Decision No. SL7i8

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of

SOUTHEERN CALIFORNIE GAS COMPANY and

)
)
SOUTEERN COUNTIES GAS COMPANY of ) Application No. 35690
CALIFORNIA Tfor authorization to carry %

)

out the terms of an agreement reallocat-
ing gas supply and transmission costs.

(A 1ist of the appearances and witnesses i1s attacked hereto
o3 Appendix A)

OPINION

Southern Californic Gasz Company and Southern Countles Gas

Company of Californis by the above-entitled application £1led August

10, 195k, request authorization from this Commission to carry out

the terms of thelr gas supply and tronsmission cost reallocation
sgreewent, dated August L, 195k, to become effective January 1, 1955,
Tho proposed agreement contemplates that costs incurred by oach
applicart for all purchased gas, and for all jointly used transe
mission facilities, will be accumulated, and the totals of such

costs will be divided botwoen thom in proportion to their rospective
annual volumotric gas recoipts. A copy of sald agreement, attachod
to the application and marked Exhiblt No. 1, is propeoscd to roplaqo‘
the agroomont dated May 21, 1945, oxpiring December 31, 195L..

Public Hoarings

Public hoarings worc hold on this application before
Commissionor Konncth Pottor and Examincr M. W. Edwards on August 20"
and Septombor 1, 195L, at Los Angolos, Califorania. This mattor
was consolidatod for hearing but not for docision with Application
No. 34975 of tho Southern California Gas Compeny for am Inerodsc in

gas ratos.
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Joint Faeilities

Applicants own, as tenants in common, a pipeline systen
between the Los Angeles area aﬁd the eastern border of California,
known as the Texas Pipeline System, together with certain trunk trans
mission facilities in the Los Angeles area. Southern Califormia Gas
Company owns 75% and Southern Counties Gas Company of California owns
25% of these joint facilities. The Texas Pipeline System is used to
transport out-of-state gas purchased from El Paso Natural Gas Companyfbk
In addition, each applicant owns certain facilities such as trans-
mission pipelines, above-ground storage facilities, underground pipe-
type gas storage holders and their associated faclilities such as
compressors, an underground storage field and related facilities from
which both derive a benefit either direc¢tly or indirectly.

Southern Counties Gas Company of California operates the
section of the Texas Pipeline System east of Santa Fe Springs and
Southern California Gas Company operates the section west of Santa Fe
Springs. Each applicant operates the additional facilities, referred
to above, which it owns, and which either are jointly used or result
in joint benefits, but the ¢costs do not necessarily divide in propor-

tion to the annual volumetric gas purchases of each.

Position of Applicants

Due in part to the faster growth of Southern Counties Gas
Company of Califeornia in recent years since 1945, applicants claim
that the ownership of jointly used gas supply facilities is no longer
proportional to the actual demands of the two companies. Applicants
"also claim the same is true with respect to gas purchases, especially
as influenced by the 75%-25% contracts with El Paso Natural Gas
Company. They state that maintenance of such contract terms in turn
distorts the relative purchases from the Pacific Lighting Gas Supply

Company and that this distortion has been aggravated due to
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increasing out-of-state volumes at unit costs substantially higher
than the incremental costs of California gas.

Applicants contend that correction of this situation has
not been feasible heretofore because such correction necessitated
elthor transfoers of property and contract rights, or involvement
of Fedoral Power Commisslion regulation with respect to facilities
or gas supplies deemed to be of interstate character. With tho
passege of the Hinshaw BL1l, concentrating gas regulatory Jjurisdlic-
tion in the California Public Utilities Commission it 1s now
feasible to correct this situation. Applicants state that an
equitable cost allocation has been in effect since 19LS with respect
to their coastal supply facilities handling only intrastate gas.
Applicants now desire to extend this present joint faclilities
agreement for coastal lines %o include all gas costs and jolntly-
used gas supply facllitles in the form of an agreement as proposed
in this applicatlon.

Applicants state that in 1946 their load relationship was
approximately 75%-25%, but as of today 1t is more nearly 70%-30%.
Based on the estimated 195l combined purchases of 375,000,000 Mcf
and using the present rate for gas purchased from Paclfic Lighting
Gas Supply Company, the applicants estimete that the reallocation
agroement would reduce Southern california Gas Company's gas purchase
costs by about $282,000 and would Increase Southern Counties Gas
Company of California's costs by an equivalent amount. Using for
Pacific Lighting Gas Supply Company gas the rate proposed in
Aoplication No. 35129, Southern californiat's gas purchese costs
would be increased by an estimated $468,000 in 1954 and $266,000 in .
1955 and Southern Counties' costs would be reduced dy like amountse.
The reallocation of costs related to transmission and storage

facilitles encompassed by the agreement, including the 6% return
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on the undepreciated investment in such facilities, as proposed by
applicants, would decrease Southern California's costis by approxi-
mately 41,000,000 per year and increase Southern Counties' costs by
the same amount. Thus, for the year 1955, using proposed Pacific
Lighting Gas Supply rates, the net effect of the agreement is to
reduce Southera California's costs by approximately $700,000 and to
increase Southern Counties'! costs by the same amount.

Statistical Relationships

Applicants! Exhidit No. 3 shows several statistical
relationships between the two utilities which may be summarized as

follows:

19L7 Ratios 1953 Ratios
So. Cal. So0. Cos. So. Cal. So. Cos.

Annual volume of

natural gas pur-

chases for resale

and company use 28.66%
Annual volume of

sales, all

classes 28.85
Peak day send-out,

firm demand 27.48
Year end customers,

active meters, all

classes 24.94
Annual volume of

firm sales, in-

¢luding San Diego

Gas & Elec.Co. 29.52
Annual volume of

firm sales,ex=

cluding San

Diego Gas & Elec.
Co. 79.18 20.82 75.91 24.09

Each of the above items verifies the trend claimed by
applicants; that is, greater proportionate growth by the Southern
Counties system. The applicants' proposal is to use the actual vol-
volume relationships as the bases for allocation.

At the reguest of counsel for the California Manufacturers
Association, applicants supplied the following data on the relation-

ship of estimated system design peak:
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July 195l BEstimates of Design Leak Relationship

Southern Southern
Winter Season California Counties

195455 70.17% 29.9%
1955-56 70.2 2.8
1956-57 70.0 30.0
1957=-58 69.6 30.4

secause of a variation ln design peak estimates made from time to

time, applicants' witness did not consider the design peak a
practical way of making tneo segregation when volumetric facts and
figures are avallable.

Commission Staff Analysls

The Commission stalf made an investigation of applicants’
proposal and counsel for the staflf indicaved substantial agreement
with the position taken by the applicants as to the fairness of the
allocation.l However, the staff representative stated that such
agreement should not be interpreted as indicating that 6% on an un-
depreciated rate base constitutes a reasonable rate of return.

A staffl engineer investigated the reasons for Including certain
facilities in the agreement and leaving out others. Based on the
explanations given by one of applicants! wltnesses as to the jointly
used equipment and such singly used equipment of cne company as would
benefit the other by substitution or otherwise, the staflf engineer
found no reason to take exception to the method of deciding which
facilitlies to include and which to exclude.g/ In response to an
Inguiry by the staff, the applicants stated their intention of filing
with the Commission at the end of each year a statement setting forth
the facilities covered by the reallocation agreement and the final

reallocations of costs between the two campanies for that year.

Position of California Manufacturers Association

The Californlia Manufacturers Assoclation took the position

that tho allocation method used by applicants is not proper as we

%/ Iranseript page 899.
2/ Tranaeript page 1O0lL.
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are dealing with allocation of cost. It suggested using the system

3/

It pointed out, however, that under the particular operating ¢ondi-

design peak and the annual Mcf for allocating the joint costs.

tions existing at the present time, the results on the Association's
vasis would be approximately the same as on the basis proposed by
applicants. Counsel for the Association suggested that the Commissio:
take this fact into account in considering the proposal.

The Association also requested that the two applicants keep
their records in such a way that at any time a determination can be
made as to the amount of capital in each plant account which is
included in the arrangement for each company, and the amount of oper-
ating expenses in each one of the operating expense accounts that
apply to the joint operation agreement. Applicants agreed that the
record will be kept essentially in the form requested by the
Association.&/

Conclusicns

After considering the evidence of record in this matter and
statements by the applicants, the staff and the interested parties,

it is concluded that:
) 1. Applicants' proposal to reallocate certain joint and other
costs between them should be permitted to be undertaken.

2. Applicants should keep adequate records so that at any time
the expenses, capital items and fixed charges entering into the
reallocatsion may be determined.

3. Applicants' proposal, while meeting with certain objections,
appears to provide a practical and reasonable solution to this prob-

lem at this time on the basis of annual volumetric gas purchases.

!

Transcript page l1Ol7.
L/ Transcript page 101l.




A~35690 AIV”B Z

L. The agreement provides for continuing jurisdiction by the
Commission, in that the agreement at all times shall be subject o
change or modification by this Commission in the exercise of its
Jjurisdiction.

5. The proposed term of 3 years from Janvary 1, 1955 to
January 1, 1958 is reasonable. '

Finding

It is our finding and conclusion that an order should be
issued authorizing the proposed agreement; that the resulting increase
in annual gas purchase and supply costs to Southern Counties Gas
Company of California is reasonable; and that the offsetting decrease
in annual gas purchase and supply costs to Southern California Gas

Company is reasonable.

The above-entitled application having been considered, a
public hearing having been held, the matter having been submitted
and now being ready for decision,

IT IS CRDERED that applicants be and they are hereby
authorized to carry out the-terms and conditions of the written agree-
ment, dated August 4, 1954, Setween Southern California Gas Company
and Southern Counties Gas Company of California, effective January 1,
1955.

IT IS HEREBY FURTHER ORDERED that applicants shall:

File with the Commission within thirty days

after the effective date of this order, two

certified copies of the agreement as executed,

together with a statement of the date on which
the agreement is deemed to become effective.
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Filc with tho Commission within 90 doys following
the close of cach calendar yoar, a statement of
tho facilities included under the rcallocation
agrooment as of the end of the year and the book
cost thereof, togothor with a statoment of cost
roallocations betweon the two parties for such
colendar yoar.

Notlfy this Commission of the date of termlination
of said contract within thirty days after sald date
of termination.
The effective date of this order shall be twenty days after
the date hersofa.

Dated at Les Anmeles , California, this

24 % day of OTEILK » 195L.
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»PPENDIX A

LIST OF APPEARANCES

For Appllcants: Southern California Gas Company by T. J. Reynolds,
Milford Springer, Z. P. Letton, Jr.; Southern Countles Gas
Company of Callfornia by Miliord Springer.

Intercsted Partics: City of Los Angolcs by Roger Arneborgh,
Alan G. Campbell, T. M. Chubb anéd Robert W. Russell;
Monolith Portland Coment Company by Normal m.iliott of
Znright & Elliott and waldo A. Gillette; Calllfornia
Vanufeeturers Assoclation by George D. Rives of Brobeck,
Phlogeor & Hoerrison; Celifornin Form Burciu Federatlon by
ve Je Doucl; Southern California Edison Compony by Bruce
Renwick, Rollin E. Woodbury and John Bary; California
Zloctric Power Gompany Dy cohn R. Lautz; Dopartment of
Wator & Powor, City of Ios Angolcs, by John E. Girard;
City of Glendalo by Henry McClornmon and John H. Lauton;
Clty of Burbank by hArchie L. Waltors:Challonge Croom and
Buttor Assoclation, Exchenge Orango 2roducts Company and
Lindsay Ripe Olive Compony, by W. D. MocKey; City of
Pasadona by Claronec h. Winder and rronk L. Kostlan;
Clty of Rivorsido oy kdibort H. Ford; City of Long Boach
by Eenry E. Jordan.

Protostants: California Instlituto of Soclal Welfero by George
Mclein; Appliance Profossion Assocliation of Californic by
Van C. Fostor.

For tho Cormission Staff: Luthor W. Gulick, Charles W. Mors and
Thoodore Stcin.

LIST OF WITNESSES

Evidonce was prosontced on bohalf of the applicants by Walter Je.
Hoerrman, and Grove Lowronco.

Evidonce was prosonted on bekalf of the Commission Staff by Paul We
Aver'y.




