Decision No. “arsoS

BEFORE THE PUBLIC UTILITIZS COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the investigation upon

the Commission's own motion into the

reasonableness of the rates, ete. of Case No. 4716
SOUTHERN CQUNTIES CAS COMPANY OF -
CALIFORNIA, covering gas service.

LeRoy M. Edwards and Milford Sprinser for Southern
Counties Gas Company of (alifornia; Roger Armebergh,
Assistant City Attorney of the City of Los Angeles;
K. Charles Bean and T. M. Chubb, for the Board of
Public Utilities and Transportation of the City of
Los Angeles; J. J. Deuel and Zdson Abel, for the
California Farm Burecau rederation; Brobeck, Phleger
and Harrison, by Ceorge D. Rives, and George Kinsman
for California Manuracturers Association; k. M. Home-
and Major John W, Rood, for United States Department
of Army; A. B. Starr tor tac Eleventh United 3tates
Naval District; Chickering and Gregory by Sherman
Chickerinz, for San Diezo Cas and Elcctric Company;
and W. D. MacKav and L. H. Stewart for E. C. Fogal.

OPINION ON FOURTE SUPPLEMENTAL ORDER

Southern Countics Gas Company of Californial/ on Novembder 3,
1949 filed a petition in this proceceding secking (1) the establishment
of certain minimum interruétiblc industrial gas rates, and ;2) rein-
statement and revision of the Automatic Rate Adjuscment Plan estab- |
lished by previoﬁs order herein.

Evidence and argumcnts respecting the petition were reccived
a2t a hearing in Los Angeles on January' 9, 1950 before Commissioneor huls
.and xaminer O'Ericn.  Thc prcscntatioﬁ at that hcarihg was rcstrictcd,A
oy dircction of the Comaission, to the issues raisod by that porﬁion of

the petition1sceking revision of the Automatie Rate Adjustment Planﬁ

1/ Bereinafter roforred to as Southern Countics.
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Kistory of Case 4716 ,
This procceding was initiated on Fobruary 129, 1944 by an

order of investigation on the Commission's own motion, inquiring into
the reasonabloncess of the rates of Southern Countics. Hearings on the
driginal exder were held on Janvary 7, 8 and 9, 1944. On June:27,
1944, the Commission issued an order dirccting Southern Countics to
show causc why an interim reduction in rates should not be made effec-
tive. Such reduction contcmplaté& disallowance of federal war taxes
&S operating cxpcnscé in determining reasonable rates. The.ofder was.
issued concufrcntly with an 6rdcr in Casc 4731, an invcétigation into
the matter of federal war taxes paid by all utilitics subject to the
Commission's Jjurisdiction. On July 17, 1944, twonty-onc such utilit;cs
filed 2o petition asking leave to intervene in this procccding,as inter-
ested partics and for a5ccnninuan¢c of the hearings until a date sub-
sequent to hearings on the same issue uﬁdcr tho gencral investigation,
Case 4731. In a2 hearing onlJuly 27 the petition in intervention was
grantcd but the petition for continﬁ;nce was denied, andfhédringS'
thcrcaftcr were continu¢d on July 27 and 28 and August 3, 4; 16, 17
and 22, 1944.

Pollowing the filingvof bricfs, the Commiss;on,issucdnits
Decision No. 3752l.(h5 CRC 537),-datedADcccmber by 194k, in which the
gross revenues of Southera Countics Gas Company were ordered reduced
by ¢750,000 annually. Such reductiorn was largely achiéved-by applying
2 discount to the rcgulafly filed tariffs, for meter readings taken on
and after December 15, 194h. Discounts of 73% for gemeral service in
all districts except ﬁarbor District, and for'5li firm industricl and
military tariffs in all &1 stricts, 10% for gencral servmce in harbor
District, and 5.8% for wholesale ,crvicg, exclusive of surplus scrvzco
 suppliced to San Dicge Gas and Electric Company, were establ;shcd; The

discounts were not applicable to minimum charges: These discounts were
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to be cffective for 12 months as war cmergency discounts, and:thc%uné
discounted tariffs were to be cffective thercafter.
By Decision No. 38501, cntcred December 10, 1945, the dis-

counts were extended with the consent of Southern Counties, until

Merch 1b, 1946 and were further extended to March 31, 1946 by'De#ision |

No. 38730, dated February 26, 1946. The procecding was reopencd for
fufther héaring by an order of the Commission dated February 26, 19L6 
and a further hearing was held on Mareh 13, 1946, AtﬁthiS-hcaring a
plan for periodic adjustment-of the discounts was préﬁented by'%he:CSme-
mission's staff. This plan was proposcd s a'stop-gip,measure't01“
roéognizc the uncortaintics in prospoctivc‘revcnucs'an& expenses. then
confronting Southern Counties. It likewise gave rccognitiqﬁ t0 the
uﬁility's objectioné‘to-filing new and lower tariff schedulés.
Southern Countics expressed a favorable attitudetoward»soﬁe automatic
plan but did not belicve the plan proposed by the staff fuliy met the
cobpaﬁy'S»néeds. chrésentatives of the City of Los Angeles and the
California Farm Bureau.cheration indicated acquieétence in a trialfof
the proposed plan. As & conscquence the Commission, by Decision
No. 38786 (46 CRC 284), dated March 26, 1946, established the Automatic
Rate Adjustment Plan. Under the plan the Commission's staff was to
review the reovenues and expensces cf Southern Countiéé\quartcrlyL " To
the oxtent the net rcvenucs; adjﬁsted for tcmpératurc and raté_dis-
counts, departed from a level of net revénucs cstﬁbiished by fofmula;
éppropriatc increascs or decrezscs would be made in the discount por=
centages. The pldn as ordercd by the Commission contcmplaﬁed that it
would bo in effeet. for one year.

On May 7, 1946, by Deeision No. 3894k (46 CRC.451), ihclcdm-
mission authorized: exclusion of customers, récciving service under the
utility'’s "B" rates 6f its gencral service schédules, from participa-‘

tion in further increases in discounts.  Such customers used gas
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C-4716 .
a8 |

exclusively for héating surposes, not for cooking or water hcdting;
and ¢consequently were considbrcd to have poor load characteristvics.
The plan as authorized by Decision No. 38786 was oxtended by Decision
No. 39939 (47 Czl. PUC 118) to March 31, 1948 and by Decision No.
L1342 (47 Cal. PUC 822) to March 31, 1949, the discounts boing subjoct
to adjustments for the rosults of cperation under the ﬁlan for the
final l2-month pcriod. |

On Januwary 26, 1949, Southern Countics filed 2 petition
wherein it proposcd substantial medifications of thclbcéic rate levels
of its f£iled tariffs which it believed would result in more harmonious
rate relationships. While the proposed changes would have rcsulted in
substantial over-all inereasces in gross revenues, ond both inercases
and deercases in billings to individual cusnomérs, Southern Counticé
pointed out that the change in rcvcnucvwould be absorbed by the opera-
tion of the Automatic Rate Adjustment Plan. Heorings 6n that pctipion
were held on March ¢ and 10, 1949, and the issucs taken under submis-‘
sion. On Junc 28, 1949, by Deeision No. 43083 (48 Cal. PUC 792), the
Commission authorized the extension of the Rate Adjustment Plan to
Merch 31, 1950. | |

Petition of November 3, 1949

The Automatic Rate Adjustmcnt Plan which Southernldountics
sceks to have reinstated providcd‘for quarterly adjustments in ratcs
through the medium of discounts applicable to filed tariffs, which dis-
counts were to be adjusted in accordance with 2 formula contained in
the plan. The annual ronewal of the plan by the Commission dﬁfing the
pcriod'of inercasing net earnings, and resulting increasing.diécouﬁ%s,‘
assuréd customers of rcductions in gas rates at quartcrly’intchals,
Had such extension not been duthorizcd, the discount rosulting from tho

guarterly review of the period ending March 31 of cach of the several

\yoars would have been permanently offective thereafter until changed:
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by further order of the Commission.: By'thc same token, ¢extension of
the plan during the peried when net carnings have been shrinking,dnd
rcsultingldiscounﬁs\declining, provided convenient means for Southern
Countics to obtain increases in revenucs at quarterly intervals while

the plan was in operation. /

The plan, &5 initially cstablished, provided for termination

in the following language:

"The cxtcnt to which the ra tc discounts may be dccryascd
- may not exceced the extent of' the rate discounts, and when said
- discounts shall be reduced to zero all Aiscounts shall be dis—

continued and thc adjustment plun shall be decmed to have come’
to an cnd.”

The analysis of operations for the l2-month périéd'chdbd:‘
September 30, 1949 indicated that thc'thcn effective diséounzs<shpuld
be reduécd by four percentage points, which was greater than the thon
effective discount, and the plan conscequently terminated with the |
filing of tariff schedules, without discount, effective Novc@ber 15,
1945 | | | |

Need to Continue Plan

Southern Counties reecognizes that the automatic plan hgs
terminated but urges re-cstablishment of the plan by ComﬁiSsion order
as a recady means of mainteining its carning posinion at a satisfactory
luevel pending the application fof and establishment of compensatory
rates for the futurc. It attributes the dacline in its carning posi-
tion to general increasce in cost of bperation both in fixedQchafgcs
and in operating,cxpenses and to heavy losses of revenue from salcé:of
interruptible gas sexrvice beezuse of the decling in the poéted price
of competitivc fuel 0il to ﬁhich the interruptidle rates are gearcd..

Its testimony shows that the average investment per meter haé

-inercascd from o166 in Janu.ry 1945 to 207 in July l9b9, and an esti~
mated 4228 per meter in 1950; If the substanticl ;nvcgtmupm in Texas

pipe line facilities is climinated, the inercmontal investment pc: ‘
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added customer since January 1945 iz stated to be ¢269. The increasc
in labor costs is illustrated by the compirison of the average annual
hourly pay of 51.26'in 1945 contraétcd to the current annual average
hourly pay of %1.79, or 2 42% incrcasc. The change‘in‘wngc rates is -
ostimated to approximate an amnuwal inercase in labor expenses of ébout
32,600,000 ser year. The cost of purchased gas comstitutes almost 60%
of total operating cxpenscs, exclusive of taxes and depreciation. FOf
the year ended July 1945 purchased gas co3t approximately 35,000,000
at an average cost of112;7¢ per Mcf. TFor 1949 purchascd gas cost
311,600,000, at an average rase of 16.55¢ por Mcf. This change in tho
cost of gas reflects an inercase inm annual cperating oxpenses of about
24 million dollars because of changes in pricc lovel.. The decline in
the posted price of fuel oil during the year 1949 did not produce a -
cecrcase in the cost of purchased gas because of the absence of escala-
t.r clauses in Southern Counties' gas purchase contracts. The fourth |
major factor affceting Southern Countics' carning position'was the
sharp rcduction in the rates at which interruptible 5as‘sérvicc was:
sold. These toariffs, which contain a provision whoreby the rates are
changed when chaﬁgcs in the posted price of fuel o0il occur, wcfc re=
duest throughout L1949 in accor@ahce with the tariff‘provisions as the

posted price of oil declined from $2 to its current level of 1.30 per

varrel. The annual loss in rovenue is cstimated ot 1,839,000,

Position of Partics ,

| The City of Los Angeles, through its Zoard of Public Utili-
tics and Transportation, indicated that if the Commission saw £it ©o
grant an increasc in rates it belicved the re-cstablishment of the
Automatic Rate Adjustment Plan would be mﬁch‘lcss objecticonable thoan
the cstablishmont of inmcrim‘ratc increoases in any othef manner. ‘Thc
Califqrnia'Farh Burcau Federation likewise suggested that the re-

establishment of the automatic plan would be more aceeptable to its.
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mcﬁbership than an inteorim inercase in filed tariff rates. " The fdderal'
government , particﬁlarly reprosentatives of the militéry cstabliéhmcnts,
staied thet they were not convinged that Scuthern Counties had made a
sufficient showing for relief as fcqucstcd and suggested that the plan
not’be re-cstablished. The Commission's staff likowise reitcrated thc |
position it took in March of 1949, at which time it urged the Commis-
sion to discontinuc the plan. - |

Earning Position .

The rocord shows that for the 12 months ended November 30,
1949 the rceorded net income fo: return was 53,322,082 and when related
to the mean rate base of LblL,081,206, Southern Countics! rate of
roturn is approximately 5.2%. If adjusted for average tomperature con-
ditions the return Arops to 4.9%, it increases to 5.7% if revenucs are
adjusted to z¢ro discount, and if further adjusted to reflect a posted
price of fuel oil of $i.30 for the l2-month period, the return is
2pRTOXimately 4edl.. |

Southern Counties is & wholly-owncd subsidiary of Pacific
Lighting Corporation. The record shows that Southorn Countics pﬁ:—L
chased in 19h9 almost 45% of its gas from Pacific Lighting Corporation.
Zxhibits showing the carning position of Pacific Lighxing,-previously
intfoducéd in the recqrd in Application No. 30299, have béen,madq;a
part of the record in this proceeding. Application No. 30299'is a
proceecing in which Southern California Gas Company, aiso a sub$idinry
of Pacific Lighting,cbrporction, iz secking authority ﬁo inecrease zas
rates. In Decdsion No. 43675, dated Janwary 5, 1956;,Southern |
Califéfnia Cos Company was granted authority to makc'interimfinﬁrcascs
iﬁ rates. In aumhoriZing such inercases, howcver,'thc Commission
indicated that the cost of gas acquired from Pacific ﬁighting Corpora-

tion should be reduced 2.51¢ per Mef in dutefmining:thc rate levels: to,

which Southern Californic Gas Company was cntitled om an interim basis.
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If a similar further adjustment is made ﬁo the results of operation of
Southern Countics for the year ended November 30, l9h9,.shown above, &
return of almost 53% is indicated.

In view of the carning lovel which Decision No. 43675 con~
sidered nccessary on an interim basis for Southern California Gas |
Company; in view of the adjustments tO‘oxpcnscsfimplicit in that.
decision; in view of the intimate relationship between Southern
Califernia G@s Company and Southern Countics Gas Company_of California .
as subsidiaries of Pacific Lighting Corporation; and in view of the
recent earning expericnéc of Southern Countics, the,COmmission,béiicvcs
that the Automa?ic Rate Adjustﬁént.Plan should not be rc-cstablished.
Southern Counties has had ample opyortunity to file an‘apﬁlicaﬁidn'for
an inercase in ratos in the normal manner for many months and its con-
tention that the only avenue of rate relict available to it is iﬁvthc
restoration of the automatice plan, kerbclievc, is unsound. ‘Other
matters now pending before the Commissioﬁ as a rcsulﬁ of pctitiohs
filed by Southern Countics in this proceeding ﬁre such asnto'bé the
proper subject matter for an application for adjustments in‘tariff,
rates filed in the manner contemplated in Genmeral Order No. 96, the
Commission’s Rulcs of Procedure, .ihd Section No. 63 of the Public Utili-
tics Act.' In view of the testimony of the president of Southern
Countics that it contemplaﬁcs the filing ¢f an épplication for 2
change in rates in the ncar future, the Commission will not take
action on other mavters pending in this procceding except upon further

vetition by Secuthern Countics.

FOURTH SUPPLEMENTAL ORDZIR

The Commission having considered the petition of Southern

Countics Gas Company of;Califcrnia filed November 3, 1949 inrsélfar'as

that petition.related to the re-cstablishment of the Automatic Rate
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| Adjustment Plan cstablishcd by Decision No. 38786, as extended, having

received evidence, both oral and documentary, respocting the dssues
ralscd by that pctztlon, and being aaviaed of the position of the
several interested parties,

IT IS HEREBY FOUND AS A FACT that the Automatic Rate Adjust-
nent Plan established by Decision No. 38786 tcrmmnatcd under its pro-
visions on Novomber 15, 1949 by the £iling of rates, with discounts
climinated, cffective on said date, that since that date the plan has
had no further foree or cffect, and that the current carning,pogition
of Southern Countics Gas Company of California, when adjusted as out-
lined in the foregoing opinion, is not such as to pursuade the Commis-
sion to depart from its traditional methed of rote making by authoriz-
ing an Aﬁtomatic Rate Adjustment Plan which would permit rates to rise’
above published filed tariff rates; therefore,

IT IS HEREBY ORDERED that the petition of Southern Countics
*Gas Company of‘Ca;ifornia filed November 3, 1949, in s¢ far as iv
secks a re-cstablishment of the Automatic Rate Adjustmenx Plan herein-
before refcrrcd to, b¢ and it is hcrcby denicd.

The cffcctivc date of this order.is twenty (20) days from
the Jdate hercof. -

;%éi;/pﬂth at San Francisco, Californiz, this 2K = day of
/JAA u/’ ? 1950- ' .




