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Dec1s1on No .'_~~;.." v;;;;...;o(..;;.t.;;,;O~ 

BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

~n the Mntter o~ the App~~cat~on o~ ) 
SOUTEERN CALIFORNIA G~.S COMrf-NY and ) 
SO'O''I'HE~N COUNTIES GAS COMPANY or ) A:p:plie9.t1on No • .35690 
CALIFORNIA ror authorization to carry ) 
out the terms of an agreement reallocat- ) 
ing gas oupply and transmission costs. ) 

(A list of the appearances and witnesses is attached hereto 
o.s Appendix A) 

Southern California. Go.s Compo.ny and Southern Counties GIlS 

Company of California. by the a.bove-entitled application filed August 

10, 1954, request nuthor1zo.tion from this Commission to co.rry out 

the terms of the1r go.s supply nnd tr~sm1ssion cost realloco.t1on 

agreement, da.ted ~ugust 4, 1954, to become effective Jo.nuo.ry 1, 19S5. 
The proposed o.gree~nt eontemplates tho.t eosts incurred by each 

applico.~t for 0.11 purchased go.s, and for all jo1ntly used trans-

miss10n fo.cilities, will be accumulated, and the totals or such 

costs will be divided between the~ in proport1on to their rospective 

annual volumetric gas recoipts. A copy of said agreement, atto.chod 

to the application and markod Exhibit No.1, is proposed to repl~~e. 

the ngree~nt dated May 21, 1945, expiring Docember 31, 19~. 

Public Hoarin~s 
Public hearings were hold on this npp11cution beforo 

Commiss1oner Kenneth Potter and Exo.m1ncr M. W. Edwards on August 20 '. 

and Septombor 1, 19S4, at Los A.~golos~ Co.lirorn1a. This ~ttor 

w~s consolidated for hearing but not for docision with Application 

No. 34975 or the Southern Co.11rorni~ Go.s compcny for o.n increase in 

go.s ro.tes. 

., 



Joint Facilitiec 

Applicants own, as tenants in common, a pipeline system 

between the Los Angeles area and the eastern border of California, 

known as the Texas Pipeline System, together with certain trunk trans 
mission facili~ies in the Los Angeles area. Southern California 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 Company_~ 

In addition, each applic~~t owns certain facilities such as trans-

mission pipeline~,above-ground storage facilities, underground pipe-

type gas storage holders and their associated facilities such as 

compressors, an underground storage field and related facilities from 
which both derive a benefit either directly or indirectly. 

Southern Counties Gas Company of California operates t~e 
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 vol~etric gas purchases of each. 

Position of Applicants 

Due in part to the faster growth of Southern Counties Gas 

Company of California in recent years since 194;, 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 o! C~li!orn1~ gas. 
Applicants contend that correct1on o! this situation has 

not been feasible heretofore bee~use such correction necess1t~ted 

eithor tra~for3 of property and contract rights, or involvement 

of Federal Power Commission regulation with respect to facilities 

or gas supplies deemed to be o! 1nterstate cbaracter. With tho 

passage of tbe Hinshaw Bill, concentrating gas regulatory jurisdic-

tion in the California Public Utilities Commission it is now 

feasible to correct this situation. Applicants state that an 

equitable cost allocation has been in effect since 1945 with respect 

to their coastal supply facilitie: handling only intrastate gas. 

Applicants now desire to extend this present joint facilities 

agreement for coastal lines to include all gas costs and jointly-

used gas supply fncilities in the form of an agreement as proposed 

in this app11cation. 
Applicants state that in 1946 their lond relationship was 

approximately 75%-25%, but as of today it is more nearly 70%-30%. 
Based on the estimated 1954 combined purchases of 375,000,000 Mc! 

and using the present rate for gas p~rchased from Pacific Lighting 

Gas Supply Company,the applicants estimate that the reallocation 

agreement would reduce Southern california Gas Company's gas purchase 

costs by about ~~282,000 and would l.."'lcrease southern Counties Gas 

Company or California's costs by an equivalent ~ount. Using tor 

Pacific Lighting Gas Supply Company gas the rate proposed in 

Application No. 35129, Southern california's gas purchase costs 
would be increased by an esti~atee $468,000 in 1954 and $266~000 in 

1955 and Southern co~~t1est costs wo~d be reduced by like ~ounts. 

The ~eallocation of costs related to transmission and storage 

facilities encompassed by the agreement, including the 6% returr~ 
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on the undepreciated investment in such facilities, as proposed by 

applicants, would decrease Southern California's costs by approxi-

mately $1,000,000 per year and increase Southern Counties' costs by 

the same amov.nt. Thus, for the year 1955, using proposed Pacific 

Lighting Gas Supply rates, the net effect of the agreement is to 

reduce Southern California's costs by approximately $700,000 and to 

increase Southern Counties' costs by the same amount. 

Statistical Relationships 
Applicants' E~~ibit No.3 shows several statistical 

relationships between the two utilities '..rhich may be summarized as 

follows: 

1. Annual volume of 
natural gas pur-
chases for resale 
and company use 

2. Annual volume of 
sales, all 
classes 

3. Peak day send-out, 
firm demand 

4. Year end customers, 
active meters, all 
classes 

5. A.."'lnual volume of 
firm sales, in-
cl~ding San Diego 
Gas & Elec.Co. 

6. Annual volume of 
firm sales,ex~ 
eluding San 
Diego Gas &. Elec. 
Co. 

19J...7 RatioS 
~S~o~.~C~a~1~. So. Cos. 

76.20% 

75.51 

75.94 

77.96 

74.11 

79.lS 

23.S0% 

24.49 
24.06 

22.04 

20.S2 

1953 Ratios 
So. Cal. So. Cos. 

71.34% 

71.15 
72.52 

75.06 

75.91 

2$.66% 

24.94 

29.52 

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 request of counsel for the California Manufacturers 

Association, applicants stlpplie"d the following data on the relation-

ship of estimated system design peak: 
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July 1954 Est1m~tes or Design Le~k Relationsh12 

Winter Season 

1954-55 
1955-56 
1956-57 
1957-58 

Southern 
California 

70.1% 
70:' '1 
70.0 
69.6 

Southern 
Counties 

29.9% 
29.8 
30.0 
30.4 

~ecause 01' a variation in d~sign peak esticates made from t~e to 

time" applicants t w:'tn~ss did. not consider the desi"gn peak a. 

practical way of maki~~g t(.I.~ segrogation when volumetric facts Md 

tigures are available. 

Commission Staff Analysis 

The Commiosion statf made an investigation of applicants' 

proposal and coun~el tor the statt indica.~ed substantial agreement 

with the pOSition taken by the applicants as to the fairness 01' the 
11 allocation. However" the start representative stnted that such 

~greement should not be interpreted as indicating that 6% on an un-

depreciated rate base constitutes a reasonable rate 01' return. 

A staff engineer investigated the reasons tor including certain 

facilities in the agreement and leaving out o~~ers. Based on the 

explanations given by one ot applicants! witnesses as to the jOintly 

used equipment and such singly used eqUipment of one company as would 

benefit the o~~er by substitution or otherwise" the statt engineer 

found no reason to take exception to the method of deciding which 
y 

facilities to include and which to exclude. In response to an 

inquiry by the staff, the ap~licants stated their intention 01' filing 

with the Commission at the end of each year a statement setting forth 

the facilities covered by the reallocation agreement and the final 

rea.llocations 01' costs between the two canpanies tor that year. 

Position of Ca.lifornia Manufacturers Associa.tion 

The California Manufacturers Association took the pOSition 

tha.t tho allocation method used by applicants is not proper a.s we 

1/ ',L'ran3cript pag~ ?o99J.4 •• y Tra.n~cr:t?t pa.ge ... 
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are dealing with allocation of cost. It suggested using the system 

design peak and the annual Mcr for allocating the joint costs.lI 
It pointed out, however, that under the particular operating condi-
tions existing at the present time, the results on the Association's 

basis 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. Applieants 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 applic~~ts) the staff and the interested parties, 

it is concluded that: 
1. Applicants' p~oposal 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 ~~arges entering into the 

reallocation ~ay be determined. 
3. Applicants' proposal, while meeting with certain objections, 

appears to provide a practical and reasonable sol~tio~ to this prob-

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

11. Transcript page 1017. 
~ Transcript page 1011. 
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4. The agreement provides for continui~g jurisdiction by the 
Commission, in tha~ ~he agreement a~ all ~imes shall be subjec~ to 

change or modification by this Commission in the exercise of its 

jurisdiction. 

5. The proposed term of J years from January 1, 1955 to 

January 1, 195$ 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. 

o R D E R --...---
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 ORDERED that applicants be and they are hereby 

authorized to carry out the-terms and conditions of the written agree-

ment, dated August i~, 1954, between Southern California Gas Company 

and Southern Counties Gas Company of California, effective January 1, 

1955 .. 
IT IS HEREBY FURTHER ORDERED ~ha~ applicants shall: 

1. File with the Cocmission rithin 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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2. File with tho Commission within 90 days following 
tho close of o~ch calcnd~r yo~r, a st~tement of 
the f~cilities in~ludcd under the rc~llocation 
agreement ~s of tho ond of the yoar and the book 
cost thereof, together with 0. statement of cost 
ro~llocations between tho two parties for such 
co.lcndor year. 

3. Notify this Commission of the date of ter.m1nat10n 
of said contract within thirty days after said date 
of term1na. t10n. 

The effective date of this order shall be twenty days after 

the date hereof~ 

Dated at. __ ~ _____ ~_-_" _~~~l~~.~~l~~s ___________ , California, this 
~ / -t£ ""-"e ~ 

_____ ... ~.:;;;....JIi~'--____ day of ____ .....::tl:;.;:'C:..:.T.;.~,;., .. "t;;;,; .. "~~ ____ , 1954. 



;.PPEN'DIX A 

LIST OF ~PPEkRANCES 

For Applicants: Southern California Gas Company by T. J. Re~olds, 
Milford s¥rin~cr, H. P. Letton, Jr.; Southern counties G~s 
Co~p~y 0 C~ ifornio by Milford Springer. 

Interestod Parties: City of Los Angeles by Roger Arneborga, 
Alan G. Co.mpbell, T. M. Chubb c.nd Robert W. Russell; 
Monolith Portland Cement Company by No~l Elliott of 
Enright & Elliott and Waldo A. Gillette; California 
Manufacturers ~ssociation by Georgo D. Rives of Brobeck, 
?hleger & Harrison; Cclifornia Ferm Bureau Federation by 
~. J. Deuel; Southern California Edison Comp~y by Brucc 
Renwick, Rollin E. Woodbury and John Bary; California 
Eloetric Power company by JOh.~ R. Lautz; Dopartment of 
Wo.tor & POVlor, City ot :,os .l1.Ilgolos, by John E. Girard; 
City of Glendale by Henry MeClornnn and John H. Lauten; 
City of Burbo.!Jk by l ... rchio L. wo.ltors: Chc.llonge Croom. and 
Butter Association, Exchango Or~ngo ~roducts Company ~d 
Lindso.y Ripe Olivo Compo.ny, by w. D. Mc.cKo.y; City of 
Pasadena by Cloronce h. Winder ana Fr~k L. Kostlan; 
C1 ty of Ri vorslde by llbort H. Ford; City ot: LOng Boach 
by Henry E. Jordo.n. 

Protostants: California Instituto of Social Welfaro by Geor~o 
McLain; hppli~nco Profossion Association of califorriia by 
Van c. Fostor. 

For tho Co~ss1on StQrr: Luther W. Gulick, Charles W. Mors o.nd 
Theodore Stein. 

LIST OF WITNESSES 

Evidenco wns prosont~d on behclf of the ~pplic~nts by Weltor J. 
HerrmD..'"l, o.nd Grove Lc.wronco. 

Evidonce was prooontcd on behalf of the Commission st~ft by paul W. 
hvory. 


