(c) Hope denies that a determination of a fair contract price
between East Ohio and Hope by this Honorable Commission is
essential to the determination of a fair and reasonable rate for
natural gas in Cleveland either now or after the expiration of the
present ordinance in June, 1939, It averds that in repeated rate
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controversies between the Cities of Cleveland and Akron and East
Ohio. since 1921 the Ohio courts or Public Utilities Commission
hearing such controversy has in each instance imposed upon East
Ohio the burden of proving that the prices at the time paid to
Hope and reflected in its operating expenses were fair and reason-
able prices; that in connection with the trial of said cases the
engineers, accountants and attorneys of the respeetive cities have
had access to the properties, books and reecords of Hope in so far
as these were essential in determining Hope’s costs; that the City
aof Cleveland had reports of its own engineers and accountants on
Hope's properties and operations as of 1921, again as of 1928, again
as of 1931 and again as of 1937, and additionally that the City of
Akron had similar reports as of 1932. Because of the common
ownership of the stock of Hope and East Ohio The Public Utilities
€ommission of Ohio, the City of Cleveland and East Ohio have
all assented to the pesition in the present controversy pending
before said Commission that the contract price between the two
affiliated companies at the river is not even prima facie evidence of
its fairness and both parties introduced evidence as to, and the.
Commission itself is investigating, the value of the properties of
Hope, its operations and its operating expenses in as complete-
detail as for East Ohio. Moreover, the Commission in former cases
involving East Ohio rates has allowed as an operating expense to
East Ohio the sums paid to Hope on account of gas delivered at
the Ohio River only to the extent that it found them to be fair and
reasonable. In the present Cleveland case the matter is being sub-
mitted to the Commission by all parties on the assumption that
the Commission will again decide and allow in East Ohio’s oper-
ating expenses whatever it finds to be the fair and reasonable
river rate as of June 30, 1937, not exceeding, however, the price
actually paid. In view of the facts hereinabove stated Hope
5 avers that the properties, records, and operations of East
Ohio and Hope, and their relations, have been under almost
continuous investigation by the Cities of Cleveland and Akron for
the past ten years and by The Public Utilities Commission of Ohio
for the past seven years and denies that the exercise by this Com-
mission of its jurisdiction as sought in the petition is necessary to
enable either the City of Cleveland or said Commission to fix a fair
rate for natural gas service in Cleveland or elsewhere.
7. Admits the allegations contained in paragraph Seventh of
the petition.
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COMPLAINT OF THE CITY OF AKRON AGAINST HOPE
NATURAL GAS COMPANY

Filed July 25, 1938—F. P. C. Docket No, G-101

1 The city of Akron, Ohio, brings this its complaint against
Hope Natural Gas Company and for its cause of action
avers:

First: Complainant, the City of Akron (hereafter for con-
venience termed “Akron”), is a municipal corporation duly or-
ganized and existing under the laws and Constitution of the State
of Ohio, and is a municipality within the meaning of the Natural
Gas Act.

Second: Defendant, Hope Natural Gas Company (hereinafter
for convenience designated as “Hope”), is a corporation duly
organized and existing under the laws of the State of West Vir-
ginia, has its principal place of business in the City of Pittsburgh
in the State of Pennsylvania, and is a natural gas company en-
gaged in the transportation of natural gas in interstate commerce
and the sale in interstate commerce of such gas for resale and
is a public utility within the meaning of the Natural Gas Act.

Third : The only company distributing natural gas in Akron
is The East Ohio Gas Company (hereinafter for convenience
termed “East Ohio”), a wholly owned subsidiary of the Standard
Oil Company (New Jersey), which purchases approximately 70

per cent of the gas which it merchandises in Ohio from the
2 defendant Hope, likewise a wholly owned subsidiary of the

Standard Oil Company (New Jersey), said gas being pro-
duced in the State of West Virginia and delivered to East Ohio
at the Ohio River.

Fourth: The price charged by defendant Hope to East Ohio
for resale to consumers in Akron and elsewhere for all gas
including domestic, commercial and regular industrial gas, and
except only certain gas sold for resale to large industrial con-
sumers under special contract, is 3814 cents per M. c. f. A copy
of the Hope-East Ohio contract is filed herewith and made a
part hereof as fully as though physically incorporated herein.
Under said Hope-East Ohio contract, East Ohio pays to Hope
annually a total of approximately $18,000,000.

Fifth: The price charged by defendant Hope to East Ohic
for natural gas for resale to domestic, commercial and small
industrial consumers in Akron and elsewhere is excessive, un-
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just, unreasonable, grea,tly in excess of the price charged by Hope
to nonaffiliated companies at wholesale for resale to domestic,
commercial, and small industrial consumers, and greatly in ex-
cess of the price charged by Hope to East Ohio for resale to
certain favored industrial consumers in Ohio, and therefore is
further. unduly discriminatory between customers and between
classes of service. ‘

Sixth: On May 11, 1937, the City of Akron passed a rate’
ordinance, No. 136—1937 regulating and fixing the prices and
. terms upon which East Ohio shall furnish natural gas for
3 and during the period from June 10,1937 until July 10, 1941.

East Ohio has appealed from said ordinance to The Publlc
Utilities Commission of Ohio, and has suspended the ordinance
rates by the filing of a bond to refund to its customers in Akron
the excess collected in the interim over and above the ordinance
rate or any other rate found to be fair by The Public Utilities
Commission of Ohio. In this proceeding, now pending before
The Public Utilities Commission of Ohio and known as Case No.
10162 on its docket, East Ohio seeks to include.in operating
expenses said price of 8814 cents per M. c. f. paid by it to its
affiliate, the defendant Hope, at the rate fixed in said intercor-
porate contract between Hope and East Ohio for natural gas
delivered at the Ohio River for transportation to and resale in
Akron and elsewhere, commonly known as the River Rate.

A determination by this Honorable Commission of the fair,
just, and reasonable rate for gas sold by Hope to East Ohio at
the Ohio River should be of assistance in the cases of Akron and
other Ohio municipalities now pending before The Public Utili-
ties Commission of Ohio and is essential to the determination of a
fair, just, and reasonable rate for natural gas in Akron after the
expiration of the present ordinance.

Seventh: The filing of this petition has been authorized and
directed by resolution of the Council of the City of Akron
adopted July 5, 1938.

Wherefore, Complainant prays for an investigation by
4 the Federal Power Commission, a finding that said River

Rate is excessive, unreasonable, and unjustly discrimina-

tory, and for the fixing of a just, fair, and reasonable rate.
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ANSWER OF HOPE NATURAL GAS COMPANY TO COMPLAINT
OF THE CITY OF AKRON

Filed August 26, 1938—F. P. C. Docket No. G-101

1 Hope Natural Gas Company, hereinafter called “Hope,”
for its answer to the petition herein filed—

1. Admits the allegations contained in paragraph First of the
petition.

2. Admits the allegations contained in paragraph Second of the
petition.

3. Admits the allegations contained in paragraph Third of the
petition.

4. Admits that the copies of its contracts with The East Ohio
Gas Company, hereinafter called “East Ohio,” filed with the peti-
tion, are true copies and begs leave to refer thereto for an exact
statement of the price and the other terms and conditions of these
contracts. Admits that under said contracts East Ohio paid to
Hope for natural gas delivered thereunder during the year 1937
the sum of $12,757,670 for 35,074,416 M. c. f. of natural gas or an
average price of 36.37¢ per M. c. f.

5. (a) Denies the allegations of paragraph Fifth of the peti-
tion in their entirety.
~ (b) As to the charge that the contract price between Hope and
East Ohio for natural gas for resale to domestic, commercial, and
small industrial consumers is excessive and unreasonable, Hope

avers that said price does not and has not in any recent years
2 been sufficient to yield more than a fair return on the fair

value of its property devoted to that service; that this price
since 1921 has been repeatedly investigated by the cities of Cleve-
land and Akron, Ohio, and by The Public Utilities Commission
of Ohio, all of whom have made valuations of Hope’s property,
audited its operating expenses and otherwise investigated its prop-
erty and operations, and that said price was recently approved by
said Commission as more particularly set forth in paragraph 6 (a)
hereof, and is now being reexamined by said Commission in the
present controversy between East Ohio and the City of Akron
arising out of the ordinance of May 11, 1937, referred to in the
petition and upon East Ohio’s appeal to said Commission from
an ordinance of the City of Cleveland passed May 20, 1937,
prescribing East Ohio’s rates in Cleveland for a period of two
years from June 80, 1937. Said Cleveland ordinance and said
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proceeding thereon before said Commission are fully described in
the petition and answer of the parties in City of Clevelund vs. Hope
Natural Gas Company, No. G-100 before this Honorable Commis-
sion. Hope begs leave to refer to said petition and answer for a
more complete statement of said Cleveland ordinance and said
proceeding. "

(c) As to the charge that this contract price to East Ohio is
“greatly in excess of the price charged by Hope to nonaffiliated
companies” and others and is therefore discriminatory, Hope avers
that the differences in prices provided by its contracts with East
Ohio and with nonaffiliated companies arise solely out of differ-
ences in the terms and conditions of service ; that Hope’s contracts
with nonaffiliated companies are expressly subordinated to the
rights of the domestic consumers of East Ohio, among others, in
the event of a shortage; that these contracts with nonaffiliated
companies specify yearly, monthly, and daily deliveries with lim-
ited variations therefrom and provide for deliveries principally at
points in Hope’s producing fields at low pressures, any further
work of compression and transmission in West Virginia being
performed by the purchasers. In the case of Hope’s contract with
East Ohio the requirements of the domestic consumers of that com-
pany are given preference over the consumers of all nonaffiliated
purchasers; Hope’s obligation is to deliver to East Ohio the re-
quirements of the latter’s domestic consumers in Ohio, whatever
these requirements may be, and to deliver gas at the Ohio River
at pressures sufficient to carry the gas to consumers’ burner tips

throughout the territory served by East Ohio. The latter
3 company is not required to and does not maintain compress-

ing stations for the transmission and distribution of this
gas in Ohio. These substantial differences and others in the terms
and conditions of service under Hope’s contracts with East Ohio
and with nonaffiliated companies are the basis for the differences
in prices specified therein.

(d) As to the charge that this contract price is “greatly in ex-
cess of the price charged by Hope to East Ohio for resale to certain
favored industrial consumers in Ohio” and is therefore unduly dis-
criminatory, Hope avers that said industrial gas is not sold by East
Ohio to favored consumers but under contracts and schedules duly
filed with and approved by The Public Utilities Commission of
Ohio, such schedules being applicable to all consumers using the
specified quantities and willing to accept service under the terms
offered ; that such gas is sold subject to interruption when neces-
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sary to furnish a full supply to other consumers and under a high
load factor; that East Ohio receives for this gas as much as it
can be sold for in competition with other fuels; that the sale of
such gas by East Ohio and Hope at the prices received enables
both companies to sell regular gas at lower prices than would
otherwise be possible; that the discount thereon provided in said
Hope-East Ohio contract is based on the special terms and condi-
tions of service applicable to such gas, and is not unduly dis-
criminatory.

6. (a) As to paragraph Sixth of the petition Hope avers that
prior to May 19, 1932, East Ohio was collecting in the City of
Akron, pursuant to an ordinance contract between East Ohio and
Akron, a domestic rate averaging a little more than 64¢ per M. c. £.
FEffective May 19, 1933, the electors of the City of Akron enacted an
initiated ordinance for a four-year period ending May 19, 1937,
which provided a domestic rate averaging about 50¢ per M. c. f.

East Ohio appealed to The Public Utilities Commission of
Ohio from this latter ordinance and in accordance with the stat-
utes of Ohio elected to collect under bond the rate theretofore in
effect. The City of Akron employed the same engineers, account-
ants and geologists who had theretofore and have since repre-
sented the City of Cleveland in rate controversies with East Ohio-
and presented to the Commission, as did East Ohio, complete:
testimony as to the value of Hope’s property, its operating ex-
penses and its operations. For this purpose they were given access:
to Hope’s properties, books, and records insofar as these bore on.

Hope’s costs of gas.
4 On February 1, 1937, said Commission made its findings
and order and thereby found the rate fixed by said ordi-
nance effective May 19, 1933, to be unjust and unreasonable and
fixed a rate to be substituted therefor averaging 62.35¢ per M.c.f.

In its findings said Commission valued the property of Hope:
and determined its operating expenses in precisely the same
detail as it did for East Ohio. It further found that he con-
tract price of 3814¢ paid by East Ohio to Hope and here under
attack, was a fair and reasonable price and allowed the same in
the ‘amount paid by East Ohio as a part of its operating ex-
penses. The findings and order of said Commission are pub-
Jlished in Re East Ohio Gas Company, 17 P. U. R. (N. S.) 438,
and Hope begs leave to refer to the extensive and detailed ﬁnd-
mgs there made msofar as here material.
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Both East Ohio and the City of Akron prosecuted error from
said findings and final order of the Commission to the Supreme
Court of Ohio which affirmed said order of the Commission set-
ting aside said 1933 ordinance rate as unreasonable and unlawful,
but reversed said order and finding fixing a new rate and directed
said Commission to modify the same in certain minor respects,
the effect of which Hope avers will be to increase the rate to be
finally fixed by said Commission. For a more complete statement
Hope begs leave to refer to the report of said case, Kast Ohio
Gas . v. Public Utilities Commission, 133 O. S. 212,

Notwithstanding that said Public Utilities Commission had
theretofore held said 1933 ‘Akron ordinance rate to be grossly
unreasonable, the City of Akron proceeded, as alleged in its peti-
tion, on May 11, 1937, to pass a new ordinance effective for another
four-year period, fixing precisely the same rate as that stricken
down. East Ohio has likewise appealed fromn said last ordinance,
elected to continue the former rate under bond and said appeal
is now pending before the Public Utilities Commission of Ohio.
Hope admits that East Ohio will include in operating expense
and ask the Commission to allow the sums paid to Hope for the
purchase of gas at the Ohio River under the Hope-East Ohio
contract. ,

(b) Hope denies that a determination by this"Honorable Com-
mission of the fair rate for gas sold by Hope to East Ohio at
the Ohio River will be of any assistance in the case of the City

of Akron now pending before The Public Utilities Com-
5 mission of Ohio, averring that said Commission is required

to determine the fairness of said contract price as of
approximately June 10, 1937, the effective date of said ordinance.
Hope respectfully suggests that while this Honorable Commission
is given the power to determine interstate rates prospectively, it is
not given the power to determine whether the rate in effect on or
about June 10, 1937 was or was not unreasonable or unlawful.

(c) Hope denies that a determination of a fair contract price
between East Ohio and Hope by this Honorable Commission is
essential to the determination of a fair and reasonable rate for
natural gas in Akron either now or after the expiration of the
present ordinance in June 1941. It avers that in repeated rate
controversies between the Cities of Cleveland and Akron and
East Ohio since 1921 the Ohio court or Public Utilities Com-
mission hearing such controversy has in each instance imposed
upon East Ohio the burden of proving that the prices at the time
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paid to Hope and reflected in its operating expenses were fair
and reasonable prices; that in connection with the trial of said
cases the engineers, accountants and attorneys of the respective
cities have had access to the properties, books, and records of Hope
inofar as these were esential in determining Hope’ costs; that
the -City of Cleveland had reports of its own engineers and
accountants on Hope’s properties and operations as of 1921, again
as of 1928, again as of 1931, and again as of 1937, and that the
City of Akron had access to the Cleveland reports and addition-
ally had similar reports as of 1932. Because of the common
ownership of the stock of Hope and East Ohio, The Public Utili-
ties Commission of Ohio, the Cities of Cleveland and Akron and
East Ohio have all assented to the position in rate controversies
that the contract price between the two affiliated companies at
the river is not even prima facie evidence of its fairness. All
parties have introduced evidence as to, and the Commission itself
has investigated, the value of the properties of Hope, its opera-
tions and its operating expenses in as complete detail as for East
Ohio. Moreover, the Commission in former cases involving East
Ohio rates has allowed as an operating expense to East Ohio the
sums paid to Hope on account of gas delivered at the Ohio River
only to the extent that it found them to be fair and reasonable.
In view of the facts hereinabove stated Hope avers that the prop-
erties, records, and operations of East Ohio and Hope, and their
relations, have been under almost continuous investigation by the
Cities of Cleveland and Akron for the past ten years and by
6 The Public Utilities Commission of Ohio for the past seven
years and denies that the exercise by this Commission of
its jurisdiction as sought in the petition is necessary to enable
either the City of Akron or said Commission to fix a fair rate for
natural gas service in Akron or elsewhere.
7. Admits the allegations contained in paragraph Seventh of
the petition. :
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AMENDMENT TO COMPLAINT OF THE CITY OF CLEVELAND
'AGAINST HOPE NATURAL GAS COMPANY

Filed January 6, 1939—F. P. C. Docket No. G-100

1 The City of Cleveland, with leave of the Federal Power

Commission first obtained, amends its petition and com-
plaint herein by the addition of the following allegations, aver-
ments, and prayer:

First: Pursuant to the Natural Gas Act, Public No. 688, 75th
Congress, Chapter 556, Third Session, approved June 21, 1938,
and effective June 21, 1938, your Honorable Commission has au-
thority to investigate any facts, conditions, practices, or mat-
ters which it may find necessary or proper in order to determine
whether any person has violated or is about to violate any provi-
sion of said Natural Gas Act. (Sec. 14 (a).) ’

Second : Pursuant to said Natural Gas Act, your Honorable
Commission has authority to make available to state commis-
sions and municipalities, information concerning any such matter.
(Sec. 14 (a).) :

Third: Pursuant to said Natural Gas Act, all rates and
charges, made, demanded or received by any natural gas company
for or in connection with the transportation or sale of natural
gas subject to the jurisdiction of the Commission must be just

and reasonable and nondiscriminatory and any such rate or
2 charge that is not just and reasonable and nondiscrimina-

tory is unlawful, and has been unlawful ever since the effec-
tive date of said Natural Gas Act on June 21, 1938. (Sec. 4 (a)
and (b).)

Fourth: Pursuant to said Natural Gas Act, your Honorable
Commission has authority to investigate and determine whether
the charges made by Hope Natural Gas Company and payments
received from The East Ohio Gas Company were unjust, unrea-
sonable, unduly discriminatory and preferential and therefore
contrary to Federal law, as of June 21, 1938, the effective date
of the Natural Gas Act, and at all times subsequent thereto.
(Natural Gas Act, Sec. 14 (a), (b).) (Sec. 4 (a).)

Fifth: Pursuant to said Natural Gas Act, your Honorable
Commission upon its own motion, or upon the request of any state
commission, whenever it can do so without prejudice to the effi-
cient and proper conduct of its affairs, may investigate and
determine the cost of the production and transportation of natural
gas by a natural gas company in cases where the Commission has
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no authority to establish a rate governing the transportation or
sale of such natural gas. (Natural Gas Act, Sec. 5 (b).)

Sixth: The price charged by defendant Hope to East Ohio
for natural gas was on June 21, 1938, and has been at all times
since excessive, unjust, unreasonable, and discriminatory, at least
in so far as said price has exceeded an average of 30 cents per
M. c. f., and therefore was as of June 21, 1938, and has been at
all times since, unlawful and contrary to the laws of the United
States.

Seventh: A determination by your Honorable Commission in
accordance with the prayer of this amendment should be of assist-
ance in the cases of Cleveland and other Ohio municipalities
now pending before The Public Utilities Commission of Ohio, in
that the reasonableness of the ordinance rate in Cleveland for the
two year period ending on or about June 30, 1939, is ultimately
dependent upon the lawfulness of the charge made by Hope
Natural Gas Company to The East Ohio Gas Company at the
Ohio River; and the only body which can determine whether
the price charged by Hope to East Ohio and received by Hope
from East Ohio has been unlawful and contrary to the laws of

the United States is your Honorable Commission (Natural
3 Gas Act, Sec. 1 (b)); and in the case of The East Ohio

Gas Company v. Cleveland, now pending before The Pub-
lic Utilities Commission of Ohio and known as Case No. 10,202
on the docket of said commission, no allowance can be made in
the operating expenses of The East Ohio Gas Company which
is unlawful either for the buyer to pay, or for the seller to charge
or receive. ‘

Wherefore, the City of Cleveland prays that the order of in-
vestigation of the Federal Power Commission dated October 14,
1938, and docketed as No. G-113, be modified to include an in-
vestigation whether Hope Natural Gas Company has violated the
Natural Gas Act by charging to and receiving from The East
Ohio Gas Company an unreasonable, unjust, and discriminatory
rate for natural gas delivered at the Ohio River on and since
June 21, 1938, at least in so far as the average charge made by
Hope Natural Gas Company and payment received from The
East Ohio Gas Company has exceeded 30 cents per M. c. f.;
further prays for a determination that the Natural Gas Act has
been so violated by defendant Hope ever since June 21, 1938;
and further prays that the information concerning such matter
be made available to The Public Utilities Commission of Ohio
and to the City of Cleveland.

484808—42——2
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- ANSWER OF HOPE NATURAL GAS COMPANY TO AMEND-
MENT TO COMPLAINT OF THE CITY OF CLEVELAND

Filed February 6, 1939—F. P. C. Docket No. G-100

1 "Hope Natural Gas Company, hereinafter called “Hope,”
for its answer to the “Amendment to Petition and Com-
plaint” filed herein by the City of Cleveland—

1. Admits that the Natural Gas Act was approved and became
effective as set forth in paragraph First of said amendment and
that said Act contains Sections 1 (b), 4 (a) and (b), 5 (b) and
14 (a) and (b) as set forth in paragraphs First, Second, Third,
Fourth, Fifth and Seventh of said amendment, but denies that the
statements of the terms and provisions of said Act and said sec-
tions thereof as set forth in said paragraphs are either accurate,
correct or complete and refers to said Act and said sections
thereof for an accurate, correct and complete statement of the
law attempted to be summarlzed in said amendment. :

2. (a) Denies the allegations of paragraph Sixth of sald
amendment in their entirety.

(b) As to the claim that the contract price charged for natural
gas by Hope to The East Ohio Gas Company, hereinafter called
“East Ohio,” was on June 21, 1938 and at all times thereafter
excessive, unjust, unreasonable and discriminatory, Hope avers

that said price at said times did not and has not in any

2 .,  recent years been sufficient to yield more than a fair return
" on the fair value of its properties devoted to that service;

that since 1921 the price between Hope and East Ohio has re-
peatedly been investigated by the cities of Cleveland and Akron,
Ohio, and by The Public Utilities Commission of Ohio, all of
whom have made valuations of Hope’s properties, audited its
operating expenses and otherwise investigated its properties and
operations; that said price was recently approved by said Com-
mission for the years 1933 to 1937 In re East Ohio Gas Company,
17 P.U.R. (N.S.) 433; and that after further exhaustive hearings
and a comprehensive investigation, including determinations of
the value of Hope’s properties as of June 30, 1937 and June 30,
1938, analyses of its operations, the ascertainment of its reasonable
operating expenses and the fixing of a fair rate of return, said
Commission on January 10, 1939 in the case of East Ohio’s appeal
from the City of Cleveland ordinance referred to in paragraph
Seventh of said amendment, known as Cause No. 10,202 on the
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docket of said Commission, found that said Hope-East Ohio
price, as existing on June 21, 1938 and at all times since, was fair
and reasonable and should properly be allowed in the operating
expenses of East Ohio for the two-year period of said City of
Cleveland ordinance ending June 30, 1939. The conclusion of
said Commission hereon is set forth in its order of January 10,
1939 in said Cause No. 10,202, based on its findings and opinion
of such date, as follow:

“That the fair and reasonable price to be paid by the East Ohio
Ohio Gas Company to The Hope Natural Gas Company for gas
supplied and furnished for distribution in the said City of Cleve-
land, Ohio, is the price of 38.5¢ per one thousand cubic feet, pro-
vided by the contract now existing by and between the said Com-
panies, adjusted as provided in said contract for special industrial
sales to average 36.15¢ and 36.82¢ per one thousand cubic feet for
the years ended June-30, 1937, and June 30, 1938, respectively ;”.

3. (a) Denies. the. allegations of paragraph Seventh of said
amendment in their entirety.

(b) As to the claim that a determination by this Honorable
Commission in accordance with the prayer of said amendment
will be of assistance in the case of the City of Cleveland pending
before said Public Utilities Commission of Ohio, Hope avers that
since the filing of said amendment said Commission on January

10, 1939 rendered its final decision and order in said case,
3 Cause No. 10,202, referred to in paragraph Seventh of said

amendment and in the preceding paragraph 2 (b) of this
answer. The inquiry and determination requested by the prayer
of said amendment will be of no assistance to either the City of
Cleveland or said Public Utilities Commission of Ohio in connec-
tion with said Cause No. 10,202.
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COMPLAINT OF PENNSYLVANIA PUBLIC UTILITY COMMIS-
SION AGAINST HOPE NATURAL GAS COMPANY

Filed March 23, 1939—F. P. C. Docket No. G-127

1 Pennsylvania Public Utility Commission, complaining
of the Hope Natural Gas Company, respectfully alleges
for a first ground of complaint: ;

1. Pennsylvania Public Utility Commission, the Complainant
here, is the regulatory body having jurisdiction to regulate rates
and charges for the sale of natural gas to consumers within the
Commonwealth of Pennsylvania, by virtue of Act No. 43, Penn-
sylvania Laws, 1987, and Act No. 286, Pennsylvania Laws, 1937
(as amended by Act No. 19, Extraordinary Session, Pennsyl-
vania Laws, 1938), and is a “State Commission”, within the

meaning of Section IT (8) of the Natural Gas Act. ;
2 2. The Defendant, Hope Natural Gas Company, is a

corporation duly organized and existing under the laws
of the State of West Virginia. Its principal office is located
at 545 William Penn Way, Pittsburgh, in the Commonwealth of
Pennsylvania, and it is a wholly owned subsidiary of the Stand-
ard Oil Company (New Jersey). Hope Natural Gas Company
is engaged in the business of transporting and selling natural
gas in ‘interstate commerce, for resale, and is a “natural gas
company” within the meaning of Section IT (6) of the Natural
Gas Act. :

8. The Peoples Natural Gas Company is a corporation or-
ganized and existing under the laws of the Commonwealth of
Pennsylvania, with its principal office at 545 William Penn Way,
Pittsburgh, Pa. The Peoples Natural Gas Company is also a
wholly owned subsidiary of the Standard Oil Company (New
Jersey), and supplies gas at retail to approximately 124,000 con-
sumers, in 12 counties in the Commonwealth of Pennsylvania.

4. Your Complainant, under its Complaint Docket No. 11380,
Sub. No. 20, is conducting an inquiry and investigation for the
purpose of determining the fairness and reasonableness of the
rates and charges of The Peoples Natural Gas Company. Ac-
cording to its annual report for the year 1937 (the last available),
The Peoples Natural Gas Company, under a contract effective

May 8, 1937, purchased from Hope Natural Gas Company,
3 for resale to consumers in Pennsylvania, 3,506,013,000 cubic
feet of natural gas, at a cost of $1,349,815.05. The price
charged by Defendant, Hope Natural Gas Company, to The
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Peoples Natural Gas Company was, and is at the present time,
3814c per thousand cubic feet, delivered to the Pennsylvania-
West Virginia state lins.

- 5. The sum paid by The Peoples Natural Gas Company to
Defendant, Hope Natural Gas Company, in the year 1937, con-
stituted approximately 17% of the total operating expenses of
The Peoples Natural Gas Company for that year. The price
charged by Defendant, Hope Natural Gas Company, to The
Peoples Natural Gas Company for natural gas resold to con-
sumers in Pennsylvania therefore directly affects the resale price
to such consumers. In the proceeding instituted by the Pennsyl-
vania Public Utility Commission against The Peoples Natural
Gas Company, at Complaint Docket No. 11380, Sub. No. 20,
referred to above, The Peoples Natural Gas Company seeks to
include in its operating expenses the cost of natural gas pur-
chased from the Defendant, Hope Natural Gas Company, at
the price of 3814¢ per thousand cubic feet. A determination of
the fair and reasonable rate at which gas should be sold by Hope
Natural Gas Company to The Peoples Natural Gas Company is
essential to a determination of the reasonableness of the rates
charged by The Peoples Natural Gas Company to consumers in
Pennsylvania. ,

6. On information and belief, it is alleged that the price of
3814¢ per thousand cubic feet charged by the Defendant, Hope

Natural Gas Company is unlawful, excessive, unreasonable
4 and discriminatory in that:

(a) The sum.charged The Peoples Natural Gas Com-

pany exceeds the reasonable cost of producing and transporting
the gas, as deseribed above, plus a reasonable and lawful return
on the property invested for purposes of such production, trans-
portation and sale;
- (b) The sum charged The Peoples Natural Gas Company ex-
ceeds the price charged by Defendant to other companies oper-
ating in Pennsylvania, in territories similar to that of The Peo-
ples Natural Gas Company, and under similar conditions of use
and service, where such other operating companies are not affil-
iated with the Defendant or the Standard Oil Company (New
Jersey).

7. All the natural gas sold by Defendant, Hope Natural Gas
Company, to The Peoples Natural Gas Company is produced in
West Virginia or states other than Pennsylvania, and transported
directly in interstate commerce to the facilities of The Peoples
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Natural Gss Company at the Pennsylvama—West Virginia state
line. Your Honorable Commission is the only body which can
determine whether the price charged by Hope Natural Gas Com-
pany to The Peoples Natural Gas Company for the natural gas
so transported is just and reasonable, and whether the charge thus
made was and is unlawful and contrary to the laws of the United

States, as set forth in the Natural Gas Act, Section IV (a).
5 8. The Pennsylvania Public Utility .Commission, Com-

plainant, has available records relating to the production,
transportation and sale of natural gas in Pennsylvania, and has
also available a staff of accountants, engineers and other experts,
all of which the Complainant hereby tenders and offers to the Fed-
eral Power Commission, for use in accordance w1th Sectlon 17 (b)
of the Natural Gas Act.

9. The filing of this petition has been authorlzed by a resolution
adopted at the Executive Session of the Commlssmn on January
16, 1939.

Wherefore, your Complainant prays that your Honorable Com-
mission :

(a) Investigate the price charged by Defendant, Hope Natural
Gas Company, to The Peoples Natural Gas Company for natural
gas sold by the latter to the former, at the Pennsylvania-West
Virginia state line, and fix the just, fair, and reasonable rate for
the same.

(b) Make a determmatlon that the Hope Natural Gas Company
has, since June 21, 1938, violated the Natural Gas Act, Section
IV (a).

(¢) Make available to the Complainant, the Pennsylvania Pub-
lic Utility Commission, the facts, records, and other relevant
matters which your Honorable Commission may acquire in this

proceeding.
6 Pennsylvania Public Utility Commlssmn, complaining
of the Hope Natural Gas Company, respectfully alleges for
a second ground of complaint: '

1. The allegations contained in paragraphs 1, 2, 8, and 9 of the
first ground of complaint are hereby made a part of the second
ground of complaint as fully as though the same were repeated.

2. Fayette County Gas Company is a corporation organized and
existing under the laws of the Commonwealth of Pennsylvania,
with its principal office at 800 Union Trust Building, Pittsburgh,
Pennsylvania. The Fayette County Gas Company supplies gas at
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retail to approximately 16,000 consumers in Fayette and Westmore-
land Counties in the Commonwealth of Pennsylvania.
:'8. Your Complainant, under its Complaint Docket No. 11380,
Sub. No. 97, is conducting an inquiry and investigation for the
purpose of determining the fairness and reasonableness of the
rates and charges of Fayette County GGas Company. According
to its annual report for the year 1937 (the last available) Fayette
County Gas Company purchased from Hope Natural Gas Company
for resale to consumers in Pennsylvania, 849,305,000 cubic feet of
natural gas at a cost of $267,531.10. The price charged by De-
fendant, Hope Natural Gas Company, to Fayette County Gas
Company, was and is at the present time 3114¢ per thousand cubic
feet, delivered at the Pennsylvania-West Virginia state line.

4. The sum paid by Fayette County Gas Company to De-

fendant, Hope Natural Gas Company, in the year 1937, con-
7 stituted approximately 35% of the total operating expenses
of Fayette County Gas Company for that year. The

price charged by Defendant, Hope Natural Gas Company, to
Fayette County Gas Company, for natural gas resold to con-
sumers in Pennsylvania, therefore, directly affects the resale price
to such consumers.. In the proceeding instituted by the Penn-
sylvania Public Utility Commission against Fayette County Gas
Company at Complaint Docket No. 11380, Sub. No. 97, referred
to above, the Fayette County Gas Company seeks to include in
its operating expenses the cost of natural gas purchased from
the Defendant, Hope Natural Gas Company, at the price of
3114¢ per thousand cubic feet. A determination of the fair and
reasonable rate at which gas should be sold by Hope Natural Gas
Company to Fayette County Gas Company is essential to a
determination of the reasonableness of the rates charged by
Fayette County Gas Company, to consumers in Pennsylvania. .

5. On information and belief it is alleged that the price-of
8114¢ per thousand cubic feet charged by the Defendant, Hope
Natural Gas Company is unlawful, excessive, and unreasonable, in
that the sum charged the Fayette County Gas Company exceeds
the reasonable cost of producing and transporting the gas, as
described above, plus a reasonable and lawful return on the prop-
erty invested for purposes of such production, transportation
and sale.

6. All the natural gas sold by Defendant, Hope Natural Gas
Company, to Fayette County Gas Company is produced in West
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Virginia or states other than Pennsylvania, and transported di-

rectly in interstate commerce to the facilities of Fayette
§ County Gas Company at the Pennsylvania-West Virginia

state line. Your Honorable Commission is the only body
which can determine whether the price charged by Hope Natural
Gas Company to Fayette County Gas Company for the natural
gas so transported is just and reasonable, and whether the charge
thus made was and is unlawful and contrary to the laws of the
United States, as set forth in the Natural Gas Act, Section IV (a).
- Wherefore, your Complainant prays that your Honorable
Commission :

(a) Investigate the price charged by Defendant, Hope Natural
Gas Company, to Fayette County Gas Company for natural gas
sold by the latter to the former, at the Pennsylvania-West Vir-
ginia state line, and fix the just, fair, and reasonable rate for
the same.

(b) Make a determination that the Hope Natural Gas Com-
pany has, since June 21, 1938, violated the Natural Gas Act,
Section IV (a).

(c) Make available to the Complainant, the Pennsylvania Pub-
lic Utility Commission, the facts, records, and other relevant
matters which your Honorable Commission may acquire in this

proceeding.
9 Pennsylvania Public Utility Commission, complaining of
the Hope Natural Gas Company, respectfully alleges for a
third ground of complaint:

1. The allegations contained in paragraphs 1, 2, 8, and 9 of the
first ground of complaint are hereby made a part of the third
ground of complaint as fully as though the same were repeated.

2. The Manufacturers Light and Heat Company is a corpora-
tion, organized and existing under the laws of the Commonwealth
of Pennsylvania, with its principal office at 800 Union Trust Build-
ing, Pittsburgh, Pennsylvania, and supplies gas at retail to approx-
imately 113,000 consumers in the Commonwealth of Pennsylvania.

3. Your Complainant, under its Complaint Docket No. 11380,
Sub. No. 18, is conducting an inquiry and investigation for the
purpose of determining the fairness and reasonableness of the
rates and charges of The Manufacturers Light and Heat Company.
According to its annual report for the year 1937 (the last avail-
able) The Manufacturers Light and Heat Company purchased
from Hope Natural Gas Company for resale to consumers in Penn-
sylvania 7,444,905,000 cubic feet of natural gas at a cost of $2,345,-
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145.11. The price charged by Defendant, Hope Natural Gas Com-
pany, to The Manufacturers Light and Heat Company was, and
is at the present time 3114¢ per thousand cubic feet, delivered at
the Pennsylvania-West Virginia state line.
10 4. The sum paid by The Manufacturers Light and Heat
Company to Defendant, Hope Natural Gas Company, in
the year 1937, constituted approximately 2314% of the total op-
erating expenses of The Manufacturers Light and Heat Company
for that year. The price charged by Defendant, Hope Natural
Gas Company, to The Manufacturers Light and Heat Company
for natural gas resold to consumers in Pennsylvania, therefore,
directly affects the resale price to such consumers. In the proceed-
ing instituted by the Pennsylvania Public Utility Commission
against The Manufacturers Light and Heat Company, at Com-
plaint Docket No. 11880, Sub. No. 18, referred to above, The Manu-
tacturers Light and Heat Company seeks to include in its
operating expenses the cost of natural gas purchased from the
Defendant, Hope Natural Gas Company, at the price of 3314¢ per
thousand cubic feet. A determination of the fair and reasonable
rate at which gas should be sold by Hope Natural Gas Company to
The Manufacturers Light and Heat Company, is essential to a de-
termination of the reasonableness of the rates charged by The
Manufacturers Light and Heat Company to consumers in
Pennsylvania,

5. On information and belief it is alleged that the price of 3114¢
per thousand cubic feet charged by the Defendant, Hope Natural
Gas Company is unlawful, excessive, and unreasonable, in that the
sum charged The Manufacturers Light and Heat Company exceeds
the reasonable cost of producing and transporting the gas, as
described above, plus a reasonable and lawful return on the prop-
erty invested for purposes of such production, transportation, and

sale.
1 6. All natural gas sold by Defendant, Hope Natural Gas

Company, to The Manufacturers Light and Heat Company,
is produced in West Virginia or states other than Pennsylvania,
and transported directly in interstate commerce to the facilities of
The Manufacturers Light and Heat Company at the Pennsyl-
vania-West Virginia state line. Your Honorable Commission is
the only body which can determine whether the price charged by
Hope Natural Gas Company to The Manufacturers Light and
Heat Company for the natural gas so transported is just and rea-
sonable, and whether the charge thus made was and is unlawful
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and contrary to the laws of the United States, as set forth in the
Natural Gas Act,. Section IV (a).

‘Wherefore, your Complainant prays that your Honorable
Commission :

(a) Investigate the price charged by Defendant, Hope Natural
Gas Company, to The Manufacturers Light and Heat Company
for natural gas sold by the latter to the former, at the Pennsyl-
vania-West Virginia state line, and fix the just, fair, and reason-
able rate for the same.

(b) Make a determination that the Hope Natural Gas Company
has, since June 21, 1938, violated the Natural Gas Act, Section
IV (a).

(c) Make available to the Complainant, the Pennsylvania Pub-
lic Utility Commission, the facts, records, and other relevant
matters which your Honorable Commission may acquire in this
proceeding.
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ANSWER OF HOPE NATURAL GAS COMPANY TO COMPLAINT OF
THE PENNSYLVANIA PUBLIC UTILITY COMMISSION

Filed April 25, 1939—F. P. C. Docket No. G-127

1 Defendant, Hope Natural Gas Company, for its answer
to the several grounds of complaint set forth in the peti-
tion says:
As To The First Ground of Complaint

1. The defendant admits the allegations contained in para-
graphs 1 and 2 thereof except the allegation that it is engaged
in the business of: transporting natural gas in interstate com-
merce, which it denies.

2. The defendant admits the allegations contained in para-
graphs 3 and 4 thereof except it avers that the price of 38l4¢
per thousand cubic feet for natural gas specified in the contract
between the defendant and The Peoples Natural Gas Company
contemplates that the defendant shall deliver gas sold to the
Peoples Company at sufficient pressure to carry the gas to con-
sumers’ meters of the Peoples Company in its principal marketing
area and provides that during the time that it is unable to do this
and the Peoples Company finds it necessary to maintain a com-
pressor station at or near the points of delivery, the Peoples
Company shall be allowed the sum of 3¢ per thousand cubic feet

in reduction of the purchase price. The defendant avers
2 that for some years past The Peoples Natural Gas Com-

pany has so maintained a compressor station, and that in
settlements between it and the defendant for the gas sold the
Peoples Company has been credited with 3¢ per thousand cubic
feet against said purchase price of 3814¢.

3. As to paragraph 5 the defendant is without accurate knowl-
edge of the matters therein alleged and for want thereof denies
the same. '

4. The defendant denies each and several the allegations con-
tained in paragraph 6.

5. The defendant admits the allegations contained in paragraph
7 except the allegations that the natural gas sold by defendant
to The Peoples Natural Gas Company is “transported directly
in interstate commerce” and that the price charged by defendant
to The Peoples Natural Gas Company is for the transportation
of natural gas, which it denies.
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6. As to paragraphs 8 and 9 the defendant is without knowl-
edge of the matters therein alleged and for want thereof denies
the same.

As To The Second Ground of Complalnt

1. The defendant for its answer to paragraph 1, refers to
the admissions and denials contained in the foregomg answer in
response to paragraphs 1, 2, 8, and 9 of the First Ground of
Complaint and begs leave to incorporate herein as though re-
peated the answers thereto heretofore made.

2. As to paragraph 2 the defendant is without accurate knowl-
edge of the matters therein alleged and for want thereof denies
the same and states that defendant’s understanding is that Fay-
ette County Gas Company is a corporation organized and existing
under the laws of the State of West Virginia.

3. The defendant admits that the price charged by it to Fayette
County Gas Company is and for some time past has been 31%4¢
per thousand cubic feet for natural gas delivered at the West Vir-
ginia-Pennsylvania state line and that during the year 1937 it
sold to Fayette County Gas Company 849,305,000 cubic feet of
natural gas for a consideration of $267,531.10, and for want of in-
formation denies each and several the other allegations contained

in paragraph 3.
3 4. For want of information the defendant denies each
and several the allegations contained in paragraph 4.

5. The defendant denies each and several the allegations con-
tained in paragraph 5.

6. The defendant admits the allegations contained in paragraph
6 except the allegations that all the natural gas sold by defendant
to Fayette County Gas Company is “transported directly in inter-
state commerce” and that the price charged by defendant to
Fayette County Gas Company is for the transportation of natural
gas, which it denies.

As To The Third Ground of Complaint

1. The defendant, for its answer to paragraph 1, refers to the
admissions and denials contained in the foregoing answer in re-
sponse to paragraphs 1, 2, 8 and 9 of the First Ground of Com-
plaint and begs leave to incorporate herein as though repeated
the answers thereto heretofore made.
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2. As to paragraph 2 the defendant is without accurate knowl-
edge of the matters therein alleged and for want thereof denies
the same. :

8. The defendant admits that the price charged by it to The
Manufacturers Light and Heat Company is and for some time
past has been 8134¢ per thousand cubic feet and that during the
year 1937 it sold to The Manufacturers Light and Heat Company
7,444,905,000 cubic feet of natural gas for a consideration of
$2,345,145.11, denies that said price is for natural gas delivered
at the Pennsylvania-West Virginia state line and avers that said
deliveries are at Bates Measuring Station near Sedalia, Doddridge
County, West Virginia. For want of information the defendant
denies each and several the other allegations contained in para-
graph 3.

4. For want of information the defendant denies each and sev-
eral the allegations contained in paragraph 4.

5. The defendant denies each and several the allegations con-
tained in paragraph 4.

6. The defendant admits the allegations contained in paragraph

6 except the allegations that all the natural gas sold by
4 defendant to The Manufacturers Light and Heat Company

is “transported directly in interstate commerce” and that
the price charged by defendant to The Manufacturers Light and
Heat Company is for the transportation of natural gas, which it
denies.
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1 United States of America
Federal Power Commission

Commissioners: Clyde L. Seavey, Acting Chairman, Claude L.

Draper, Basil Manly, John W. Scott.
Octoper 14, 1938.

In re Hore NaTuraL Gas CoMPANY
Docket No. G-113
ORDER INSTITUTING INVESTIG‘ATION

It appearing to the Commission that:

(a) The Hope Natural Gas Company, a corporation organized
and existing under the laws of the State of West Virginia, owns
and operates gas wells, field and gathering lines, and distribution
facilities, located in the State of West Virginia, and transmission
pipe lines extending from points in the State of West Virginia
to the West Virginia-Ohio state line and to the West-Virginia-
Pennsylvania state line; '

(b) The Hope Natural Gas Company is engaged in the trans-
portation of natural gas in interstate commerce and the sale of
interstate commerce of naural gas for resale for ulimate public
consumption for domestic, commercial, industrial, or other use,
and is a natural-gas company within the meaning of the Natural
Gas Act;

(¢) Pursuant to Section 4 (c) of the Natural Gas Act and the
Commission’s Order No. 53, the Hope Natural Gas Company, on
September 3, 1938, filed with the Commission its contracts and
agreements covering the sale of natural gas to the East Ohio Gas
Company, the Peoples Natural Gas Company, the Manufacturers
Light and Heat Company, the Fayette County Gas Company,
and the River Gas Company;

(d) In Docket No. G-100, on July 6, 1938, the City of Cleve-
land, Ohio, and in Docket No. G-101, on July 25, 1938, the City
of Akron, Ohio, filed complaints with the Commission against
the Hope Natural Gas Company, alleging that the price charged
by the Hope Natural Gas Company to the East Ohio Gas Com-
pany, on affiliated company, for natural gas sold and delivered at
the Ohio River for resale to domestic, commercial and small in-
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dustrial consumers in the cities of Cleveland and Akron and else-
where, is excessive, unjust, unreasonable, greatly in excess

of the price charged by the Hope Natural Gas Com-
2 pany to nonaffiliated companies at wholesale for resale to

domestic, commercial, and small industrial consumers, and
greatly in excess of the price charged by Hope Natural Gas Com-
pany to the East Ohio Gas Company for resale to certain favored
industrial consumers in Ohio and therefore unduly discriminatory
between customers and between classes of service. Said com-
plaints pray for an investigation by this Commission and a find-
ing that the price charged the East Ohio Gas Company by the
Hope Natural Gas Company for gas sold and delivered at the
Ohio River is excessive, unreasonable, and unjustly discrimina-
tory, and for the fixing of a just, fair and reasonable rate.

(e) The Hope Natural Gas Company, on August 18, 1938, and
August 26, 1938, filed its answers to the complaints of the City
of Cleveland and the City of Akron, respectively, in which it
denies that the price charged by the Hope Natural Gas Company
to the East Ohio Gas Company for natural gas for resale to
domestic, commercial, and small industrial consumers is excessive,
unreasonable or discriminatory;

(f) The Hope Natural Gas Company purchases substantial
quantities of the natural gas which it transports, sells and delivers
to the East Ohio Gas Company from the Clayco Gas Company,
a corporation organized and existing under the laws of the State
of West Virginia, and the South Penn Oil Company, a corpora-
tion organized and existing under the laws of the State of Penn-
sylvania, pursuant to the terms and conditions of contracts which
were filed with the Commission by the Clayco Gas Com-
pany and the South Penn Oil Company on September 3, 1938, in
compliance with Section 4 (c) of the Natural Gas Act and the
Commission’s Order No. 53;

Wherefore, the Commission finds that:

It is necessary and proper, in the public interest, and to aid in
the enforcement of the provisions of the Natural Gas Act, that an
investigation be instituted by the Commission, on its own motion,
into and concerning all rates, charges, classifications, rules, regu-
lations, practices or contracts of the Hope Natural Gas Company,
and into and concerning the contracts, agreements and arrange-
ments pursuant to which the Hope Natural Gas Company pur-
chases natural gas;



30 ORDER INSTITUTING INVESTIGATION

The Commission, on its own motion, orders that :

(A) An investigation of the Hope Natural Gas Company be
and is hereby instituted, for the purpose of enabling the Com-
mission: . (1) Te determine with respect to said company,
whether, in connection with any transportation or sale of natural
gas subject to the jurisdiction of the Commission, any rate,
charge, or classification demanded, observed, charged or collected

or any rule, regulation, practice, or contract affecting such
3 rate, charge, or classification, is unjust, unreasonable, un-

duly discriminatory, or preferential; and (2) if the Com-
mission shall find that any such rate, charge, classification, rule,
regulation, practice, or contract is unjust, unreasonable, unduly
diseriminatory, or preferential, to determine and fix by appro-
priate order or orders just, reasonable, and nondiscriminatory
rates, charges, classifications, rules, regulations, practices, or con-
tracts to be thereafter observed and in force;

(B) Said investigation shall include an inquiry into and the de-
termination of the reasonableness and lawfulness of the purchase
prices paid by the Hope Natural Gas Company for natural gas,
including the prices paid to the Clayco Gas Company and the
South Penn Oil Company.

By the Commission.
Leox M. Fuquay, Secretary.
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1 United States of America
Federal Power Commission

Commissioners: Clyde L. Seavey, Acting Chairman ; Claude L.
Draper, John W. Scott. Basil Manly, not participating.

- JunE 6, 1939.
In the Matter of Hope Natural Gas Company

Docket No. G-113

ORDER DISMISSING PETITION AND SUPPLEMENT THERETO
REQUESTING MODIFICATION OF ORDER INSTITUTING INVES-
TIGATION

It appearing to the Commission that:

(a) On October 14, 1938, the Commission on its own motion,
adopted an order instituting an investigation of the Hope Nat-
ural Gas Company for the purpose of enabling the Commission
(1) to determine, with respect to said company, whether, in con-
nection with any transportation or sale of natural gas subject to
the jurisdiction of the Commission, any rate, charge, or classifica-
tion demanded, observed, charged, or collected or any rule, regu-
lation, practice, or contract affecting such rate, charge, or classi-
fication, is unjust, unreasonable, unduly discriminatory, or pref-
erential; and (2) if the Commission shall find that any such rate,
charge, classification, rule, regulation, practice, or contract is
unjust, unreasonable, unduly discriminatory, or preferential, to
determine and fix by appropriate order or orders just, reasonable
and nondiscriminatory rates, charges, classifications, rules, regu-
lations, practices, or contracts to be thereafter observed and in
force;

(b) On January 9,1939, the City of Cleveland, Ohio, filed with
the Commission a petition praying that the Commission modify
its order of October 14, 1938, to include an investigation whether
Hope Natural Gas Company has violated the Natural Gas Act
by charging to the receiving from The East Ohio Gas Company
an unreasonable, unjust and discriminatory rate for natural gas
delivered at the Ohio River on and since June 21, 1938, the effec-
tive date of the Natural Gas Act, at least insofar as the average
charge made by Hope Natural Gas Company and payment re-

484808—42——3 :
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ceived from The East Ohio Gas Company has exceeded 30 cents
per m. ¢. f.; said petition prays for a determination by the Com-
mission that the Natural Gas Act has been so violated by Hope
Natural Gas Company ever since June 21, 1938, and prays that
the information concerning such matter be made available to
The Public Utilities Commission of Ohio and to the City of
Cleveland ;

(¢) On February 6, 1939, the Hope Natural Gas Company filed
with the Commission its answer to said petition of the City of
Cleveland, denying that the contract price charged for natural
‘gas to The East Ohio Gas Company was on June 21, 1938, and
at all times thereafter excessive, unjust, unreasonable, and discrim-

inatory, and ecalling attention to proceedings before The
2 Public Utilities Commission of Ohio approving said con-

tract price; said answer avers that the inquiry and deter-
mination requested in the petition filed by the City of Cleveland
will be of no assistance either to the City of Cleveland or to The
Public Utilities Commission of Ohio;

(d) On March 10, 1939, the City of Cleveland filed a supple-
ment to its petition for a modification of the order of the Com-
mission of October 14, 1938, reciting in said supplement that The
Public Utilities Commission of Ohio has entered an order in the
proceeding pending before it, that the decision of The Public
Utilities Commission has been appealed to the Supreme Court of
Ohio, and averring that an investigation and determination as
prayed for in the petition should be of assistance to the City of
Cleveland in the Supreme Court of Ohio and to the City of Cleve-
land and The Public Utilities Commission of Ohio on remand
of the orders of said Public Utilities Commission of Ohio;

(e} On April 8, 1939, the Hope Natural Gas Company filed
with the Commission its answer to said supplement to the peti-
tion of the City of Cleveland, alleging that the investigation and
determination prayed for in the petition of the City of Cleve-
land will not be of any assistance to the City of Cleveland in
the Supreme Court of Ohio;

It further appearing to the Commission that :

(f) The investigation of the Hope Natural Gas Company now
in progress in this proceeding will include the compilation of
information and data which will be relevant to the determination
of just, reasonable, and nondiscriminatory rates and charges
since the effective date of the Natural Gas Act, and
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The Commission, having considered the said petition and sup-
plement thereto of the City of Cleveland and the answers thereto
of the Hope Natural Gas Company, finds that:

It will not be necessary to a full exercise of the power and
authority of this Commission that said order of investigation,
adopted herein on October 14, 1938, be amended or modified as
requested by the City of Cleveland ;

The Commission orders that :

The petition of the City of Cleveland, filed on January 9, 1939,
praying for a modification of the order of the Commission of
October 14, 1938, and the supplement to said petition, filed on
March 10, 1939, be and they are hereby dismissed.

By the Commission.

Leox M. FrQuay, Secretary.
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1 United States of America
Federal Power Commission

Commissioners: Clyde L. Seavey, Chairman ; Claude L. Draper,
Basil Manly, Leland Olds, John W. Scott.

OcroBer 3, 1939.

CrtY oF CLEVELAND, COMPLAINANT
’ .

Horpe Naturarn Gas COMPANY, DEFENDANT

Docket No. G—100

CrrY oF AKRON, COMPLAINANT
v.

Hore Naturar Gas CoMPANY, DEFENDANT

Docket No. G-101

In the Matter of Hore Naturar Gas CoMPANY

Docket No. G-113

PexnNsyrvania Poeuic Utiuity CoMMISSION, COMPLAINANT
v,

Horpe Narurar Gas CoMPANY, DEFENDANT

Docket No. G-127

ORDER FIXING DATE OF HEARING

It appearing to the Commission that:

(a) In Docket No. G-100, on July 6, 1938, the City of Cleve-
land, Ohio; and in Docket No. G-101, on July 25, 1938, the City of
Akron, Ohio, filed complaints with the Commission against the
Hope Natural Gas Company, alleging that the price charged by
the Hope Natural Gas Company to The East Ohio Gas Company,
an affiliated company, for natural gas sold and delivered at the
Ohio River for resale to domestic, commercial, and small industrial
consumers in the cities of Cleveland and Akron and elsewhere,
is excessive, unjust, unreasonable, greatly in excess of the price
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charged by the Hope Natural Gas Company to nonaffiliated com-
panies at wholesale for resale to domestic, commercial, and small

industrial consumers, and greatly in excess of the price
2 charged by Hope Natural Gas Company to The East Ohio

Gas Company for resale to certain favored industrial con-
sumers in Ohio and therefore unduly discriminatory between cus-
tomers and between classes of service. Said complaints prayed
for an investigation by this Commission and a finding that the price
charged The Eat Ohio Gas Company by the Hope Natural Gas
Company for gas sold and delivered at the Ohio River is excessive,
unreasonable, and unjustly discriminatory, and for the fixing of a
just, fair, and reasonable rate;

(b) On August 18, 1938, and August 26, 1938, the Hope Natural
Gas Company filed its answers to the complaints of the City of
Cleveland and the City of Akron in Docket No. G-100 and Docket
No. G-101, respectively, in which it denied that the price charged
by the Hope Natural Gas Company to The East Ohio Gas Com-
pany for natural gas for resale to domestic, commercial, and small
industrial consumers is excessive, unreasonable, or discriminatory;

{c) In Docket No. G113, on October 14, 1938, the Commission,
on its own motion, adopted an order instituting an investigation
of the Hope Natural Gas Company for the purpose of enabling
the Commission (1) to determine, with respect to said company,
whether, in connection with any transportation or sale of natural
gas subject to the jurisdiction of the Commission, any rate, charge,
or classification demanded, observed, charged, or collected or
any rule, regulation, practice or contract affecting such rate,
charge, or classification, i1s unjust, unreasonable, unduly dis-
criminatory, or preferential; and (2) if the Commission shall
find that any such rate, charge, classification, rule, regulation,
practice, or contract is unjust, unreasonable, unduly discrimina-
tory, or preferential, to determine and fix by appropriate order
or orders just, reasonable and nondiscriminatory rates, charges,
classifications, rules, regulations, practices, or contracts to be
thereafter observed and in force;

(d) Said order instituting an investigation was duly served
upon the Hope Natural Gas Company and was received by said
company on October 15, 1938;

(e) In Docket No. G-127, on March 23, 1939, the Pennsylvania
Public Utility Commission filed a complaint with the Commission
against the Hope Natural Gas Company, alleging that the prices
charged by the Hope Natural Gas Company to The Peoples
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Natural Gas Company, the Fayette County Gas Company, and
- The Manufacturers Light and Heat Company, for natural gas
sold and delivered at points on the Pennsylvania-West Virginia
state line for resale in the State of Pennsylvania, are unlawful,
excessive, unreasonable, and discriminatory, and said complaint
prays for an investigation by this Commission of said prices and
for the fixing of just, fair, and reasonable rates;

(f) On April 25, 1939, the Hope Natural Gas Company filed

its answer to the complaint of the Pennsylvania Public
8 Utility Commission in Docket No. G-127, in which it denied

that the prices charged by the Hope Natural -Gas Company
to The Peoples Natural Gas Company, the Fayette County Gas
Company, and The Manufacturers Light and Heat Company are
unlawful, excessive, unreasonable, and discriminatory;

(g) Hope Natural Gas Company has in course of preparation
a restatement of the cost of its property and plant and represent-
atives of the Commission have been informed that such restate-
ment studies are substantially completed and will be entirely
completed within a comparatively short time;

The Commission orders that:

(A) A public hearing in these proceedings be held commenc-
ing on December 4, 1939, at ten o’clock a. m., in the Hearing Room
of the Federal Power Commission, Hurley-Wright Building, 1800
Pennsylania Avenue, N. W., Washington, D. C., and at said public
hearing, pursuant to the provisions of Sec. 50.63 of the Provisional
Rules of Practice and Regulations Under the Natural Gas Act,
the order of procedure will be for the Hope Natural Gas Com-
pany to open and close these proceedings with the presentation of
its evidence relevant and material to the question whether, in
connection with any transportation or sale of natural gas subject
to the jurisdiction of the Commission, any rate, charge, or classi-
fication demanded, observed, charged, or collected by said Hope
Natural Gas Company, or any rule, regulation, practice or con-
tract affecting such rate, charge, or classification, is unjust, un-
reasonable, unduly discriminatory, or preferential;

(B) Docket Nos. G-100, G-101, G-113, and G-127 be and they
are hereby consolidated for purposes of hearing thereon;

(C) Hope Natural Gas Company is hereby requested to sub-
mit at said hearing the restatement of the cost of its property
and plant mentioned in paragraph (g) of this order.

By the Commission.

Leox M. Fuquax, Secretary.
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STATEMENT OF COMPANY COUNSEL ON ORDER OF PROOF

Transcript pages 26-28
L

26 Mr. Cockrey. There is one preliminary matter, if the

Examiner please, and that has to do with the question raised
by the Commission’s order of October 3, 1939, which consolidated
all of these complaints with an investigation by the Commission
on its own motion, and directed, in accordance with the Provisional
Rules of the Commission under the Natural Gas Act, and 1 am
quoting this:

“That the order of procedure will be for the Hope Natural Gas
Company to open and close these proceedings with the presenta-
tion of its evidence.”

The Natural Gas Act, of course, does not place the burden of

proof in a technical sense upon the company unless the com-
27  pany is asking for an increase of rates or a change of rates

or is asking for some other relief. The Hope Company in
this case has not as yet, at least, made any application for an
increase of rates. It has not petitioned for any relief. Com-
plaints have been filed against it by the cities of Cleveland and
Akron, and by the Pennsylvania Comniission, charging in the most
general terms that their rates are unreasonable and diseriminatory.
Those complaints do not advise the Hope Company in any respect
in which it is claimed that the rates are unreasonable and dis-
criminatory—just a general charge.

Now, we are not disposed to quarrel with the order of the Com-
mission designating that we go forward first, although it seems to
us a little unusual to require the defendant company to come in
and present evidence to refute charges that have not yet been sub-
stantiated or have not even been specified with sufficient definite-
ness that any one can tell what the charges are. We assume that
the Commission in making that order is doing it pursuant to a
diseretion that it has to conduct its own investigation in any way
that it sees fit, and if it wants to conduct its investigation by desig-
nating the order of proof wihou changing he burden of proof in
any respect, we see no objection and will be glad to cooperate with
that method of procedure, but we do want to have it noted that

the Hope Company itself is not thereby, by going forward
28 in the first instance, is not thereby assuming any burden of
proof, because it does not lie upon the Hope Company under
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the Act, but that it is reserving all of its rights under the Act and
under the law as it has been interpreted by the courts many times
that the burden of proof is always upon the man who makes the
charge and not upon the man who is defending it. With that
reservation, we are willing to proceed in accordance with the orders

of the Commission.
L] L *
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1 United States of America
Federal Power Commission

Commissioners: Leland Olds, Chairman, Claude L. Draper,
Basil Manly, John W. Scott and Clyde L. Seavey.

Ocroser 1, 1940.

Crry or CLEVELAND, COMPLAINANT
.
Hore NaruraL Gas CoMPANY, DEFENDANT

Docket No. G-100

Crry oF AKRON, COMPLAINANT
V.
Hore NaruraL GGas COMPANY, DEFENDANT

Docket No. G101
In the Matter of Hore NatUrRAL Gas COMPANY
Docket No. G-113

Pen~NsYLVaNIA PusLic UriLity CoOMMISSION, COMPLAINANT
v.
Hore NaturaL Gas COMPANY, DEFENDANT

Docket No. G-127

ORDER FIXING DATE FOR HEARING ON MOTION FOR AN
IMMEDIATE ORDER REDUCING RATES

It appearing to the Commission that:

(a) On July 6, 1938, a complaint was filed by the City of
Cleveland against the rate charged by defendant Hope Natural
Gas Company to its affiliate, The East Ohio Gas Company, for
gas produced in the Sfafe of West Virginia and delivered at the
Ohio River for transportation to and resale in Cleveland, and it
prayed for an investigation by the Federal Power Commission, a
finding that said River Rate is excessive, unreasonable, and un-
justly discriminatory, and for the fixing of a just, fair, and reason-
able rate; .

(b) On July 25, 1938, a complaint was filed by the City of
Akron against Hope Natural Gas Company, alleging that the
price charged by the Hope Natural Gas Company to The East
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Ohio Gas Company, an affiliated company, for natural gas
2 sold and delivered at the Ohio River for resale to domestic,

commercial and industrial consumers in the City of Akron
and elsewhere, is excessive, unjust, unreasonable, greatly in
excess of the price charged by the Hope Natural Gas Company
nonaffiliated companies at wholesale for resale to domestic,
commercial and industrial consumers, and greatly in excess of the
price charged by Hope Natural Gas Company to The East Ohio
Gas Company for resale to certain favored industrial consumers
in Ohio and therefore unduly discriminatory between customers
and between classes of service;

(¢) On August 18, 1938 and August 26, 1938, the Hope Natural
Gas Company filed its answers to the complaints of the City of
Cleveland and the City of Akron, respectively, in which it denied
that the price charged by the Hope Natural Gas Company to
The East Ohio Gas Company for natural gas for resale to domes-
tic, commercial, and industrial consumers is excessive, unreason-
able, or discriminatory ;

(d) On October 14, 1938, this Commission, on its own motion,
ordered an investigation of the Hope Natural Gas Company for
the purpose of enabling the commission :

“(1) To determine with respect to said company, whether, in
connection with any transportation or sale of natural gas subject
to the jurisdiction of the Comunission, any rate, charge, or classi-
fication demanded, observed, charged or collected or any rule,
regulation, practice, or contract affecting such rate, charge, or
classification, is unjust, unreasonable, unduly discriminatory, or
preferential; and (2) if the Commission shall find that any such
rate, charge classification, rule, regulation, practice, or contract
is unjust, unreasonable, unduly discriminatory, or preferential,
to determine and fix by appropriate order or orders just, reason-
able, and nondiscriminatory rates, charges, classifications, rules,
regulations, practices, or contracts to be thereafter observed and
in force;

“Said investigation shall include an inquiry into and the de-
termination of the reasonableness and lawfulness of the purchase
prices paid by the Hope Natural Gas Company for natural gas,
including the prices paid to the Clayco Gas Company and the
South Penn Oil Company.”

(e) On March 23, 1939, the Pennsylvania Public Utility Com-
mission filed a complaint with the Commission against the Hope
Natural Gas Company, alleging that the prices charged by the
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Hope Natural Gas Company to The Peoples Natural Gas Com-

pany, Fayette County Gas Company, and the Manufacturers
3 Light and Heat Company, for natural gas sold and de-

livered at points on the Pennsylvania-West Virginia State
line for resale in the State of Pennsylvania, are unlawful,
excessive, unreasonable, and discriminatory, and prayed for an
investigation by this Commission of said prices and for the fixing
of just, fair, and reasonable rates, and that on April 25, 1939, the
Hope Natural Gas Company filed its answer to the complaint of
the Pennsylvania Public Utility Commission;

(f) On October 3, 1939, the Commission entered an order con-
solidating Docket Nos. G-100, G-101, G-113, and G-127 for hear-
ing and fixed the date for the first hearing which was subse-
quently postponed to April 1, 1940, upon the request of Counsel
for the Hope Natural Gas Company ;

(g) Since April 1, 1940, hearings have been held from time to
time in Clarksburg, West Virginia, and at those hearings the de-
fendant-respondent company has appeared by counsel, has had
full opportunity to be heard, has offered and presented both oral
and documentary evidence, has been subjected to cross-examin-
ation, has engaged in redirect examination, and has presented
all the evidence relating to the issues herein which it chose to
present in opening the proceedings as directed by the Commis-
sion’s order of October 3, 1939;

(h) On April 2, 1940, the Commission granted petitions to
intervene filed by the Public Service Commission of West Vir-
ginia and the State of West Virginia;

(i) On September 23, 1940, Counsel for the Cities of Cleveland
and Akron, Ohio, filed a “Motion for an Immediate Order Re-
ducing Rates”, which had a certificate attached showing service
by mail upon all parties;

(j) In the motion it is moved “that the Commission enter an
immediate order for a Hope-East Ohio rate reduction of approx-
imately $662,000 per year, and that the Commission fix just and
reasonable rates for gas sold by Hope Natural Gas Company
to The East Ohio Gas Company for natural gas delivered at
the Ohio River for resale to consumers in Cleveland, Akron, and
elsewhere effecting said reduction upon the Hope company’s own
testimony herein, without prejudice to the power and authority
of the Commission to find said reduced rates excessive upon the
testimony of the Commission’s staff to be hereafter offered in
evidence, and without prejudice to the power and authority
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of the Commission to further reduce said River Rates upon its

own motion or otherwise at any time hereafter, upon good

cause shown; and that the Commission proceed immediately to

fix by order dates for briefs and oral argument upon this
motion.”;

4 (k) The specific allegations or grounds for said motion
are more fully set out therein and the same are hereby in-

corporated herein and made a part hereof;

The Commission, therefore, orders that :

(A) The “Motion for an Immediate Order Reducing Rates”
be and it is hereby. set down for hearing before the Commission,
en banc, on November 20, 1940, at 10:00 a. m., in the hearing
room of the Federal Power Commission, 1800 Pennsylvania Ave-
nue, N. W., Washington, D. C., at which time counsel for the
respective parties may present oral argument;

(B) Main briefs in support of or in opposition to said motion
shall be filed on or before November 1, 19403 reply briefs shall be
filed within ten days after November 1, 1940.

By the Commission.

Lron M. Fuquay, Secretary.
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1 United States of America
Federal Power Commission

Commissioners: Leland Olds, chairman; Claude L. Draper,
Basil Manly, John W. Scott and Clyde L. Seavey.

DeceMBER 20, 1940.
Crry or CLEVELAND, COMPLAINANT

V.

Hore Naturar Gas CoMPANY, DEFENDANT
Docket No. G-100
CrrY oF AKRON, COMPLAINANT

V.

Hore Naturar Gas CoMPANY, DEFENDANT
Docket No. G101
In the Matter of Hore NatoraL Gas CoMPANY
Docket No. G-113

Penxsyovanta Poueric Utitity CoMMISSION, COMPLAINANT

.

Hope NaturaL Gas CoMPANY, DEFENDANT
Docket No. G-127

ORDER DENYING MOTION FOR AN IMMEDIATE ORDER
REDUCING RATES

Upon consideration of the joint “Motion for an Immediate
Order Reducing Rates” for natural gas sold at wholesale by Hope
Natural Gas Company to the East Ohio Gas Company, filed by
the Cities of Cleveland and Akron, Ohio, on September 23, 19407
the main and reply briefs in support of the joint Motion filed by
the Cities; the main and reply briefs and exceptions to the
Cities’ proposed findings filed in opposition by Hope Natural
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Gas Company; the exceptions, objections and joint motions of
the State of West Virginia and the Public Service Commission
of West Virginia filed on November 20, 1940, with respect to the
Cities’ Motion; the oral arguments on the Cities’ Motion pre-
sented to the Commission siting en banc on November 20, 1940,
by counsel on behalf of the Cities, the Company, the State of
West Virginia and the Public Service Commission of West
Virginia and the entire evidence adduced of record in the above-
entitled proceedings;

The Commission finds that:

There is insufficient evidence of record, at this time, to support

the prayer for relief requested by the movants;
2 The Commission orders that:
(A) The joint motion of the Cities of Cleveland and
Akron, Ohio, for an immediate order reducing rates for natural
gas sold at wholesale by the Hope Natural Gas Company to the
East Ohio Gas Company be and it is hereby denied without
prejudice;

(B) This order is not to be construed as a determination ‘of
any of the issues in the pending principal proceedings involving
the reasonableness of the interstate wholesale rates of the Hope
Natural Gas Company, but is confined to the merits of the present
joint motion filed by the Cities of Cleveland and Akron, Ohio.

By the Commission.
Leox M. Fuquay, Secretary.
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2180 STATEMENT OF COMMISSION COUNSEL ON
THE ISSUES

Transcript pages 2180-2182

Mr. Serineer. Mr. Examiner, I should like to make an opening
statement at this time.

In order that there will be no doubt about the issues in this rate
case, I should like to outline what will be shown by the facts, which
the Commission’s staff will present beginning today.

Considering the rate base first—we will present evidence which
will show that the Hope Natural Gas Company’s prudent invest-
ment or adjusted book cost, in other than distribution property and
before allocation, as of December 81, 1938, is approximately .
$51,200,000. Hope Natural Gas Company’s book reserve for depre-
ciation and depletion, excluding specific distribution system
reserves, totaling $39,320,000, appears to be excessive as a measure
of the accrued depreciation and depletion in the Company’s prop-
erty, so we will present evidence, based upon the straight-line and
production depreciation methods, to show that the depreciation and
depletion reserve requirement relating to the above property is
about $23,500,000, and that this is the best measure of the accrued
depreciation and depletion in the property. It may be noted that
the excess of the Company’s book reserve over the reserve require-
ment is about $15,800,000, which might be considered capital con-
tributions made by consumers in the past and the total book reserve

might be deducted equitably in determining the rate base.
2181 We have exposed the fundamental defects in the Hope

Natural Gas Company’s trended original cost, its estimated
reproduction cost new, and its claimed “observed-accrued” depre-
ciation by cross-examination, but we may elect to present concise
rebuttal evidence on these three subjects in addition.

The Company’s misnamed, but claimed “original cost” contains
about $17,000,000 which the Company did not choose to capitalize
in the past by election of the management, but which it now
attempts to capitalize retroactively. We disagree on principle with
this attempt to place multiple charges on the consumers and we will
recommend to the Commission that the rate base in this case be
predicated upon the only reliable evidence which the record will
contain, that is, the Company’s prudent investment or adjusted book
cost of approximately $51,200,000, in other than distribution prop-
erty and before allocation, less the depreciation and depletion
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reserve requirement of approximately $23,500,000, plus working
capital of about $2,000,000, whieh produces a depreciated rate base
of about $29,700,000 for the end of 1938. Of course, we will present
evidence to bring all these figures up to date.
~ We will present the facts which will enable the Commission to
determine: (1) Whether the Company’s gas reserves are adequate;
(2) whether the Company pays a reasonable price for the
2182 great quantity of gas which it purchases; and (3) whether
Hope Natural Gas Company receives a fair price for the gas-
oline extracted from its gas by its affiliate, Hope Construction and
Refining Company.- Until the Company presents more convincing
proof of the portion of its investment in its 600,000 unoperated acres
-which is devoted to its gas service and is useful in the reasonably
near future, we will recommend that the entire amount be excluded
from the rate base and that the related delay rentals be excluded
from the allowable operating expenses. We will also present
appropriate evidence showing the revenues, expenses and resulting
operating income of the Hope Natural Gas Company.

We will present facts relevant to the rate of return which is fair
and reasonable for the Hope Natural Gas Company.

We intend to present evidence to show the segregation of the
Company’s revenues, operating expenses, depreciation, depletion
and return as between its intrastate and interstate business.

Considering Hope’s operating income and applying a reasonable
rate of return to the recommended depreciated prudent invest-
ment rate base, there is indicated a substantial reduction in the
interstate wholesale rates of the Hope Natural Gas Company.
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1 United States of America
Federal Power Commission

Commissioners: Leland Olds, Chairman, Claude L. Draper,.
Basil Manly, John W. Scott and Clyde L. Seavey.

OcroeEr 3, 1941.
Crry or CLEVELAND, COMPLAINANT

v.

Hore NaTurRAL Gas CoMPANY, DEFENDANT
Docket No. G-100-
Crry or AERON, COMPLAINANT

v,

Hore NaTuraL Gas CoMPANY, DEFENDANT
Docket No. G-101
In the Matter of Hope Naturar Gas CoMPANY
Docket No. G-113
PexxsyLvania Pusric UtiLity COMMISSION, COMPLAINANT

V.

Hore NaTuraL Gas CoMPANY, DEFENDANT
Docket No. G-127

ORDER (1) DENYING APPLICATION FOR SERVICE OF TRIAL.
EXAMINER’S REPORT AND (2) GRANTING ORAL ARGUMENT

Upon application of Hope Natural Gas Company, filed Sep-
tember 30, 1941, requesting, as separate application, (1) that any
trial examiner’s report in this proceeding be served upon it, and
(2) ‘that it be granted oral argument before the Commission en
banc;

It appearing to the Commission that:

(a) Section 19 (a) of the Natural Gas Act provides in part.
as follows:

484808—42— 4
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Any person, State, municipality, or State commission aggrieved
by an order issued by the Commission in a proceeding under
2 this Act to which such person, State, municipality, or State
commission is a party may apply for a rehearing within
thirty days after the issuance of such order. The application for
rehearing shall set forth specifically the ground or grounds upon
which such application is based. Upon such application the Com-
mission shall have power to grant or deny rehearing or to abrogate
or modify its order without further hearing * * *;

(b) Under this provision of the Act any aggrieved party, in it9
application for rehearing, may take exception to any or all ﬁndmgs
of the Commission, its failure to make necessary findings, or any
order or conclusions embodied in the opinion or order of the
Commission

(¢) Such statutory procedure provides a direct and adequate
means of excepting to any part of the Commission’s order by which
a party deems himself aggrieved and avoids the cumbersome and
frequently futile procedure of taking exceptions to the merely
advisory findings and conclusions of the examiner, many of which
may not be accepted by the Commission or be incorporated in the
Commission’s order,

Wherefore, the Commission orders that:

(A) Applicant’s request for service upon it of any trial exam-
iner’s report which may be made herein be and the same is hereby
denied ;

(B) Oral argument on the issues raised at the hearing herein be
had before the Commission, en banc, on October 27, 1941, at 9:45
a. m., in the Hearing Room of the Commission, 1800 Pennsylvania
Avenue NW., Washington, D. C.

By the Commission.

Leon M. Fuquay, Secetary.
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1 United States of America

Federal Power Commission

Commissioners: Leland Olds, Chairman, Claude L. Draper,
Basil Manly, John W. Scott and Clyde L. Seavey.
' Novemsrr 4, 1941.
Crry oF CLEVELAND, COMPLAINANT '
V.

Hope NATURAL Gas COMPANY, DEFENDANT

Docket No. G-100

Crry oF AEKRON, COMPLAINANT
v.

Hore Naturar Gas COMPANY, DEFENDANT

Docket No. G-101

In the Matter of HorE NarurarL Gas CompaNy,
Docket No. G-113

PexNsyrvania PueLic Urinity CoMMISSION, COMPLAINANT
v,

Hope NaTorAL Gas COMPANY, DEFENDANT

Docket No, G-127

ORDER DENYING APPLICATION ¥OR REHEARING

Upon consideration of the application filed on October 23, 1941,
by Hope Natural Gas Company requesting reconsideration and
rehearing with respect to the Commission’s order of October 38,1941,
which denied the application for service of the Trial Examiner’s
Report, but granted oral argument;

The Commission finds that:

Hope Natural Gas Company has been fairly and fully advised
of the legal and factual issues in these proceedings; it has had full
opportunity to test, explain or refute the evidence of record and
to meet the legal and factual issues involved, both by brief and oral
argument before the entire Commission; and will have available
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to it the procedure recited in paragraphs (a), (b), and (¢) of the
Commission’s order of October 3, 1941;
Wherefore, the Commission orders that:
Applicant’s request for a rehearing with respect to the Com-~
mission’s order of October 3, 1941, be and it is hereby denied.
By the Commission.
Lroxn M. Fuquay, Secretary.
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1 United States of America
Federal Power Commission

Commissioners : Leland Olds, Chairman, Claude L, Draper, Basil
Manly, and Clyde L. Seavey.
Jury 7,1942.
Crry oF CLEVELAND, COMPLAINANT
vs.

Hope NaTURAL Gas COMPANY, DEFENDANT
Docket No. G-100

CitY OF AKRON, COMPLAINANT
V8.

Hope NaTURAL GAS CoMPANY, DEFENDANT
Docket No. G-101

PexNsyLvaNia Pusric Utinity COMMISSION, COMPLAINANT
vs.
Hope NATURAL (a8 COMPANY, DEFENDANT

Docket No, G-127

In the Matter of HorE NaTuraL (Gas CoMPANY,
Docket No. G-113

ORDER DENYING PETITION FOR REHEARING AND STAY

Upon consideration of the petition of Hope Natural Gas Com-
pany filed June 24, 1942, for rehearing and stay with respect to
the Commission’s findings as to lawfulness of past rates and order
reducing rates of that Company entered on May 26, 1942, and
the Commission’s Opinion No. 76; and upon further consideration
of all previous orders in these proceedings, the evidence of record,
the briefs and oral arguments, and adhering to its Opinion No. 76,
findings as to lawfulness of past rates and order of May 26, 1942,
reducing rates;

The Commission finds that: ‘

No new facts have been presented or alleged in the petition for
rehearing which would justify a reversal or revision of the Com-
mission’s Opinion No. 76, findings as to lawfulness of past rates
and order reducing rates, entered May 26, 1942, and no principles
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of law are stated in the petition for rehearing and stay which were
not fully considered by the Commission before it rendered said
opinion, findings and order;
The Commission, therefore, orders that:
The petition for rehearing and stay be and it is hereby denied.
By the Commission,
Lrox M. Fuquay, Secretary.



TESTIMONY OF HOPE WITNESS RHODES 53

TESTIMONY OF HOPE WITNESS RHODES ON ESTIMATED
COST TO REPRODUCE HOPE’S PLANT

Transcript pages 529-761
A %

529 Cross-examined by Mr. SpriNGER:

Q. Mr. Rhodes, you are a stockholder in Ford, Bacon &
Davis, are you not?
530 A. That is correct.

Q. And you are also a stockholder in the Standard Oil
Company (New Jersey) ?

A. Yes.

Q. And the Ford, Bacon & Davis firm has a contract for valua-
tion and other services, I understand, with the Standard Oil Com-
pany of New Jersey and its subsidiaries, has it not ?

A. It has a contract with one of its subsidiaries, which performs
services for various natural gas companies, namely, Gas Company,
Incorporated.

Q. Do you know the annual income derived from that contract %

A. T do not recall what it is; no.

Q. It is substantial, is it not ?

A. Oh,yes. The Standard Oil Company of New Jersey is one of
our more important clients.

Q. Are you directly responsible for unit costs of all construction
and overheads used in this reproduction cost new estimate ?

A. T specified the principles to be followed in determining these
unit costs, the methods of ascertaining labor rates that would have
to be paid, the prices that would have to be paid for materials, and

Isat in and consulted freely and continuously with the men
531 responsible for the detail work of the various classes of
construction.

Q. Did you use costs observed or used on other projects which
you listed on pages 6 and 7 of Exhibit 16, to arrive at the unit cost

used in the reproduction cost new estimate here ?
* % %

Q. That is on pages 6 and 7 of Exhibit 16-A.

A. The costs in some of these projects and also the more than
45 years of experience of Ford, Bacon & Davis were called upon,
as well as my own personal experience, extending over 35 years—
they represent a composite judgment which is based on all of that
experience,



54 TESTIMONY OF HOPE WITNESS RHODES

Q. Have you had personal experience in a particular construction
project which is similar to the Hope System ?

A. Yes.

Q. Will you describe that, please?

A. The construction of the Southern Natural Gas Corporation’s
system as a whole was handled under my immediate direction

in the field, and simultaneously the pipe line construc-
532  tion of the Mississippi River Fuel Corporation.

Q. Can you give us the dollar amount of the construction,
-approximately ?

A. About 35 million dollars in that particular sphere of opera-
tions that were under my direction, which was carried out in the
period of about a year.

Q. Exactly what did you do in that construction project?

A. On the Southern Natural Gas Company’s construction proj-
ect, Ford, Bacon & Davis were the agents of the owners, the agents
for the Company. The Company itself had previously decided to
carry out the construction itself, got into difficulties, and called us
in to help them and act as their agents. The company’s own organ-
ization carried on relations largely with public authorities and
matters of purely a corporate nature. They carried on the imme-
diate relations with the bankers in getting the money, and I was
responsible for everything else.

Q. You mean that you were the resident engineer ?

A. I was more than that: I was the officer of Ford, Bacon &
Davis acting and functioning as agents for the Southern Natural
Gas Corporation in that entire operation.

Q. Did you supervise the acquiring of the right of way ¢

A. Not personally; no.

Q. How many days did you spend in the field on the
533  project? .

A. The work of directing between these two jobs, some
$35,000,000 in one year, is essentially an executive job. I spent
probably a third of my time away from the office on various con-
struction operations where there was some difficulty or something
requiring special attention.

Q. Did you have prepared a reasonably accurate analysis and
summary of the costs of construction of natural gas projects which
you say you supervised ?

A. The accounting on that project was all handled by men work-
ing under my direction. The men in charge of the accounting later
continued with the company as the accounting department of the



TESTIMONY OF HOPE WITNESS RHODES 55

company after curtailing, of course, the additional men required
in the construction period.
I had no specific analysis of the cost of construction made in the
form of the unit costs of all operations. I did purchase in our
office, without other officers—we did purchase the pipe. I let most
of the contracts for the construction and the portions of the con-
struction that were built with our force account, I organized the
personnel to build those portions of the property.
Q. Have you ever had responsible charge of construction of
natural gas properties in West Virginia?
A. The only construction work with which I have been
584  connected in West Virginia was the construction of a 60-mile
pipe line to carry liquid propane from the Kentucky state

line to South Charleston, West Virginia.

Q. Is that construction comparable with the construction re-
quired in a natural gas pipe line system ? '

A. The methods of construction are the same; yes.

Q. Are the materials?

A. They are the same; yes.

Q. Exactly what did you do on that project?

A. Well, as the—

Q. (Interrupting.) You were the Chief Executive?

A. T was the principal executive in Ford, Bacon & Davis on
construction matters. I personally negotiated and secured the
contract for the building of the line, I approved the specifications,
discussed the planning of the line with the owners, on account of
the special features of the liquid to be carried, and otherwise spent
comparatively little time on the line.

Q. Have you had responsible charge of the construction of natu-
ral gas properties in Pennsylvania ¢

A. Only in an executive capacity.

Q. And in Ohio?

A. In Ohio the same is true. Pipe line construction—it should
be designated as that, because our only construction work

in Ohio along the lines of the natural gas business was a
585  gasoline pipe line from Toledo to Detroit.
Q. Was that construction project comparable to a natural
gas system construction ?

A. The methods of construction and the materials used are
identical.

Q. What other natural gas construction have you supervised in
the Appalachian area?
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A. There are no important projects other than those which have
been named.

Q. And for all of these projects, you have not analyzed the costs
of construction for purposes to be used in this reproduction cost
new exhibit 16-A to I, inclusive?

A. On the construction work which we ourselves have carried
out, namely this liquid propane line in West Virginia and on a
gasoline pipe line in Pennsylvania, and this gasoline pipe line from
Toledo to Detroit, together with a considerable number of other
projects, we have analyzed the costs. The particular ones that were
named were actually constructed by us, and of course, we have all
of the cost records available,

Q. And did you use them in preparing the reproduction cost new
estimate in this case?

A. We used them in guiding our judgment as to what was the

proper performance of men and machines in West Virginia.
536 Q. Are those analyses available for the Federal Power
Commission engineers?

A. The analyses which enable one to form his judgment and to
reflect the considerable experience of an engineering organization
guch as ours, I have not considered as being appropriate material
for working papers. They are not in convenient form to be under-
stood by others. Analyses are, in general, in such work, not car-
ried to the finished condition of the completion of working papers
that are to be prepared for examination by others. Incidentally,
in connection with those papers are costs and information with re-
spect to the construction of other lines that were given to us in
confidence and we cannot make them available to anybody.

Q. Do you mean that we must read your mind, that we cannot
have access to the foundation of the reproduction cost new estimate ?

A. We should be very glad to show a competent, experienced
engineer, familiar with natural gas construction, the process which
we went through in arriving at our final conclusion as to perform-
ance, but I should want to point out that those working papers are
not complete and that there are some parts of it which were given
us in confidence, that we could not show,

Q. Can you tell us now what weight you gave to those cost

analyses in preparing this estimate of reproduction cost

537  of the Hope System?
A. Well, with respect to pipe lines, these cost analyses
compared with experience and supervising the construction and
estimating in advance the cost of some several thousand of miles
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of pipe lines, that experience had to be used in analyzing the costs.
The costs of lines are affected by more things than appear on the
face of it. T have clearly in mind two construction jobs which we
had cost records on, one of which was constructed in ordinary
weather and the other of which was constructed in just about the
wettest period that has ever existed in the territory involved. The
lines were of the same size, the country was very similar, but the
one built in wet weather cost fully twice as much as the one built
in dry weather. T am talking now about the laying costs.

Now, in analyzing these various costs, it is necessary to know
the facts, or you can be very badly misled, and incidentally this wet
weather experience of ours was ignored, except to the extent of
measuring the possible effects of the normal rainfall in country
such as West Virginia.

Q. Then, in your assumed construction period of three years for
your reproduction cost estimated of the Hope System, that was
related to normal weather conditions of West Virginia ?

A. That is correct; the normal amount of rainfall, and assumed

no attempt to work at all in the worst two months of
538  the winter, generally January and February.

Q. Are the laying costs which you used in reproduction
cost new comparable to the described costs of wet-weather con-
struction experience that you have just named ? .

A. The reproduction costs or cost of laying pipe lines, which
is what we are talking about, is based on weather condtions that are
normally to be expected in ten months of the year in West Virginia.

Q. Isthat lower or higher than the experience of the wet weather
conditions which you described previously ?

A. Much lower.

Q. Then you will make available the average cost analyses to
our engineers?

A. T will be glad to have those analyses explained to an experi-
enced pipe line engineer, but it is understood, however, as I
explained before, they are nebulous, and some of it cannot be shown.

Q. Nebulous and hypothetical ?

A. Not at all hypothetical. The costs are facts, and this valua-
tion is based on facts.

Q. Nebulous facts?

A. No. Tsaid the working papers are not complete to the extent
that working papers need to be carried to be made available
in the independent examinations of others. You do not
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539  label things. They serve your purpose and then you are
through with them.

Q. Do you have a uniform formula for analyzing costs of con-
struction projects? '

A. No.

Q. In preparing your reproduction cost new estimate, Exhibits
16-A, to I, inclusive, what consideration did you give to the actual
experience of the Hope Company in the construction of its property
as recorded on its books?

A. The performance of men in handling pipe line construction
by the company during the year 1925 was given careful considera-
tion. The book records were available as to the performance of
men, and this experience of the Hope Company during periods of
heavy construction, was one of the guides to the final conclusion
which we reached.

Q. Does the extent. of your reliance on that information show in
your working papers ?

A. No. The engineers in reaching conclusions as to what is the
fair and proper average cost or average performance do not spe-
cifically weight specific things. They take into account all of the
facts that ave at their command at the time, and they temper those
facts with knowledge of the conditions under which the construc-

tion is carried out. They take into account their other
540  experiences on other projects, and reach a final conclusion,

and the process of getting the final answer is not
mathematical.

Q. Yousay that your experience has been mostly as an executive
on pipe line construction. Do you mean that you have assistants
who are experienced men and convey from their minds to yours

these various elements that go to make up the costs?
* ok %

The Wrrwess. Well, as to the first part of the question, I have
not worked in the ditch. My responsibility has extended
from executive work where I was immediately responsible, and I
spent quite a lot of time in the field on actual construction. A
great deal of the work is far from executive when there is trouble.
It hasextended from that on some projects to, as I explained before,
the complete executive charge of a large operation such as that of
the Southern Natural Gas Company,

With respect to the second part of the question, I have assistants
working for me, and who worked on this job, who themselves have
actually been out in the field, men who have worked in the ditch in
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West Virginia and know what can be gotten out of the men.
541 These results represent the combined opinion of these men,

and they place before me the facts of their own respective
kinds of experience, and I reached the final conclusions as to the
basic performances to be used, based on their experience, extending,
as I say, right down to the man in the ditch.

The TriarL ExamINer. Their experience was recorded, was it not?

The Wrrness. My experience, yes.

The Trrar ExaMiNer. Noj their experience. That is, the experi-
ence of the man in the ditch and the man who stands on the side of
the ditch is recorded as to the productivity of the men and the
machines, from day to day from week to week and from month to
month, is it not ?

The WirNess. Yes; but generally the cost accounting, during the
construction of a pipe line, particularly that of contractors, is
carried out in the manner to assist them in bidding on future jobs.
No two pipe line constructors use the same method of cost account-
ing. The contractor changes his methods from job to job, and for
that reason the records of construction of several contractors or
several job foremen cannot be put down in a table and added up
and divided to get the answer. It is necessary to find out what

" they mean, .
The Triar, ExamMINER. Do you and your assistants always use
the same methods at the same time ¢
542 The WrrNess. My job was to bring these things so that
they were talking the same language, and that the fellow
that directed the job as an executive would talk the same language
as the fellow that was the job foreman.

The TrisL ExamiNer. What I am trying to find out is how you
found out that you were talking the same language.

The Wrrness. Because, having known these men for many years,
you learn their language.

The Triar ExamiNer. T judge then that they always used the
same method, is that correct?

The Wrrness. They generally mean the same thing by the same
words, and it is quite important in building up a composite result
of their experience, to do that. Your field men, for instance, that
is, the foreman out on the job, he is very prone to thing of perform-
ance as the time that he can boast about when he has been able to
get a good day. The executive responsible for the job discounts
that, and if he is responsible for putting in a bid, he has a tendency
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to overdiscount it, the same way as the actual construction foreman
has boasts in his ideas. ’

All of those things have to be ironed out, and they have been
ironed out at the expense of a great deal of effort in this particular
job.

The Trisar Examiner. The effect of that is that the

543  estimate of costs which might be made on the basis of the

field man’s experience would be increased by the action you
would take on that information, is that not true?

The Wrrness. In general that is so; yes. The field man

The Triar ExaminNer (interrupting). Well, it is a fact, is it not,
that your estimate of the costs of a proposed project is based on
your actual experience in connection with the actual construction
of similar projects?

The Wrrness. That is right.

The Triar ExaMINER. And that experience is recorded, is it not ?

The Wirness. It is recorded in the working papers, yes, sir.

The Triar Examiner. And in making your estimate of the cost
of this proposed project, you referred, I presume, to those recorded
costs, did you not

The Wrirness. The starting point of the estimate—unit price
estimates—in the working papers here, 1s the composite result of
our experience. We do not start de novo on every valuation or
every reproduction cost determination which we make, and build
the costs all over again. Some of these unit costs, particularly in

matters of building construction, of the type involved here,

544  have been used by us for so long, that we do not redetermine.
In connection with pipe line construction, we started with

certain basic performances of men and machines, of sizes and kinds
of pipe lines that control the type of equipment that you will use.

Now, in arriving at those basic performances, that is the job that
we have to do in advance of preparing unit costs, and it is work
that is done not only in connection with this particular piece of
work, but with a lot of pieces of work that we have been and are
doing,

- As I say, there are working papers in our own private files that
could be explained in rather considerable complexity to an exam-
ining engineer.

The Triar ExamIinNer. You start then with the same basis in
making your estimate with respect to every project ?

The Wrrness. All of the work that we have done recently in
pipe line construction, for instance, starts from this same experience
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of ours, but it was only within the past two or three years that I
have attempted to bring together in concrete form this diversified
experience of our firm and this work here represents that experience
after pretty careful and thorough study of our experience and
experience of the men.

The TriaL EXaAMINER. You may proceed.

By Mr. SPRINGER:

545 Q. Mr. Rhodes, did T understand that a composite judg-
ment of the analysis of construction costs is the basis for your
unit cost development in this case? :

A. That does not, I think, quite represent what T have in mind,
but it is the joint opinion of our men experienced in pipe line
construction work.

Q. When you speak of your men experienced in pipe line con-
struction, are all of those men experienced in pipe line construction
in West Virginia in the area covered by the Hope system ¢

A. No.

Q. Then you may have in your composite judgment, a man’s idea
of unit costs in the Panhandle region as compared with the
Appalachian area?

A. Such costs were taken into account. The method of arriving
at costs was not to say “Well, here is West Virginia and it costs so
much in West Virginia.” A hill is a hill whether it is in West
Virginia or Alabama or where it may be, and the contour of the
ground and the roughness of the ground is measurable by the steep-
ness of the hill, and if & pipe line is to be built up a hill of a certain
steepness, it does not make any difference what state it is in. The
time required to lay that line both as to machines and as to men

is practically the same in West Virginia as elsewhere.
546 It is more in West Virginia, for instance, than the same hill

would be in Arizona, because it rains more in West Virginia,
but basically, the costs are about the same.

If you get flat country, of which there is a little, but not much,
in West Virginia, it does not make any difference whether you are
laying pipe line in West Virginia or where you are laying it, in our
experience in arriving at the unit costs of laying pipe lines here,
analyzing the experience in every conceivable kind of country, from
country where pipe lines cost less than half as much as they do in
West Virginia, to places where pipe lines on the average cost twice
as much as they do in West Virginia. We have taken into account
all of the various kinds and classes of countries.
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Q. Then did you give the West Virginia appraisal its relative
weight in your composite judgment?

A. We made a very extensive field survey of the construction
conditions in West Virginia. The 1,300 miles trunk line, for in-
stance, were very thoroughly surveyed. They were seen at every
place where they could be gotten at with reasonable facility, and
then on the remainder an extensive portion was actually walked by
our construction men to find out just what construction conditions
‘would be encountered.

With respect to the smaller lines that were not the trunk lines,

an extensive sampling of roughly ten percent was selected
547  covering the whole territory, and those lines were studied
and their construction conditions determined.

The result of it is that we actually know the construction condi-
tions in detail that would be encountered on something more than
2,000 miles of pipe line built by this company.

Q. Was the Hope Company’s experience over those same pipe
lines that your men walked available to you?

A, The Hope Company’s experience on the lines, the major
lines, built in 1925 when they were extended south into Boone
County, the company’s labor performance in connection with that
line was studied, in conjunction with the actual construction condi-
tions encountered or to be encountered in building the line today.
Not as they were then. They used oxen when the built that line,
they use tractors today.

Q. You say that you had assistants available who had dug pipe
line ditches in West Virginia. Will you name those men for us?

A. Istated that T had one. Hisname is Evans.

Q. Did he tell you what his conception of labor performance
was in West Virginia for pipe line construction ?

A. He sat down with us and we discussed very thoroughly the

performance of labor under the varioud kinds of conditions
548  and the different degrees of lhilliness and so forth, and he
accepted the figures, as we finally used them.

Q. You spoke of using modern equipment in the performance
basis of your reproduction cost new estimate. I assume the cost
would be less than was actually experienced then or twenty or forty
years ago by the Hope system ?

A. When Hope’s main lines were built, they had some construc-
tion equipment, but they were largely hand jobs. We found on
careful analysis that aside from equipping the various gangs with
tractors, with side booms and winches to assist in handling the pipe
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and snaking it or skidding it through the woods, we found that it
did not pay to use machinery in West Virginia. There are places,
many places, where machines could be used advantageously, if you
could get the machines there, but it costs so much to move this
heavy ditching machinery from place to place, from the good
places to other good places, over ravines and across streams, that
the cost of moving fully offset the advantage of these machines.

So, as it stands today, the laying of a pipe line in West Virginia,
assuming the same rate of wages, would be somewhat lower, because
there are better roads, and more things of that nature, but there

would not be any very great difference.

549 Q. Do you know that a 92-mile transmission pipe line was
built partially with machine ditching in the Hope system?
A. Yes, I do.

Q. And have you reproduced that section of the property with
hand ditching ?

A. The particular line in question was not specifically estimated.
The unit costs were developed to fit the country encountered in each
size of line, and the lines over—in one line, for instance, that is not
the only line of that size.

For instance, we found the average construction conditions to be
encountered by all 12-inch lines, the unit cost for all 12-inch lines
were built up to meet those average conditions.

The constractor on the line in question which you have, it was
well known, lost money.

Q. How do you know that?

A. Because I have a letter from that contractor telling me what
it cost him to build the line and how much he received for it.

Q. May we have access to that letter ?

A. That was given to me in confidence.

Q. Will you tell us how much money he lost ¢

A. T don’t recall the exact figures, but the pipe-laying contractor

received a payment for the work, T think approximately
550 his cash out-of-pocket costs in laying that line, without

anything to cover his general office overhead or the use of
his machinery, let alone any profit.

Q. Was he an experienced pipe line constructor ?

A. Yes. :

Q. And you reproduced the same line with hand ditching and

.the other elements for more or less than he was paid for the job?

A. Tt would be more than he was paid for the job, yes, sir.

484808—42——5
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Q. You took into consideration the confidential letter in reaching
your estimate ? »

A. That letter was one of the letters, one of the pieces of infor-
mation which was given me in confidence, which I had in mind as
the experience which helps us to determine what the true costs of
laying pipe lines were in West Virginia.

Q. Do you know what proportion of pipe lines of the Hope
Company were built by contractors?

A. Comparatively small portion. Just what proportion was
built, I do not recall.

Q. Would it be ten or twenty per cent ?

A. T have not in mind the figure at all.

The Triar ExaMINER. Do you know whether this contractor set
out with the idea of losing that much money on the job?

The Wirness. No, he set out with the idea of making
551 money; there is no doubt of that.

The Triar ExamiNer. He made a mistake in estimating
costs ?

The Wirxess. He did. He estimated it too low.

By Mr. SPRINGER:

Q. In your estimate, you would make a handsome profit, would
you, for the construction of that same pipe line ?

A. No.

Q. With hand ditching, where machine ditching was actually
used ?

A. The machine ditching was used at an expense that was, as
nearly as can be ascertained, about the same as the hand ditching.
They dug the ditch with machine very cheaply, but they spent a lot
of money getting the machine from hill-top to hill-top, and that
is our experience in the line at South Charleston. We used a ma-
chine on one part of that job, which should have resulted in a
reduced cost of ditching, but as a matter of fact, the total cost of
the ditch in the part that was dug by machine, including the
machine wear and tear, was greater than the part that was done
wholly by hand.

Q. Do you know whether any other pipe lines at that time were
built for the Hope Company by a contractor?

A. T don’t recall any other important line that was
552  built by contract. '

Q. What proportion of pipe lines in your reproduction
cost new estimate have you assumed would be built by contractors?
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A. T have assumed that they would all be built by contractors
in accordance with the practice of the industry, when large projects
are built.

Q. From your familiarity with the construction of the Hope
system, would you say that it was built within three years or built
up gradually, over a period of forty years?

A. Tt was obviously built up over a period of forty years.

Q. And you have assumed a construction period of three years?

A. That is correct,

Q. Then would you characterize the development of the Hope
system as piecemeal ¢

A. Some of it.

Q. Are you familiar with the construction of pipe line desig-
nated as H-162, that was built in 1925?

A. That pipe line was one of the lines, the performance on which
was available when we arrived at our performance figures.

Q. Would wholesale construction costs be lower than
553  piecemeal construction costs, for pipe lines in West Virginia
and the Hope Company in particular?

A. That depends on where you draw the line between piecemeal
construction and wholesale construction.

Q. What is your definition of piecemeal construction? You just
said that the historical development of the Hope Company was
piecemeal over a forty-year period?

* * *

554 A. If T recall correctly I stated that some of it was built
by piecemeal construction.

Q. Now, I want to get your definition of “piecemeal.”

The TriaL ExaMIner. I believe he testified that piecemeal con-
struction would be more costly than wholesale construction. Is
that what you said?

The Wirness. Noj; I do not think so. At times it is; yes, sir.

The Triar Examiner. Well, then, you could not make any dis-
tinction so far as costs are concerned, between piecemeal and whole-
sale construction ?

The WrrnEess. Yes, I think you can, and if may explain. Hope
Company, in its forty years of development, has built the greater
part of its pipe lines—I don’t recall just what the percentage is.
They built—the field lines for instance, most of them are small,
short lines, a few miles long, built with small crews of rather skilled
pipe line men that the company carries from year to year and does
carry them because of their exceptional skill and because they are
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exceptionally good men. Those men will build two or three or
four-inch lines considerably cheaper than any contractor can
555 afford to move in and build them, largely because of the fact
that they have developed a peculiar skill in that direction.

Now, when the large operations come about, requiring large
gangs, two or three hundred or five hundred or ten thousand men
they are talking about in this reproduction operation, then the
company will go out in the labor market and be satisfied with the
average laborer. The average laborer will not do as much work
in a day as the man who has been selected and chosen by the Hope:
Company, and when you are dealing with large pipe lines of large
operations, where large numbers of men are required, the cost to
anybody will be greater than the cost of building these small lines,
like the field lines.

Now, on the other hand, if the company sends a crew of men out,
away out in the country, and lays a couple of hundred feet of two
inch line, that would be an expensive piecemeal operation.

So, when you are dealing with piecemeal versus wholesale con-
struction in the pipe line business, you can state small, very small,
piecemeal construction is expensive. When it gets to an operation
that when you carry it with fifteen or twenty men kept busy for a
week or two, you get very efficient piecemeal construction, but as

the numbers grow larger and more men are required to be
556  picked up in the labor market, then the costs proportionately

become more and more extensive, so that on very large con-
struction operations where thousands of men are required, the com-
panies customarily call in contractors who have had a general
greater experience in putting together quickly and training large
groups of men to work on this work.

So that large work—take for instance your transmission lines
work—there is very little difference that would be shown between
the company’s own costs and our reproduction costs in the aggre-
gate, translated into the same dollars, but when it comes to ficld
lines, where the company uses its own skilled men, the company’s
costs translated into dollars would be rather less than reproduction
costs.

By Mr. SPRINGER:

Q. Do you mean that the company’s own skilled men with this
particular technique are getting less than 40 cents an hour, that
you assumed for men working in gangs for men under your repro-
duction cost estimate ?
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A. No.

Q. They are high salaried men, are they not ?

A. They are paid on the average higher wages than we assumed
would be paid for the average laborer.

Q. And they have not undertaken a construction job on an even

small portion of the Hope System once, have they ?
557 A. Well, when they had built line H-162 south into

Boone County there was a rather sizeable operation that
required several hundred men. I have not studied the various
detailed operations carried out by Hope, but most of the big
lines—any line 12 inches or over, requires such a large gang that
if it is a line of say 50 miles or more, generally, the companies
would have to dilute its own particularly chosen men with the
ordinary average laborer who is available.

Q. Assuming that the prices were the same during the historical
development of the Hope Company’s system as they are today, the
Hope Company having been developed on piecemeal, and your
assumption of reproduction costs a three-year wholesale program,
would it not cost less—I mean the wholesale program?

A. In the aggregate it would cost a little less than the actual cost
to the company in terms of today’s dollars.

* ok %
558 Q. Is it not acknowledged in the construction field that
natural gas pipe line construction at wholesale construction
costs are about twenty percent less than piecemeal construction?

A. No.

Q. You have never heard that before ?
559 A. I have heard all kinds of statements about what it does
~and what it does not cost, and I think that my explanation of
this morning as to the differences between wholesale and piecemeal
construction might explain that.

Q. Do you recall the actual experience of the Hope Company in
building H-162 in 1925, which I think is about 100 miles of 20-inch
pipe line?

A. No; I do not recall any of the details.

Q. Do you know that the Hope Company built that itself with-
out contracting the construction of it?

A. 1 believe they did, yes.

The TriaL Examiner. Do you call that piecemeal work or whole-
sale work ?

The Wirness. That is big enough to be wholesale work.
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By Mr, SPRINGER :

Q. Isthatnot in dollar amount many times larger than the H-192
that was constructed under contract by the Hope Company ¢

A. Tt is larger, but I would not say it was many times larger.

Q. H-166 is a 20-inch pipe?

A. That is right.

Q. And the other is 12-inch pipe?

A. That is right.

Q. You spoke of H-162 being, in your opinion, wholesale
560  construction. Will you define the lower limits of wholesale
construction ?

A. No such definition can be given. It is a gradual transition
from a tiny job which would represent piecemeal construction to
larger and larger jobs, and ultimately you get a job large enough
to require several hundred men on the one job, and that approaches
wholesale construction, but in general, the bigger the job the harder
it is to get enough men to do a good job. '

Q. Is it true, Mr. Rhodes, that contractors are able to assemble
large crews for assembly of pipe lines, and to do that which you
term wholesale construction, more cheaply than the companies?

A. That is so; yes, sir.

Q. Well, why did you omit leaseholds from your reproduction
cost new estimate ?

A. Because I was asked to do so.

Q. By the counsel for the Hope Natural Gas Company ?

A. Naturally.

Q. Do you think that a reproduction cost new estimate of a pro-
duction system property is complete without including the repro-
duction cost new estimate of the leaseholds? '

A. They must be reflected in some form or other in the rate

base.
561 Mr. Seringer. May I have the question and the answer
repeated ? ‘

(The record is read.)

By Mr. SPRINGER

Q. Your answer would be “No,” would it not?

A. Tt is not a reproduction cost of the whole property, that is
true, but it is complete as to the property which is constructed.

Q. Mr. Rhodes, you would not reproduce the gas wells and the
related equipment if you did not have the leases on which they were
placed ?
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A. That is true, yes.

Q. On page 13 of Exhibit 16-A you state that the assumed con-
struction period for the reproduction cost new estimate is three
years. Do you have a working schedule upon which that estimate
is based ?

A. No.

Q. Don’t you know the size of the crews and the amount of the
machinery required to reproduce this property under the three-year
construction program ? ‘

A. Tt would take about 12,000 or 14,000 men.

Q. How do you know it would take that number?

A. That has been estimated from the amount of work of the

various classes required to be done. It is a rough estimate
562 that was made.
Q. That is a judgment figure ?

A. No. Ididnotmyself make the estimate, but from the amount
of pipe line work to be done and the amount of building construc-
tion and the amount of compressor station equipment, it is possible
to arrive at approximately the number of men that would be
required to build it, without working it out in detail. The number
of men would vary from time to time. It would probably take six
months before you were going full blast on a construction program
of that kind. It might reach the peak in a year and a half, and
then gradually in the last six months, it would fall off to relatively
few men.

Q. Don’t you have a construction program assumed for the pur-
poses of this estimate?

A. Well, for the purposes of the estimate we assumed the prop-
erty could be constructed in three years, and that is a fair length
of time to be consumed in constructing a property of this size and
complexity. :

Q. Do you know whether you have 100 men, the first day or
1,000 men the first six months, or don’t you know when your pay-
rolls are going to enter into the unit cost of development in the
case ?

A. As T stated before, some 12,000 or 14,000 men would be

required during the peak of construction.
563 Q. Do you know the amount of machinery that is going
to be required from month to month? .

A. The working papers would disclose in some form the approxi-
mate number of gangs involved in pipe line equipment, from which
the amount of machinery could be figured, but having developed a
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unit cost per foot on the different sizes of pipe, it is just a mere
incident as to how many men you are going to use in the aggre-
gate, except to know whether it is a few men or many men,

Q. Is it not possible that if you are wrong on your assumption
of the number of men, that it may take six years to reproduce this
system ?

A. We are not wrong on the number of men required to do the
work.

Q. But you don’t know the exact number from month to month
that would be required ?

A. If you find your progress is slow on your schedule, you just
get more gangs of men at work. In an actual construction pro-
gram, involving rates of construction approximating this, you do
lay out a program of construction, to know when you are going to
require your men and when you are going to require your mate-
rials, but it may vary from time to time as to the number of men

and the gangs, as you find you are slipping behind or
564  getting ahead of your construction program.

Q. But your working papers do show the period of time
required to construct each major portion of the Hope system, do
they not ?

A. No.

Q. How do you figure your interest during construction?

A. The interest during construction as used in this reproduction
cost new exhibit was the interest during construction agreed to in
the former Cleveland case and used on the Ohio Commission, and
T have reconsidered it as to whether or not it fairly represented con-
ditions today, and I think that it is reasonable and proper interest
during construction, that is not figured specifically as to progress
or anything of the kind. In a three-year construction period of a
complex property it would indicate to me that 8 percent is a fair
interest during construction.

Q. Have you assumed, Mr. Rhodes, on a three-year period of
reproducing the property that not one unit of it would be in com-
mercial operation before the end of that three-year period.

A. No.

Q. What is you{" construction and operation program for the
estimate of the reproduction cost?

A. Some parts of the property could be completed and
565 placed in operation within a year or fifteen months after the

beginning of active construction. It would be possible to
put some of it in operation. Other parts of the property, for
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reasons of economy, it would be necessary to be built well ahead of
the time it would actually be placed in operation, to avoid back-
tracking and going back to work in a given neighborhood.

If I had adopted the sometimes-used formula of interest during
construction that I understand is used by the Interstate Commerce
Commission, I would have arrived at a much higher figure than
g percent. That formula calls for interest for half of the construc-
tion period plus three months. In other words there would be
twenty-one months use of the-money, if I had followed the Inter-
state Commerce Commission formula for interest during construc-
tion period. Ifyou take 8 percent as the cost of money, that would
mean a 14 percent interest during construction. I have used 8
percent. .

Q. And you employed the principle that when a unit of property
is available for use, interest and taxes on that cease ¢

A. Not when it is available for use, but when conditions will
permit it tobe used. A piece of property may be completed months
before it would be possible to connect it into the system and actually

use it in operation.
566 Q. Have you employed the principle in your reproduction
cost estimate of which I spoke?

A. Not by specific application.

Q. You say that you took the figure that was agreed to in 1931
in the Cleveland rate case, is that what you said ¢

A. That was the start, yes.

Q. But you were also aware that the figure was not agreed to
in the 1937 Cleveland rate case.

A. That is correct.

Q. Do you have any outline of your construction program that
would reveal the number of men, the amount of machinery re-
quired, the dates of cutting into operation of the various units of
the property which you described ?

A. No.

Q. On page 14 of Exhibit 16-A you state that you used labor
rates and material prices prevailing during the winter of 1938-
1939 ¢

A. That is right.

Q. I suppose your reproduction cost new estimate is based on
spot prices?

A. No, it is not.

Q. Have you used material prices and labor rates that have been
averaged over the last five years or the last three years?
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567 A. The prices I used are prices that have remained sub-
stantially the same from the Fall of 1938 up to the present
time. There is a tendency upward in prices at the present time.

Q. How do you know that, Mr. Rhodes? What is the basis for
your statement. Do you have indexes?

A. Various indices are available. I note, for instance, that there
has been no change in the price pipe, casing and tubing, which are
the dominant materials, the principal materials entering into the
construction. I know that there are no appreciable changes in the
cost of compressor station machinery.

Q. Have you available in your working papers the prices for
pipe annually from 1925 to date, and would you read those into the
record ?

A. No, the working papers are all based on unit prices for certain
sizes of pipe, and I know from the prices that are being paid by
purchasers of pipe that throughout 1938 and 1939 they have been
substantially unchanged.

Q. Could you name the sales of pipe to which you refer?

A. Tinvestigated the prices for approximately $3,000,000 worth
of pipe, casing and tubing that was purchased in the latter half of

1938 and the first half of 1939, and in some cases the latter
568  half of 1939, and found that the prices that were actually

paid for the pipe at the factory were somewhat higher than
the unit prices at which I priced the inventory in the price
inventory of this report.

Q. How many million dollars worth of pipe would be required
to reproduce the Hope system %

A. About ten or twelve million of pipe, and casing and tubing
approximately the same amount. Those are rough figures.

Q. And to price twenty million dollars worth of pipe to repro-
duce the Hope system, you referred to prices during the winter of
1938 and 1939? _

A. And the latter part of 1939.

Q. But you did not make an average price, you say, over the last
five or six years?

A. That was made in the working papers of some other estimates
of reproduction cost new, and I do not recall at the moment when
all of the prices of pipe changed, but there was a peak of prices
in 1937 and the first part of 1938. Before that the prices, for a year
or two, were approximately the same as they now are, and of course
earlier than that, in the periods of extreme industrial depression,
the prices of pipe were even lower.
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Q. Can you give us the pipe prices?

A. T could look up the prices for pipe in these various
569  reproduction cost new estimates I have made, I do not have
them at hand.

Q. Arethose the prices actually paid for pipe, or your estimates ?

A. The prices to which I refer were the prices quoted to me by
the manufacturers of pipe, which prices are the prices that I found
were actually paid by the purchasers of three million dollars worth .
of pipe in 1938 and 1939. The task of making comparisons is so
great that I did not attempt to cover all of the purchases that I
might have studied, had time been available, but they reflected far
more than three nnlhon dollars worth of pipe.

Q. That was not one purchase, these three million dollals'3

A. Oh, no; it was purchased by one group of pipe-using
companies.

Q. We would still like to know, Mr. Rhodes, what the source of
your price of pipe information is?

A. Well, the first source of pipe information was the pipe mills
who were requested to give us the prices of large numbers of sizes
and kinds of pipe, casing and tubing entering into this property.
They were asked to give us their lowest prices, having in mind the
quantities involved.

We started with those prices. We made an investigation, and I

think personally I had an investigation made to find
570  out whether those prices were actually being paid for pipe,

and I found that the group of properties, of which this is
one, bought—1I think it was three or four hundred thousand
tons of pipe or casing in 1938 and 1939.

I had a considerable portion of this pipe examined as to price
and found that this three million dollars worth of pipe and casing
and tubing as a sample of the three hundred thousand tons, which
was twenty million dollars, more or less—I found that on the
average the price paid was greater than the prices that I had used
for pricing the various sizes of pipe in the inventories.

Q. Did the prices you assumed take into consideration the dis-
counts available on carload lots?

A. The prices that I have used in pricing the inventories took
into account all discounts that the manufacturers acknowledged.
They were based on purchases of carload lots into, I might say,
trainload lots of pipe. I did find, that in certain cases still further
discounts were obtainable, under certain conditions, and that was
reflected in this reproduction cost new by a lump sum reduction in
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the total cost of the pipe lines beyond the unit prices that had been
quoted to me by the manufacturers.

Q. How much was that lump sum deduction?

A. Roughly a million and a half dollars.

Q. And in percentage?
571  A. Ten per cent of the mill price.
Q. That was for pipe lines only and not for pipe tubing
and casings?

A. There are no discounts available for casing and tubing
other than those which are quoted to us by the manufacturers.

Q. And do you have the prices used for tubing and casing
before you?

A. Not on my desk. They are available in the working papers.
The unit price, including freight, and so forth, are of course
available in the price inventory, but the mill prices are not in
convenient form.

Q. Do you remember the basing discounts and all the other
discounts for tubing and casing?

A. The only discount for tubing and casing that was quoted
to us was the 2 per cent for cash. The prices given in general
covered all of the equipment of a well, which is the way the
casing and tubing is customarily sold. )

Q. Are you aware of the fact that the jobbers get a ten and a
five per cent discount in addition to that?

A. T don’t know what the jobbers get, but I do know what the
producers have to pay for the pipe.

Q. Don’t the purchasers get a basing discount?

A. The purchasers buy all of their casing and tubing
572  at the manufacturers’ quoted prices less two per cent for
case. There are very few, if any, exceptions to that, that

I have been able to find.

Q. You don’t know of any large quantity of purchased pipe,
where there is no more than a 2 per cent cash discount?

A. Casing and tubing is not purchased in large quantities,
as a general thing. The manufacturers of oil-well tubular goods
maintain warehouses about the country and they maintain agents
and the prices paid by the purchaser are the same whether they
are bought directly from the mill or through the agents.

Q. Is there any difference in the manufacture of casing and
tubing and line pipe?

A. Yes, the casing and tubing is manufactured with much
more regard to rigorous specifications as regards flaws, quality
of workmanship, and so forth.
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Q. You have assumed in this three-year construction program
for your estimate of reproduction cost new, that you would
have purchased all of the tubing and casing required within the
three year period ?

A. Yes.

Q. But you have not taken advantage of any large lot
purchase discounts?

A. There are none to be had.
573 Q. When you sought quotations from the manufacturers
on the prices of pipe and tubing and casing, the manu-
facturers knew that it was for appraisal and rate case purposes,
did they not?

A. T think so; yes.

Q. Do you know of any actual negotiations for the purchase
of pipe, tubing and casing, that are comparable to the require-
ments of reproduce the Hope system ?

A. Not in recent years.

Q. Do you know of any ¢

A. T have heard of none.

Q. Does the Hope Company have the advantage of the purchas-
ing services of the Standard Oil Company of New Jersey?

A. If they asked for it.’

Q. They have used that service, have they not?

A. T have not investigated to what extent they have used it,
but I understand that they did, from time to time.

Q. Do you know what discounts the Hope Company has
received on the purchase of large quantities of pipe?

A. T don’t know what prices they paid for pipe, except in
1938 or 1939, and find that the prices they have been paying, as
in common with all the other properties owned by Standard or
affiliated with Standard, are the prices that we used for pricing

the priced inventory before the one and a half million
574  dollar discount for large purchases.
Q. Do you know the price paid for pipe used in the

H-192¢
- A. No, I do not.

Q. On page 14 of your Exhibit 16-A, you state: “Since that
time”—that is 1938-1939—“the level of these rates and prices has
remained substantially the same.”

By what means are you able to determine that ?

A. Well, as to pipe, casing and tubing, which are the principal
materials, I find that the fact is actually so as reflected by the
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purchases of this group of companies. I also know from the
price indices which we have—iwe keep up certain price indices in
our office—we have available purchase price indices prepared by
other people, and they show that, for construction such as that
involved in the natural gas properties, the overall price level has
been substantially the same throughout the period from the
middle of 1988 up to the end of 1939.

Q. Would it not be a coincidence if the estimates which you
give for the Hope system today was the same answer you give in
your Exhibit 16~A which is as of December 31, 1938¢

A. Today there is a tendency upwards of prices. What is
going to happen depends entirely upon what happens in

Europe.
575 Q. Would it not be a comcidence if the cost of reprodue-

‘ tion new estimate in any new natural gas property were the
same on dates varying by six months?

A. No. This reproduction cost new estimate covers a period of
substantially eighteen months during which there is no substan-
tial change in the prices.

Q. You say “substantial change.” I say it would be a coin-
cidence if the answer were the same if you made a reproduction
cost estimate six months apart on the same system ?

A. If it were the same to a dollar, it would be a miracle.

Q. On page 14, you state that the company would purchase
all materials except the building materials. What company do
you refer to?

A. The company capitalized in this exhibit refers to the Hope
Natural Gas Company.

Q. Have you considered the discounts available on quantity
purchases made by the Standard Oil Company of New Jersey?

"A. Yes; the ten percent on pipe, for instance, was based on
information obtained from the Purchasing Department.

Q. Did you secure bids from responsible contractors on a com-
petitive basis, indicating what it would cost to install the major

units of the property ¢
576 A. No.
Q. Who wrote the letters to the manufacturers request-
ing the sales prices on the materials and equipment ?

A. Letters were form letters, substantially alike, and of the
same tenor, and I participated in their preparation.

Q. Was the letterhead that of Ford, Bacon & Davis, the Hope
Natural Gas Company or the Standard Oil Company of New
Jersey ?
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A. The Hope Natural Gas Company, as I recall. Tt is so long
since that my recollection may need refreshing, but I think it was
the Hope Natural Gas Company, ;

Q. Were payments made for the quotations which were
furnished ?

A. In some instances we were asked to compensate for the
trouble which the manufacturer went to in furnishing these
prices.

Q. And as you have said, the manufacturer knew it was a quota-
tion without the probability of making a sale?

A. That is true, but they were asked to furnish us the lowest
price at which they were currently selling things.

Q. Were they practically subject to negotiation, as you and
I know it ?

A. Well, T found purchases of some hundreds of thousands of
tons of pipe, casing and tubing that were purchased by this group

of companies in 1938 and 1939 that were purchased
577  at the prices that the manufacturers quoted us. '
Q. Could you give us the names of those companies?

A. The full tonnage of pipe refers to the natural gas and
oil pipeline companies, in which the Standard Oil of New Jersey
has an important interest, so that the materials are from time to
time purchased through their own purchasing department. That
group of properties includes the Appalachian group here, the
Hope Natural Gas Company, East Ohio Gas Company, People’s
Natural Gas Company, the New York State Natural Gas Com-
pany, and the Reserve Company before it was dissolved or merged
into the Hope Company. It also includes the Standard Oil Com-
pany of Louisiana, which operates a very extensive pipe line sys-
tem in Louisiana, the Oklahoma Pipe Line Company in Okla-
homa, the Ajax Pipe Line Company from Oklahoma to St. Louis,
the Humble Pipe Line Company, which operates in Texas, the
Humble Oil and Refining Company, the Tuscarora Pipe Line
Company, which is a gasoline pipe line running east to the Atlan-
tic Seaboard. Those are the principal properties.

Q. Do the prices which you used in this valuation reflect prices
that would be available from the quantity purchases required for
the distribution plant of the Hope Natural Gas Company, East
Ohio, and the People’s distribution system included?

A. Do I understand correctly that you are referring to this

entire Appalachian group of properties in its entirety?
578 Q. That is correct. '
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A. 1 am afraid that if that number of properties were
to be built within a period of a few years, the price of pipe would
advance materially instead of there being discounts.

Q. Why?

A. Because there would be so much business to go around that
the manufacturers would advance their prices.

Q. Do you mean that they would violate the law?

A. No; they would ask for more money for their product if
they could get a fair share of the business. How they may go
about it, I do not know, but I feel sure that there would be an
increase in the price of pipe, casing and tubing, if purchases
would be thrown on the market equal to the entire requirements
of this group of companies.

Q. You assumed that the Hope Company would be reproduced
in three years. Do your pipe prices reflect your conception of a
hypothetical increase under such an assumption ?

A. They assumed the continuation of the conditions that have
existed since about the middle of 1938 up to the end of 1939.

Q. On page 14 of Exhibit 16-A you state that where equipment
was no longer being manufactured as specified, the cost of super-
seding equipment at lowest quoted prices of competent manu-

facturers were used as a basis of pricing. Will you
579  please list the location of equipment where you used prices
of that character?

A. In the gas engine driven compressor portion of the Has-
tings station, there are four large compressor engines of the type
and character that are no longer available except to be made to
order. The patters are not available, and prices quoted on equip-
ment of that kind that has not been made for years are not repre-
sentative of the present-day prices of equipment. As related to
those particular engines, we priced them on a per-horsepower
basis, equal to the price per horsepower of the largest gas-engine-
driven compressor unit, single tandem, as these engines are, which
is now currently being offered in the market.

Q. Would you complete your list of equipment where sub-
stitute equipment is priced ?

A. T would not call it substitute equipment; I am merely
pricing a price per horsepower that would be paid if one wanted
to put in the largest commercially available unit today. In
the other cases, the Company has a considerable number, fifteen
or twenty smaller engines of the same general types of such
engines. They are of a type that have not been made—they
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are called Snow engines—and they have not been made by the
successor of the Snow Company, namely the Worthington, for a

number of years. They are very similar, however, to en-
580 gines that are being offered today both by Worthington

and by Cooper-Bessemer, the two principal manufacturers
of large gas engines. We found the Cooper-Bessemer prices for
that size engine were lower than the Worthington prices, so I
took the Cooper-Bessemer prices which were in line with the
prices at which Cooper-Bessemer is actually selling such equip-
ment.

Q. Isthat a full listing of equipment which is no longer manu-
factured, and which you secured their prices for?

A. That is two important items. The Company also owns a
considerable number of center crank single tandem engines made
by the National Transit Company. They were priced as though
they were the standard single standard engines, with the side
crank. Those particular items cover the greater part of the equip-
ment that is not now manufactured.

Another type which is not so plentiful is long-stroke 48-inch
stroke Westinghouse engine—the Westinghouse Company is no
longer in the business of building gas engines, so we priced those
engines at thé cost per horsepower of the engines that had the
nearest comparable dimensions ast o bore and stroke which pri-
marily control horsepower.

Q. Are the engines at the Hastings plant still manufactured
by Westinghouse ?

A. They are no longer like those.

Q. On equipment which is no longer being manufac-
581 tured, and is at the present time obsolete, did your price
quotations represent the cost of a comparable unit on the

basis of- performance abilities or on substitute equipment?

A. There is no equipment of any importance on this property
that is obsolete to the extent that it will be retired by obsoles-
cence. So actually, I should say that the answer to your ques-

tion is “No,” there being no obsolete equipment.

" Q."Did you price equipment with comparable performance
ability ?

A. T priced the equipment, as I stated before, with the lowest
prices quoted by the manufacturers of equipment as nearly like
this in question as we were able to get the prices on.

Q. Did you make the test of performance? Are not the new
machines more efficient than the old machines?

484808—42——6
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A. Asto gas engines, not particularly.

Q. How about turbines?

A. Under the operating conditions of these turbines, which is
a relatively low pressure turbine, and relatively low vacuum, I
should say that with the water in that country and the other
efficiency factors, the efficiency of the turbines today is not ap-
preciably different from that which obtained at the time those
turbines were built.

Q. On page 12 and 21, you state that wrought-iron pipe was

priced as steel pipe. Will you tell us the quantity and the
582  location of pipe which you know to be wrought-iron and
which has been priced as steel pipe?

A. All pipe bought before 1900 must necessarily be wrought-
iron pipe, because steel pipe was not available on the market.
The pipe bought between 1900 and 1908 or 1909, some was of one
kind and some was another. Having no intention of replacing
wrought-iron pipe as such, I made no investigation as to exactly
how much of it there was.

Q. You do not know the quantity nor the location of the
wrought iron pipe in the Hope System ? '

A. I made no investigation,

Q. On page 15 of Exhibit 16-A you also discuss the freight
rates. Would the freight rates that you used be weighted aver-
age freight rates, giving effect to quantity and tonnage for the
materials, based on their actual destination ?

A. Carload freight rates were used throughout. T believe
that answers one of your questions, because that is the lowest
freight rates which are available. Second, knowing that we
might use the same prices for the same identical machines and
materials as to different locations, we used freight rates from
the mill to the weighted average destination of the particular
type of equipment involved.

Q. Where did you assume the property would be shipped ?

A. Lorrain or McKeesport or other parts of the Pitts-
583  burgh district—Youngstown. Nothing specific.
Q. You had no schedule of purchases and routing ?

A. That is correct.

Q. Did you have a central destination point or did you have
geographical area destination points for the Hope System ?

A. We used the freight rates weighted to—what you might
call the weighted average destination for pipe, and that freight
rate is substantially the same for many of the pipe mills in the
Pittsburgh district.
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Q. Will you tell us how you computed the weighted average?

A. The exact form in which the calculations were made, I do
not recall, but the natural way would be to find approximately
the amount of pipe that went to each point of receipt, and
weighting the freight rates to those points pro rate to the ton-
nage that went to those points.

Q. Do your working papers reveal the detail of that?

A. They will reveal it in some form, yes.

K % *
584 Q. On page 16 of your Exhibit 16-A, you state that in
the price inventory there are no allowances for contin-
gencies and omissions other than those included in the unit costs.
What contingencies and omissions have you included in the unit
costs which you applied to materials and machinery equipment,
the inventories for which were taken from the investment
585  ledgers?

A. The inventories from all sources or from any source,
you might want to consider, are generally incomplete. We priced
the pipe lines, for instance, on the number of feet that we found
were contained in the finished pipe lines. We merely used the
investment ledgers or the records of the length of pipe in the
investment ledgers, as a guide in reaching our final inventory.
Pipe is used for odds and ends, pipe is damaged, lost or cracked
off, when you figure on the basis of the completed line. Our
inventory of valves and fittings, for instance, was made by a
practical field-survey of the valves and the fittings in use. We
did not take the tremendously long list of valves contained in
the investment ledgers, for instance; we took the list of valves
we could find and could find were being used. It would not be
complete in any reasonable time.

The same was true of dresser couplings. We took those on
the basis of 20 foot spacing. Obviously, to anyone skilled in the
business, 20 feet is rather a liberal spacing, although a customary
spacing for dresser couplings.

The incompleteness of the inventory as to these details is taken
care of in a miscellaneous materials cost allowance.

On the cost of laying pipe lines, it would be .seen by an

examination of our working papers, we started out with
586  unhampered performances under perfect conditions, every-
thing running perfectly, no trouble from the rain, no labor
trouble. We assumed that the men could start off bang at full
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efficiency in running a gang of a few hundred men, which we
know cannot be done.

*We made an allowance in the unit cost for laying pipe lines,
covering what we deemed to be the effects of the weather and
the moving around from place to place of various gangs, and
the lost motion of that nature.

These unit costs are the only places in reproduction cost new
where there is any allowance for things of that kind.

Q. Can you tell us in dollar amount what the contingencies
and omissions would equal?

A. T have not figured it out.

Q. Do you know what percentage was inserted for the con-
tingencies and the omissions?

A. The percentage was different in the case of different unit
costs, and we would have to refer to the working papers to
determine that. I may have some excerpts from the working
papers in that connection.

Q. Will the development of your unit costs show those details?

A. Yes; the development of the unit costs will show with

respect to laying pipe lines specifically what percentage
587 allowances were made for contingencies. The develop-

ment of the unit costs will also show the amount of these
material costs, not only for contingencies in the nature of material
contingencies, but for the cost of purchasing, and things of that
nature. ,

The general unit costs for things of the nature of building
construction will show the contingencies. The performances that
we have used are performances that might reasonably be expected.
They are not affected quite as much, for instance, by weather, as
the cost of laying pipe lines.

Q. Is your treatment of omissions and contingencies in the unit.
costs in your estimate related to the actual experience of the Hope
Company ?

A. It could not be related to the Hope’s experience. The
amount to be allowed for omissions and contingencies is neces-
sarily affected by the amount you include in your basic figures.
If you are able to develop, or have the time to go to the expense
of developing your basic figures completely enough, the omission
and contingencies can be made very small. If your basic figures
are relatively rough, the allowance for omissions and contingencies
must be larger. The allowances that we have made, in our
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opinion and judgment, properly reflect what is in the principal

direct costs, and what additional amounts should be allowed to
adequately reflect the whole cost of the project.

588 Q. In your Exhibit 16-A, page 16, you state that the
development of unit costs is available in convenient form.

Is that a volume or a series of volumes of working papers?

A. At the present time it is a stack of papers as high as that
table [indicating] in which there are literally hundreds of
developments.

Q. Do you have a copy of those?

A. There is only the one copy of the whole. Some of it has
been copied.

% k% .

594 Q. Mr. Rhodes, is this reproduction cost new estimate set

up in accordance with the 1939 West Virginia Uniform

System of Accounts for Gas Utilities, which is Exhibit 13 in
this case?

A. The classification of the inventory contained in here is that
which was given to me or my men by the company’s accounting
department as having been so set. up. I find from going through

these myself that there are some details which might be in a
595  different account from what they are, but it is substantially
correct as I see it.

Q. Are there any differences between your classification
of pipe lines and compressor stations, and that of Mr. Tonkins,
as shown on Exhibit 1?

A. T have not made a comparison of the two groups. As I
stated before, the groupings of the inventory were made by the
accounting department of the company, and the breakdown, as
between the production system pipe lines and the transmission
system main lines is that of the company.

X ok %

Q. Have you, in preparing your reproduction cost new estimates
followed the instructions as to the costs properly includable in the
plant accounts prescribed in the West Virginia Public Service
Commission Uniform System of Accounts for Gas Utilities, 1939 %

A. In determining this reproduction cost new, I deter-

596 mined what it would cost to build the property. The
detailed classification as to this, that, and the other thing,

I paid no attention to. While I am generally familiar with
what is properly includable in the Code of Accounts, I have
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everything in here that is properly includable, and nothing but
what the company would be called upon to spend money in the
case of a reproduction of the property.

Q. Can you segregate for each of the structures, improvement
and equipment accounts, as shown in your reproduction cost new
estimate, the amounts included and described as components of
construction cost on pages 51 and 52 of the West Virginia Public
Service Uniform System of Accounts for 193917

A. That could be done at the expenditure of a good deal of
time and effort. The determination of the unit cost was not made
for the purpose of facilitating such a breakdown, but rather for
the purpose of facilitating the determination of reproduction
<ost new. We have made no breakdown which would permit the
breaking down of those costs into eighteen different classifications
of things that comprise the construction costs.

Q. Then you are unable to give us the total number of dollars

in your reproduction cost new estimate which is described
597  in the West Virginia system of accounts as contract work?
A. T could, but not without going to considerable trouble

and expense.

Q. And that is true of all of the other classifications of the
components of construction costs in that system of accounts?

A. That is true.

% k%

Q. Mr. Rhodes, on page 11 of Exhibit 16-A, you stated that
the items of property covered by this reproduction cost estimate
are classified by the company in accordance with the new Uniform
System of Accounts for Gas Utilities, prescribed by the Public
Service Commission of West Virginia effective January 1, 1939.
Do you know who, in the employ of the Hope Natural Gas Com-
pany made that classification?

A. Well, the classification on questions that appeared to our
men as requiring an answer were in general referred to Mr. Cross,
one of Mr. Chisler’s principal assistants.

Q. Is Mr. Cross an accountant or an engineer?
598 A. He is an accountant,

Q. Does not his classification differ from Mr. Tokin’s for
pipe lines?

A. Mr. Tonkin’s classification, as I followed it, is the practical
classification of the operating man. The classification in the
Code of Accounts is intended to be an accounting classification,
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and I think there are many lines where it would not be clear as
to in which category they belonged.

Q. Mr. Rhodes, on page 17 of Exhibit 16-A you state that in
pricing the inventory of the buildings and structures you used
appropriate costs per cubic foot. Did you price the quantities and
materials entering into the individual structures being priced ?

A. In the case of the larger buildings, considerable portion of
which are compressor station structures, while the priced in-
ventory shows the costs as a cost per cubic foot, a reference to
the working papers of the unit cost development will show that
the total cost of each particular building was determined by
pricing all of the classes of work entering into it and then the
cost per cubic foot determined and transferred to the price.
inventory, to avoid the complication detailed in pricing.

Now, as to the buildings of moderate size, for instance, they

were divided into groups by types of construction, and
599  typical buildings of each group were priced in complete

detail, as is shown in the working papers, and buildings
of other dimensions than those specified buildings were priced
at prices per cubic foot that fairly reflects the difference in the
cost as between the different sizes of buildings.

The very small buildings, like meter houses or meter boxes,
those were divided into appropriate groups of buildings of sub-
stantially the same size and dimensions, and they were priced on
the basis of an average unit. There are several hundred build-
ings in some cases that are substantially alike.

Q. Could you tell us what proportion of the building and strue-
tures were actually inventoried, in order to price them on the
group basis you have described ?

A. T do not have available the proportion, but a considerable
portion of the total dollar value was priced in detail, I know
that.

Q. But that which was not actually inventoried has been
priced on an approximate group basis?

A. Well, all buildings, except the little box-like structures,
are priced at a price per cubic foot that reflects the particular
size and type of building involved. Each particular type of
building would involve pricing in complete detail of all of the
work entering into the construction of several buildings of that

group.
600 Q. Do the books and records of the Hope Company re-
veal the quantity of materials bought by the company
which entered into the construction of these buildings?
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A. Only to a limited extent.

Q. How did you determine the kind or the amount of material
in each structure?

A. Each structure had previously been inventoried as of 1931
in complete detail. The inventories were agreed upon by the
representatives of the City of Cleveland and of the Company
and of the Ohio Commission as being fair inventories of all of
the buildings that were then owned by the Company. Some of
those buildings had disappeared and others had been changed,
all of which facts were ascertained in the field.

Now, as to a great many of these buildings, a recheck of all of
the details was made, to truthfully determine for me as to whether
I could reasonably accept the agreement, with which I had pre-
viously nothing to do as an individual, and I found that these
old agreed-upon inventories in the aggregate, detailed as they
were, were satisfactory for the purpose of pricing these build-
ings. Many of the buildings, in fact, practically all of the build-
ings that we priced in detail were rechecked in complete detail.
The other buildings we did not question in detail. We had the

description and the dimensions which were accepted and
601  found to be correct, but no complete detailed remeasure-
ment was made of buildings found to be unchanged, other
than a few, so really it is a considerable number which were
taken in absolutely and which we rechecked in complete detail.

Q. Then you used the group basis of pricing?

A. That is right. ,

Q. Referring to page 18 of Exhibit 16-A, on gas well con-
struction, did you make a study of the Hope Company’s
experience as to the cost of drilling wells?

A. We madea study of their experience over a period of
years, and tried to coordinate the speed of drilling with the
character of rock through which they were drilling, and found
that there were so many indefinitenesses about the companys
records that we could not use them dependably.

In general, the time spent to drill wells as shown by the com-
pany’s records, where they had complete records, was greater
than the time that we felt should be required to drill these wells,
For this reason we made a complete study of other people’s ex-
periences in drilling of wells, and have based our pricing on
what you might say is the typical average experience in West
Virginia.

Q. Could you name the other properties which you studied to
get that typical average price?
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A. T would have to look up the records, but I can say
602 this, that every contractor of any size, doing work for
the company or for any other gas companies was inter-
viewed as to the length of time required to drill wells in this ter-
ritory and as to the equipment that he used, and as to his
methods, that information was also compared with records of
similar performance of wells drilled by the other gas companies
that -were operating in immediately contiguous territory, and
based on that investigation, we determined just what would be
required in the nature of equipment, and we found an average
number of days that would be required to drill the wells of the
company, based on the experience of all of these contractors,
and we found their experiences with respect to depreciation and
wear and tear and the wearing out of well-drilling equipment,
such for instance as the cables and lines and tools used, and put
together all of these factors which are primarily non-company
experience, arriving at a figure which would be considerably less
than would have been arrived at had we based our cost on the
company’s own drilling experience over a number of years.

Q. When we reach the discussion of specific costs, you will
be able to reveal the exact components in the making up of those
costs and give them to us?

A. The working papers show the costs in great detail; yes.
603 Q. You say that the unit costs used in arriving at the

costs, are contract costs? Did you secure competitive bids
from responsible contractors?

A. No.

Q. How did you determine the contract cost?

A. We did not attempt to fool the contractors into making
bids for wells. That would not have been a proper procedure.
We contended ourselves with finding out what the contractor’s
experiences were. We put together their most favorable exper-
iences rather than their bad experiences as reflected by some of
the company’s records, by figuring it as a contract cost, the
meaning of that is related to the fact that we have in there an
allowance for contractor’s fee and contractor’s overhead.

Q. Do you remember the percentage that you allowed for con-
tractor’s profit?

A. There was an allowance of ten percent, out of which the
contractor would have to pay his taxes, gross earnings tax in West
Virginia, pay for his general overheads, and insurance against
abnormal risks, which occur from time to time, in something that
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goes wrong in the drilling of wells, in fishing expeditions, and

the time required to get tools out when they drop to the bottom

of the well. How much would be left for profit, I do not

604 know, but the contractor would do well if he had 5 percent.

Q. Did you consult any of the other companies in the
Appalachian area on their drilling costs?

A. We consulted others in this district where the costs are
rather lower than in some of the other Appalachian districts.
We did not directly reflect some of the low costs of drilling wells,
because we find that some of the contractors, instead of paying
the current going wages, were getting men to work twelve hours
a day with not a proportionate increase in the pay. Of course,
low cost prices can be achieved by such a method. We could not
assume any such method in this reproduction cost, because it was
being done contrary to the law as to the Wages and Hours Act,
and we therefore ignored a few of the low-priced drilling costs
that some contractors were offering.

Q. Did you inquire into the well-construction costs of the
United Fuel Gas Company?

A. Without reference to the details, I would not care to say.

Q. Your papers would reveal that?

A. The papers would reveal those whom we saw and what we
found out.

Q. Do you know what portion of Hope Company’s wells were

purchased ?
605 A. Not offhand; no, sir. I believe it is in the record
already.

Q. Is it a small portion?

A. T don’t recall. I think it is a minor fraction, but just what
it is I do not know.

Q. How did you determine the weight of casing and tubing
in the wells which were purchased by the Hope Company ?

A. There was no record available in most cases as to the weight
of casing and tubing. The size is available, and when we did
not know the weight, we had to price the particular casing and
tubing at the average weight of the casing and tubing that had
been purchased by the company. There are some cases where
the wells that had the casing and tubing pulled where that in-
formation was available, but in general, where we did not know
the weight, we took it at the average weight of the company’s
purchases. ’
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Q. How did you determine the weight of the casing and tubing
in the wells which contained the second-hand or used casing
and tubing?

A. Most of the wells containing used casing or tubing was
casing or tubing which was put in from the company’s own
stocks and was accordingly purchased company’s casing and
tubing. Where there was no record of what was in a particular

well, we had to rely on the general proportions of the
606 company’s purchases of the different weights, and which
we analyzed in considerable detail.

Q. Your reproduced wells which contained originally used
casing and tubing had an average price for new pipe purchased
for the Hope Company, is that right?

A. We made no differentiation as to where the tubing and
casing came from,

Q. Is it true that wells in the different regions of West Vir-
ginia, although having the same depths, will have different costs?

A. They may have; yes,

Q. Is it generally true that the average costs per foot of deep
wells is more than that of shallow wells?

A. In the broad way, yes; but as compared with wells within
reasonable limits in any territory, the price per foot is generally
the same. Compared with 1,500-foot wells, 3,000-foot wells
should cost more per foot.

Q. In your opinion, the average cost per foot of drilling a
5,000-foot well would be greater than the cost of drilling a 1,000-
foot well?

A. In general; yes,

Q. And is it not a fact that the Hope Company has wells vary-
ing in depth from less than 1,000 feet to approximately 5,000

feet ?
607 A. Yes; a few.

Q. And do you know whether the wells of the Hope
Company now in use were drilled, a large number, at one time, or
drilled over a number of years?

A. They were drilled over a number of years.

Q. In your experience, do you know of a case where a con-
struction program was undertaken involving the drilling of 3,000
gas wells within three years?

A. Noj but I know of cases where drilling of more oil wells
was carried out in that period of time,

Q. By one company?

A. Noj by several companies.
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Q. Page 18 in your construction cost of gas wells at $2.43 per
foot, do you include the cost arising from the use of drilling
equipment ?

A. T do not see the reference to the price. 1 do not think it
is mentioned there. '

Q. As a matter of principle did you, in your construction cost
ot gas wells add x dollars per foot as the cost arising from the
use of drilling equipment ?

A. Yes.

Q. And the details of that computation would be available in
the working papers?

A. That is correct,

608 Q. On page 5 of Exhibit 16-C and also referring to

page 18 of Exhibit 16-A, you state that a field inventory
was made of the closing-in valves and fittings of about ten percent
of the wells in each district, and that office records were checked
on ten percent of the wells in each district of packers and other
details. Then your selection of the ten percent was based on a
geographical selection of wells instead of ten percent of the wells
classified by the number of producing strings?

A. T don’t recall the exact number of wells of each type, but
this ten percent sampling was designed to arrive at the typical
bill of materials entering into this miscellaneous equipment for
wells of the several numbers of producing strings. Whether the
exact ten percent applied to all, T don’t know. Obviously it did
not in the case of the two wells with five producing strings.

Q. And then on page 5 of Exhibit 16-C the inventory of
closing-in-equipment which you priced, was not an actual field
inventory, but the inventory resulting from the sampling of ten
percent of the wells which were checked in the field, is that right?

A. The unit price came from sampling the number of wells
of each particular number of producing strings, however, was

determined by reference to the actual records of the
609  detailed equipment going into the wells.
Q. Of ten percent?

A. No. All of the wells of the number of each particular class
was studied from the records. The unit cost, however, was based
on the detailed pricing on an inventory of the detail material
such as nipples, T’s, check-valves, and so forth, which was based
on the ten percent sampling.

Q. The source of the data you used as the inventory of mis-
cellaneous equipment on page 5 of Exhibit 16-C was that office
records or field records?
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A. It was based on the office records in the operating depart-
ment. There is no way of seeing what is down in the wells;
it is necessary to refer to the records of the department, either
the accounting department or preferably the producing depart-
ment where they have records of almost everything that is in the
wells.

Q. Did those records show inventory and miscellaneous equip-
ment of the other gas wells?

A. To the extent that it was known. Naturally, wells that
have been purchased, have not been disturbed, and the knowledge
was incomplete as to what was beneath the ground.

Q. Referring to page 18 of Exhibit 16-A you indicate that the
inventory for quantity of casing and tubing of the wells

was prepared by correlating the investment and other
610 records. Did you adopt the investment records of the
company for quantities in this case? .

A. Correlating of the two records was made and in the case
of most of the wells the agreement was substantially perfect. In
some of the wells we found a disagreement as between the two
records, in which case every possible source of information was
checked to determine which was correct. There are some wells,
for instance, where we found more tubing in the wells than could
physically exist there.. That was corrected for, and the correla-
tion of these two sources indicated those particular wells where
we needed to make further investigation, and the best source of
information as related to each individual well was finally adopted
and the records were corrected.

Q. What were the two sources?

A. The two basic sources are the accounting department records
of what was charged out to the well, and the records of the pro-
ducing department, as to what was in the well. They might be
compared also to the records at the time of drilling the well which
shows the amount of casing and tubing sent out to the well and
the amount left in the well. All sources of that kind were
examined, and as I said, wherever there was a discrepancy
in the sources, the best possible investigation was made to

correct it.
611 Q. And then you adopted the book records; both
sources being book records?

A. Well, of course, the only possible record is something on a
piece of paper, because obviously you could not pull casing or
tubing from a well and measure it. It was necessary to adopt



92 TESTIMONY OF HOPE WITNESS RHODES

book records, but as I have pointed out, there were different
sources different departments, from which records may be
obtained for the purpose of reconciling differences.

Q. How did you determine which one to take?

A. The records of each particular well were studied in detail
when there was a disagreement and a conclusion was reached in
conjunction with the operating people and with me as to the
well, as to what was the most reliable source of information with
respect to any particular well in trouble. Generally, there was
little difficulty in reconciling the differences.

Q. Do the records you speak about show the weight and kind
of tubing and casing in the wells of the company ?

A. They show the kind and size and only in some instances do
they show the weight.

Q. How did you test it to determine whether the pipe in your
analysis of the Hope Company’s purchase vouchers was the
same as the pipe now being used in the Hope System ¢
612 A. Practically all of the pipe that Hope has bought is

still in its wells—certainly a large portion of it is. We
ascertained by an analysis of the purchase vouchers for the
greater part of what they had bought that there were certain
weights of each particular kind and size in certain proportions.
Being unable to find out exactly what existed in each and every
well, we necessarily had to take the proportions of casing of the
different weights as actually purchased by the company, for the
purpose of this reproduction cost new. There was no other
reasonable alternative, l

Q. Then you did not know which wells contained used tubing
and casing and what portions had been retired.

A. Noj; as to each well, we have no knowledge of what was
new when it was put in, and what had been previously used by
the company.

Q. Is it true that the weight in pounds per foot of casing
and tubing is an important matter in determining this cost per
foot ?

A. Indeed it is.

Q. Then for example on page 4 of Exhibit 16-C, if all the two
inch cashing were four pounds per foot instead of five pounds per
foot your estimate would be approximately twenty percent of
$200,000, in excess of the actual, would it not ?

A. There are no figures on page 4 that would indicate
613  such to be the case.
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Q. Do you see column 4% “Pounds per foot” on page 4, Exhibit
16-C?

A. Yes.

Q. You use five pounds, and if the five-pound pipe were four
pounds, then referring to column 7, the total cost would be
twenty percent less, or $200,000.

A. But the company did not purchase enough four-pound pipe
so that that would be impossible.

Q. That is an example. We might run through the whole
computation. ;

You said that you did not know what tubing and casing was
in the company’s wells, whether it was used, new, or portions
of it had been retired, nor did you know the weight ?

A. Asto any individual weight that is correct; yes, sir.

Q. On page 4 of Exhibit 16-C, if all of the 634ths inch casing
were 17 pounds instead of 20 pounds, the difference would amount
to approximately $455,000 on a similar computation.

% ok %k

614 The WirrNEss. That is correct.
By Mr. SPRINGER:

Q. Then the pipe weights which you have used are based upon
your own study, without relation to the facts in the case, and
another engineer might prepare a similar study and reach different
conclusions?

A. As to the first question, I prepared my study based on the
facts in the case as to what weights of casing and tubing of
the different sizes the company had purchased in its history,
which is a very good indication of what remains. What another
engineer would do, of course, I do not know.

Q. But did you say that you analyzed only a percentage of the
pipe purchased ?

A. We analyzed practically all of the pipe and casing pur-
chased by the company over its history—the oil well pipe casing.

Q. But you did not make an analysis of the pipe, casing, and
tubing in the gas wells purchased, did you?

A. No; that was taken to be the same weight on the average
as the wells in which the company placed the tubing itself.

Q. Mr. Rhodes, you are aware of how the Hope Company runs
its warehouse, are you not? I mean by that, that they buy
large quantities of pipe and that may be transferred to
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615 the Hope Construction and Refining Company, and may
never get into the Hope system ?

A. That may be; yes, sir.

Q. If there are any errors in such a transaction, that is re-
flected in your reproduction cost new estimate, is it not ?

A. No reason to expect any errors. The wells are all sub-
stantially the same depths and built by the same people, they
would be likely to have the same weights of casing and tubing
from year to year as the needs of the situation changed.

Q. But you do not know that to be a fact, do you?

A. T am not certain as to exactly what was sent to the Hope
Construction and Refining Company.

Q. They often transferred pipe to the Reserve Gas Company ?

A. How often, I do not know.

Q. At the bottom of page 18 of Exhibit 16-A, you have set
out various units of cost encountered in well-drilling operations.
Do you have a break-down by units of these costs?

A. T described classes of costs and the working papers disclose
in great detail all of those costs.

Q. You state that you made contractors’ allowances ?

A. That is correct.
616 Q. And did you also state that all of the property would
be built by contract under your aspumed construction
figures?

A. No, sir.

Q. Will you correct me on that?

A. T stated that the Hope Company, or the companies who
owned the property, would furnish all of the materials entering
permanently into the construction, except the building materials
and the like, and that all wells would be drilled by contract, all
pipe lines laid by contract, all compressor stations built by con-
tract, but that some of the detail work in connecting lines to the
wells and items of that nature would be carried out by the com-
pany’s own forces. Most of the installation would be by contract
under this set-up. Most of the materials would be furnished by
the companies.

Q. And did you make a uniform allowance for contractors’
profits in your estimate ?

A. We made a contractors’ allowance that was ten per cent in
connection with wells and pipe lines where only the installation
cost was involved, and about eight per cent on the contractors’
costs on the buildings where we had the allowance supplied also
for materials.
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Q. And on the compressor station equipment ?

617 A. On the compressor station equipment, the contractor’s

allowance was approximately eight per cent of the con-
tractor’s cost, but nothing at all for the cost of his equipment—
just on the installation of the equipment. ‘

Q. On page 19 you state that you have selected 330 wells on
which your studies were based. Did you have the field conditions
relating to those wells summarized ? .

A. They were all summarized in the working papers.

Q. On page 20, you state that there are large quantities of pipe
in the Hope system which are not presently manufactured. Can
you tell us what type of pipe that is?

A. You are referring to casing and tubing, are you not, rather
than to line pipe?

Q. That should be casing and tubing.

A. The working papers will show just which were the weights
and sizes that are not now being regularly manufactured, and I
would have to refer to that to refresh my memory.

Q. On page 20, you state that the unit prices used for casing
and tubing are based on the lowest quoted prices less 2 percent
cash discount, plus freight to average destination. Should there
be an additional discount for quantity purchases?

A. They are not available in casing and tubing.

Q. Recently you referred to your knowledge of the drilling of

3,000 o1l wells over a period of time.
618 A. Yes.

Q. Do you know whether or not the casing and tubing
purchased for those 3,000 wells were purchased at a discount in
addition to the ones reflected on page 20 of Exhibit 16-A ?

A. They were built at a different time, and I do not know what
prices were paid. I have been assured, however, by the pur-
chasing department, which is purchasing materials and has been
right along, that for a considerable number of years there has
been no discount on the casing and tubing except the discount of
2 percent for cash, and that the drillers of these wells which were
in the East Texas oil fields all paid the same prices.

Q. Does that mean that the casing and tubing prices are
twenty percent higher than pipe prices?

A. Roughly. '

Q. Do you know the tonnage in the Hope system for casing
and tubing and transmission pipe? o

A. Not offhand.

484808—42—7
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Q. I believe you have stated that the amount of money was
about equal ?

A. If T recall correctly, and I would like an opportunity to
correct the figures after looking them up, that some 240,000 tons
of line pipe was involved and about 150,000 tons of casing and

tubing.
619 Q. On page 21, referring to pipe lines, in your final
computation of reproduction cost new for pipe lines, did
you rely upon the book inventory ¢

A. The book inventory, the accounting department inventory,
and the engineering department inventory were compared and
discrepancies found. In many cases the discrepancies were reme-
died by new surveys and actual field measurements on those lines,
and with the exception of the discrepancies which we did find,
we reached the conclusion that the book records were acceptably
correct.

Q. How did you determine the weight per foot of field and
transmission pipe lines?

A. In the case of the major pipe lines—and by that I mean
the larger diameter pipe lines such as ten or twelve inch lines,
from ten to fifteen miles long or more—there was generally avail-
able a record as to the actual weight of the pipe purchased. In
the case of the field lines, the records were not so clear, and again
they found it necessary to rely on the weights as purchased by
the company over a period of years.

Q. But under the method of operating the warehouse of the
Hope Company, is it not true that when the pipe enters the
warehouse, it loses its identity relative to the weight and number

of feet?
620 A. In general, that is so.
Q. In general?

A. Yes.

Q. Is it possible under this method that lightweight pipe of
a certain size could be sent to a new construction job, and capital-
ized in the original cost at a much higher value than the actual
tonnage? -

A. T don’t know what might have happened. I have not
examined the details of such transactions.

Q. On pages 21 and 22, you refer to drips. Did you use the
book inventory of drips in the trunk lines in your classification
of pipe size?



TESTIMONY OF HOPE WITNESS RHODES 97

A. The determination of the number of drips of each pipe size
was made largely in the field from the records and consultation
with the operating men as to the drips. The book inventory was
only relied upon incidentally.

Q. Did your men physically inspect the drips?

A. Obviously not, because they are buried.

Q. Did you use book inventory of valves and fittings in the
branch lines?

A. No.

Q. What was your source of information ?

A. We examined in detail all of the records available with
respect to the approximately ten percent of the mileage of the

branch lines geographically well scattered through-

621  out the system.
We determined what was there by field records, and
we determined from the men in the field what valves there were.

In the case of most of the valves, they were in obvious loca-
tions and it was merely the unusual valves that were in question,
and required investigation, but in general the inventory of valves
with their attendant fittings was based upon the field investiga-
tions, and by field, I mean both physically in the field in some
cases and in consultation with the men who actually had occa-
sion to operate the valves from time to time in the handling of the
gas through the system.

Q. On page 22, you stated that the unit prices of the pipe used
are based upon the prices quoted by manufacturers generally
applicable to carload lots, f. 0. b. mill, less 2 percent for cash
and 10 per cent discount. Does this carload price given effect
to current basic discounts which apply?

A. This carload price less the 10 percent and 2 percent is
the price that I have found has been paid for more than a mil-
lion and a half dollars of pipe by this company and some of its
affiliates during the last year or so.

Q. Is it not customary in large quantity purchases
622  for basic discounts to be granted to the purchaser ?
A. I don’t know what you mean by “basic discounts.”

Q. It might be as high as another 50 percent, might it not ?

A. No.

Q. I think I will withdraw that; it should be fifteen percent.
Does that sound better, Mr. Rhodes?

A. T am not sure that I know what you mean bv a basic dis-
count.
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Q. Is it customary in the quotation of prices of pipe to give
a list price and then a basic discount?

A. To answer that directly, pipe quotations are based first
on what is sometimes called car prices. For each and every kind
of pipe and most weights, there is a list price that is the same
list price ppractically for all manufacturers. The people who are
buying pipe at the time have furnished to them discount figures,
maybe 50 percent or whatnot—which figures are also published in
the trade journals which, if applied to the list prices, will give the
mill price, for the number of feet that is charged for small quan-
tities of pipe. Unless you are a large purchaser, you would pay
those prices until you made purchases, approximately a trainload
of pipe, but if you are a large purchaser of pipe, you automati-

cally get a ten percent discount, even on ten or fifteen car-

623  loads which the purchaser who is less regular in his pur-

chases would not get until he exceeded a trainload and then
negotiated for it.

Now, when any purchaser of pipe is going to buy more than
a trainload of any size, he generally negotiates the price.

In the last year and a half, various discounts have been granted.
Taking into account the heavy tonnage of pipe that has been
bought by this company and its affiliates, and without any dis-

- count beyond the ten percent and the two percent, the two percent
being for cash, I reached the conclusion that as related to the
property of this size, it would be possible to obtain further dis-
counts, not to exceed ten percent of the whole price on all of the
pipe, but that no further discount could be available with respect
to the purchase of the casing and the tubing.

Q. You spoke of buying a trainload of pipe. Would it require
a trainload of pipe to reproduce the Hope system?

A. At least.

Q. And if the Hope Company purchased requirements for
reproducing its system within a three year period, under its pur-
chasing arrangement with—did you say the Standard Oil of New
Jersey?

A. T don’t know what its arrangement is with the
624  Standard Oil of New Jersey, but they do have large pur-
chases of pipe made from time to time with Standard Oil

of New Jersey’s purchasing department.

Q. That on a negotiated purchase of the requirements to repro-
duce the pipe line and well systems of the Hope Company, it is
very likely that there would be an additional discount, which is
not reflected in your inventory here ?



