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Nature of Proceeding

Pacific Lighting Gas Supply Company, a Califormia corporation
engaged in the business of purchasing, compressiﬁg, transporting,
storing, exchanging and selling natural gas for resale to Southern
Californmia Gas Company and Southern Counties Gas COmpany of California,
filed the original application herein om July 2, 1959, requesting
authority to increase rates to yleld additional appual gross reva:mes
of $3,859,000. By smendments ov September 25, 1959 and January 15,
1960, | applicant filed for further increases, the September, 1959
request totaling an additiomal $827,000 and the January 1960. amendment
totaling an additional $12,346,000. The first amendment gave effect
to certain adjustments to rate base and expepses b:oﬁght‘ about by
events which had occurred subsequent to the f£iling of the original
application. 7The second amendment gave effect to the costs related'
to the constxuction and operation of the Needles to 'Newb‘erry.\pipeline

and the additional out-of-state gas 8upp~lié8 to be fmished'.’ to appli-
 cant by Transwestern Pipeline Company commencing during 1960.

By an interim oxrder, dated December 21, 1959', the Commission
authorized applicant to increase rates in the over-all amount of
approximately $3,570,000, effective Jaouary 12, 1960._ Thus, the total
rate increase request of appl:‘.cant ir this prcceedingﬂis $17 032,000,
of which $3,570,000 has beccme effective, leaving $13 462 000 of

applicant's request still penda.ng.
Public Heaxing

After due. notice, public hearings wexe held in Los Angeles
on this application on August 19, 1959, aod om October 7, 8, axd 9,
1959 before Commissioner Peter E. Mitchell and/or Examiner William L.
Cole and on Maxch 2, 1950 and May 4 and 5, 1960 before Commissioner

Peter E. Mitchell and Examiner William W. Dxﬁ:lop. Thus, a total of
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seven days of public hearings have been held op this application, 41

exhibits have been filed and testimony presented by 12 wimessee.l/
'The matter was submitted for decision at the conclusion of the heaﬁng
on May 5, 1960 subject‘to the £iling of concurrent briefs. Such
briefs have been filed. Thereafter, by order of the Commission, sub-
missjon was set aside for the receipt as an exhibit of a statement
filed by applicant upop request relating to recent Federal income tax
refunds. The matter now is ready for decision.

Apj)l:icant s Position

Appl:.ca.nt refers to its most recent rate case, Application
No. 40079, and states that by Dec:.sion No. 57598, dated November 10
1958, it was granted an increase in its rates for the sale of gas,
to produce a rate of return of 6.5 pexcent on a depreciated ‘rete
base, such new rates being_ effective January 1, 1959. For tb.e'year
1958 appli‘cam: ‘represents that it realized a rate of return of 6.25
pereentaand. for the year 1959 estimates the returm to be 6.20 pereeﬁt;
but for ehe IeStimatedﬁ year 1960, and congidering the costs oceaiéioned
'by the construction and operation of the Needles to Newben'y p:[peline
and the receipt of additional gas supplies from Transwesters,. appli-
cant forecasts operations at a loss even at the interim rate levels.

The Needles to Newbexry pipeline aJ:one, is estimated by
applicant to add $17,053,000, or approximately 27 percent to its
depreciated rate base for 1960. Other major items listed by applicant
as contxibuting to izs need for rate relief include (1) an ixicrea.ée
in the cost of natuxal gas which it purchases from various producers, .

(2) an ~ncrease iz the cost of money, (3) ao increase in taxes, and

) an :.ncrease in wages.

X/ Hearings on March 2, and May 4 and 5, 1960 were held on a con-
solidated recoxd with Application No. 4186 1.
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Earning Position

The rates of return estimated by applicant and by the
Coumission staff for test year 1960 under various conditions of

operation are as follows:
Summary of Earnings
Year 1960 Estimated

Rate of Retum
Aggl.xcant CPUC Staff

Pre Intexrim Ratese
Excluding Effect of : |
1st and Zod Amendments 4,287 5.217,

Interim Rates - : :
1st Am@dment Not Shown 6.50

Intcnm Rates - '
2nd Amendment - Loss Loss

A pl:.cants’ Proposed Rates -~ .
an Amendnent 6.99 7.46

The fovllow:ing tabulation will serve to sumarize the results
shown in exhibits iotroduced by applicant and by the Commission staff

to reflect applicant's earning position for the estimated test year

1960 undexr the rates which applicant seeks to make effective by its

second amendmwent, -
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SUMMARY OF EARNINGS - ESTIMATED TEST YEAR 1960
AT APPLICANT"S PROPOSED RATES

Adopted
ég?ﬂé%%§§ CPUC Staff Results
- & >

-
Operating Revenues:

Gas Sales Revenue $83,173,000 $83,173,000 $83,173,00C
Miscellaneous Revenue 1.409 OOO’ 1,409,000 1,409,000

Total Operating Revepue 84,582,000 'EZ:5EZjUUU 'BZiSEZTUUU‘

Operating Expenses: o - ‘
Cost of Gas 64,498,000 64,498,000 64,498,000
Transmission Expenses 3,904,000 3,863,000 3,874,000
Administrative & '

General Expenses 1,580,000 1,219,000 1,402,000
Depreciation Expense 1,905,000 1,907,000 1,907,000

%portization Expense (Goleta) 108,000 108,000 108,000
axes ‘

e = T R
ncome . : 964,000
Total Operating Exp. 73,225,000 78,014,000 79.00L-000
Net Revenue 5,357,000 5,668,000 5,581,000
Rate Base (Depreciated) 75,647,000 76,007,000 76,007,000
Rate of Retuxn 6.99% 7.467 7.347,
Also -shown in the above tabulation are the adop:ed operate
ing results which the Commission finds appropriate to use in testing
the validity of applicant's rate increase request.

Revenues

- The revepue. estimates of the applicant and of the staff

are the same. Both egcimates refleet commodity sales of 175,273

million cubic feet (M ¢f) and applicant's proposed rates im the second
amen&ment which provide a demand charge of $1.52 pér Mcf of macimmm
contract demand per month and a commodity charge of 32¢ pexr Mef.

Sgch rates assume full déliveries from Iranswestern'age:aging“300

M ¢f per day and a maximum contract demand of‘l,485\M:cf,pez day.

We adopt, for purposes of this decision, an amounﬁ”of\$84,582,000 for
revenues for the estimated test year 1960 at applicant's prbpoééd'

rates in the second amendment.
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Cost of Gas |

The staf€'s cost of gas estimate is the same as the aﬁpli—
cant's estimate. It consists of the cost of 65,948 Mch of gas pur- |
chased from Califoruvia producers at an average price of 28. 14 _cent:'s
per Mcf and 109,500 Mch of gas purchased from Trancwestern Pipeline
Company at a price of 42.25 cents pexr Mef for a fu-li year, adjuéted
to reflect gas received as free fuel and allowances; gas wi_thdrm‘-
from wndexrground storage, gas injected into xmdergrov.md ' Storagel for
later withdrawal, and gas utilized by applicant ip its operetions.

With_respect to the vpn’.‘ce for Transwestefn. gaé, the .record
reveals that the Federal Powex Comission (FPC) has mnot made a final
determination as to the 42.25 cents per Mcf rate and tha.t Transwestern
actually bas submitted for f£iling with the FPC a rate of 43 cents per
Mcf. For purposes of this proceeding we will adopt the 42.25 cents |
per Mcf rate for I’ranswesterb gas used by both the applicant and the
steff. Sﬁould the FPC'ultimat:ely fix a rate lower thav 42.25 cents
pex Mcf applzeant will be required to reduce its rates acoordingly,
and to make appropriate refunds

We adopt, as reasonable, an amount of $64,498,000 for cost
of gas for test year 1960. However, our action herein should 0ot be
construed as a finding of reasonablemess for rate fixing purposes of
the pricing provisions cootained in applicant's gas puxrchase contracts,
except foxr the year 1960. The buxden of proof of reasoneblness of
the cost of gas rests upon applicant and is a contivuing respopsibil-
ity.‘ ' | |
Transmission Expenses

The staff's estimate of transmission expenses are $41, 000
or one percent below applicant's estimate. This difference results

priﬁarily from the staff's lower estimate of the cost of odorant.:

The staff reflected the use of a new and cheaper type of odorant.
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Like applicant, the staff did‘not reflect the full year effect of wage
increases awarded April 1, 1960. We adopt, as reasonéble, the staff's
estimate augmented by $11,000 ﬁo reflect the.full year’effect of the
April 1, 1960 wage increase, or an amount of $3,874,00Q; for trabs-
mission expenses.

Administraﬁi#e and General Expenses

Estimates of administrative and gemeral expenses presented
by the staff are $361, 000 or 23 vercent below applicezt’s estimates.
Some $273,000 of this difference results from the staff's adjustment
of administrative and general expevses transfer credit to reflect
the capitalization of the allocéted overbead to the Needles-Newbexrry
project and revised consﬁructi&n program. Approximate2y $20;OO0
of the differemce results from the adjustment to ref1ect average year
expenses and fbrfmiscellaneous items, $23 000 for excess inSuranée
and injury and damage accruals based on the trend of experienced
charges to the reserves for these items, $3,000 for dues and dopations
in accordance with past Commission policy, and $42,00Q for lowexr
rents reflecting more recent infoxrmation as to appliéént's pléns_

. With reépect to admipistrative and gene:él expense transfer
credit, applicant estimatedf$1525000_for this item in the test year
1960 compared with the staff's estimate of $425,000. Baged upon the
recorded transfer credits of $244,490 foxr 1957, $191,222 fbr 1958 and
$136,923 for 1959 as shown io Exhibit No. 38 and imcluding the staff's
estimate of $425,000 for 1960, the 4~year average tréhsfef'crédit'
approximates $250,000. This record reveals that applicént\hés a
oumber of construction'projects in cdncemplation ovet thé'néit several
years but nove of the magnlcude of the Needles—Newberry project. A

transfer credit of - $250, 000 we £ind to be reasonable for test year
1960. |
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0f the remainiog difference of $88,000 between the estlmates
of the applicant and the staff, applicant in its closing brief coo-
ceded that its estimate should be reduced by $27,000. We have care-
fully reviewed the remaining differences and find the steff?s esti~
mates to be reasonable and in harmony with past Commission policy,
except with respect to the Aprilll960 wage increaées.

The full year effect of wage increases awaxded April 1, 1960
were not reflected either in applicant's or the staff's estimates. Q
The apnualization of such wages, which we find to‘Be appropriate for
rate-fixing purposes, would increase administrative and geperal expen=
ses by $8,000 for test year 1950. |

‘We adopt, as reasopable the staff's estimates augmented
by $183,000 to reflect the smaller but more appropriate. transfer
credit and the wage increases, or an amouwnt of $l 402, ,000 for. admin- :
1strative«andegenerel‘expenses for the test yeax 1960?under_applif‘
cant's prOposedrrates.containedlin its second amendment;” |

Depreciation Expense

The staff's dcpreczation expense estimate is $2, 000 more
than applicant's. 7This difference results from a small differenee

in the xespective estimates of plant in service, The Commission

will adopt the staff cstimate of $1,907,000 as reasonable for test
year 1960. ‘ o | |

Amortization Expense

An amount of $108,000 has been estxmated by“both the staff
and the applicant to xeflect amortization of gas loss at la Goleta
storage. This smount represents about opme-fifth of the total loss of
$538,000 to be amoxtized over the years 1960 to 196&; inclusive. We

adopt this estimate as reasonable for test year 1960.
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Taxes-0ther Than Income

Escimaces of taxes, othexr than income, presented by the
staff are $14,000 below applicant's estimates. We adopt the appli-
cant's estimate of $2,248,000 as recasooable for the test yeax 1960.
However, in adopting*the amount estimated by the applicant as reason-

able we are not accepting the applmcant s methods of trending ad-

valorem taxes.

TIacome Taxes

Apﬁlicantlhas calculated and paid its income taxes on a
straight=-1ine depreclation basis in all years, but filed a clgim for
income tax refund for the yeaxrs 1954 and 1955 based upon liberalized
depreciation for those two years. The record shows that applicant
recently received a tax refund based on liberalized depreci#tion for
years 1954 and 1955 in the total amount of $73,16§;86-o£‘which
$14,380.38 represents interest and the balance, or $58,789.48, repre-

sents the net amount of all tax items. The record further shows that

applicant does pot intend to claim liberalized depreciation in the
future. |

In conformity with Decision No. 59926, dated.ApriIVIZ, 1960,
specifying the proper tréatment of liBeralized tax depreciation for
rate-making purposes, the Fedexal income taxes herein are computed
on an "as paid" basis in our adopted results, Deducted;thérefrom‘arc |
the appual charges on the met amount of all tax items refunded, amount-
ing to approximately $3,000, and interest calculated on the_avéraQé
tax refund, including refund of interest less income tax thereow, -
(herein considered to be the deferred income tax resexve) at the fair
rate of‘returﬁ on the rage base adopted herein, amounting to about
$4,000. | |

| After'giving weight to the variation in the expevses being
adopted herein, we compute and adopt an income tax amount of $45964,0005
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fox the purposes of this decision for the test year 1960 at applicant's

proposed rates. Such computation reflects a 5.5 percont-State income

tax rate and a 52 pexcent Federal incomec tax rate. O

A
T
,."
i

" Rate Basge ' | L

The components of the weighted average depreciated rate
base for test year 1960 as developed by the applicant and by the
staff are compared below:

WEIGHTED AVERAGE DEPRECIATED RATE BASE
Test Yeaxr 1960 Estimated

Item | Applicant Seaff

Gas Plant:
Plant-Beginning of Year: ‘
Plant in Primary Accounts $83,909,000 $83,052,000
Non-Interest Bearing Copst.
Woxlkk in Progress 270,000 260,000
Subtotal" 84,175,000 83,312,000
Weighted Average Net Additionms: - v
Plant in- Primary Accounts 267,000 603,000 -
Non-Interest Beaxring Const.

Work in Progress ég;gggz 5,000
Subtotal »V00 ,000 -

Total Wtd. Avg. Gas Plant 84,441,000 83,920 OOO—$83 920,000
Deduction for Depre. & Amortz. 12,527 OOO‘ 12,183,000 12" 188. >000
wed. Ang. Net Gas Plant /1, L 3 :

wed. Avg. Mat. and Supplies >815.000 657, ooo 7657 ooof
Working Cash Allowance 300, OOO

Current Asset Gas in Storage 3,618,000 3,618 000 2,618 000

wed. Ang. Depreciated. Rate Base 76,647,000 76,007,000 76

(Red Figure)

The staff's estimate of weightéd average gas plant is
$521,000 lower than applicant's estimate. This difference reshlts
primarily from the staff's adjustment of $430, 000 o reflect r >tire-
ment as of December 31, 1959 of the Brea compressor station whach the
evidence shows has nmot been operated sivce April, 1958, is parﬁialxy
dismavtled, and has no anticipated £ﬁ£thcr operation.. The staff
also exeluded $17,000 ofrnonoperative"Tejon Ranch property, and made

an adjuscment of $74,000 to rofleét recorded plant at the'end of

-10-




A-41277  20d Amd. GH

A

1959 and a revised up-to-date estimate of applicant’s 1960 proposed

additions and betterments. Weighted average gas plant of $83,920,000,
as estimated by the staff, apbears reasonvable and is adopted.

The staff's weighted average deduction for depreciation
estimated for 1960 is $339;000'1ess than estimated by applicant. This
difference is due to the scaff's use of recorded reserve amounts as

"of the end of 1959, the staff's‘adjﬁstment'fbt the retirement of the
Brea compressor statiom &nd the staff's use of a revised up-to-date

estimate of #pplicant's proposed construccibn.for 1960. We adoﬁt as
reasonable the staff's estimate of $12,188,000 for this item.

Weighted average materials and supplies estimated by the
staff are $158,000 lower than applicant's estimate resulting from the
staff's exclusion of $100,000.re§resentibg a poftion of the footage of
10, 12, 15 and 16-inch pipe judged by the staff to be in excess of
reasonable reqﬁifements.and a reduction of $58,000 for certain laxge

. diameter welding fittiogs which were tradsferred from materials and
supplies and included Ey the staff in construcﬁionfwork in progress
in commection with the Needles-Newberry pipelive. Applicaot im its
closing brief states that the staff's estimate of materials and
supplies is mot urreasonsble and that it takes mo exceptioﬁ théreto;
We.adOpt as reasopable the staff's estimate of $657,000 for this item.

Applicant has included in its rate basc an alldwance_of
$300,000 for working cash which it claims is the minimum amount of
cash required for-operations. The staff states that working cash is
included in rate base io orxdex that investors may be compénSated for
:onigswhich they have supplied over and above the investﬁent‘in
tangible and intangible property in oxder to enable the utility to
operate economically and efficient}y; th#t the working’cash.allowancc
is a judgment amount based upon 2o analysis of certain balavce sheet

accounts and upon a study of'relative lags in the.colleCtion'of
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revenues and the payments of expenses; and that the short collection v
time for revenues f£xom {ts customers and the accrual of mooies for e
income taxes is sufficient so that for this applicant ‘the investors
do not need to supply apy additional money for workxng cash.

The present applicant serves orly two affiliated customers
who are prompt in their payments to this applicant. In our opinion,
the evidence in no way discloses that applicant’s investors have pro-
vided mopieé for the operation of the business for which they are not
othexwise compensated. We find from the evidence, therefore, that an
additional allowance for working cash is not justified'and nb.amounc
therefor will be included as a cdmponeh; of rate base to be adopted
herein. | |
| We will adopt as reasooable a rate base for 1960° of

$76,007,000 as shown in the above tabulation.
Rate of Return

Applicant seeks a rate of return of 7.0 pexcent on its
depreciated fate‘base to meet its alleged costs of doing buciness and
to provide an opportunity foxr eaxving what applicant considers to be
a proper and reagsopable net income.

Io support of a 7 percent rate of return applicant computed
a 6.82 pexcent average rate of return it claims was alldwgd%23.natura1
gas distributing utilities by some 13 regulatory bodies in the United
States dtripg the period Séptember 1957 to April 1959 as shown in
Exhibit 3;2/ Applicant represents that its business is subject to
greatexr potential risks thas the usual gas distributing utility.

The City of Los Angeles in Exhibit 14 showed that the median
rate of return of the 23 utilicies used by applicant'whs 6.52 percent
and that 10 of the utilities had rates of return of‘G;SO percent or
less while only 6 cases exceeded 6.75 percent.’ Mbtéover, the witness

for Los Angeles pointed to a oumbexr of differenées between applicant

£/ he testimony shows this £igure would be 6.89 percent if brought

-12-
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and the 23 utilitiecs shown in Exhibit 3, which he considered éignifi-‘
cant as to relative risks of operation. Applicact has little short-
term debt and no long-term debt. Applicant makes all of ité'gaé sales
at wholesale to its two affiliated distxributing companies, which
together comprise the largest gas distribution system in the country.
The proportion of applicant's revenﬁes derived from fixed chargcs is
greatef.now thac obtained in earlier yeaxrs ofrits»Operations.

In its closing brief the Califorxnia Faxm Bureau Federation
saw nO xreason to disturb the 6.5 percent rate of retuxn last found
by thc Commi ss lon to be fair and reasonable for thzs applmcant in
Decision No. 57598 dated Novexmbex 10, 1958. The City of los Avngeles
expressed the view that a2 fair wvate of return for the applicabt at
this time is within a paxrow range of the 6.5 pezcent last allowed.
The Departmént of Defense and Other Executive Agenciés of the Usited

States Government took the positzon ic its closxng brief that a 6.5

percent rate of xeturn for this-appllcant is at the upper 1imit o; the

range Qf reasonableness.
The Commission has éarefully considered-the showing of appli-
cant to the effect that a rate of return aigher than the 6.5 percemt
previously found reasonable for this opexation is 1nadequa:c under
existipg circumstances. We do not £ind such showing to be convincing.
In ouxr opinion a rate of return of 6.5 percent wzllsbc'adequate fbr
this applicant for the test year 1960 under all of the circumstances
sct fofth in the record'herein. To earn a ra e of return of 6.5 per-
cent on a rate base of $76, 007 000 an. over-all increase ip gross
revenues of approximately $12 026, OCO above the intexrix rate levels

will be required basod upon the test year 1960.
Rate Spread

Applicant requests in its second amendment a monthly-demand
charge pex Mcf of maximum daily <delivery xrate of $1.52 and a conm~
modity charge of 32 cents per Mcf of monthly delivery, in addition to

-13-
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the wonthly dewmand charge. 7This compaxes with the interim commodity
chaxge of 33.4 cents per Mcf and the additional monthly charges of
$579,000 for Southern California Gas Company and $353,500 for Southers
Comntics Gas Compavy of California. |

The Califormia Manufacturers Association took the position
that the sole criteria in fixing applicant’s rates should be cost to
serve. Based on its cost studies (Exhibits 39 and 40) the Association
represents that for test:‘yeax_ 1966 assuming a 7 pexcent rate of returd
the average ampual fixed costs per Mcf of peak day demand is $21.32
- and the average variable costs per Mef sold is 29.69 cents.

Consideration has been glven to the positions of the various
parties respecting the spread of rates. In Décision No. 57419 the
Commission recognized that the Tramswestern pipeline could not be
économically operated without volumes upward of 300,000 Mcf per day.
On the assumption that the deliveries from Transwestern will be at the
- vate of 300,000 Mcf per day, we £ind that a monthly demand charge of
$1.48 pex Mef of maximum daily delivery rate and a commodity chaxge
of 31.6 cents per Mcf of mouthly delivery, in addition to the monthiy
demand charge, are reasonable and will produce approximately the
authorized' increase in revenue. I the evest that 'I‘ransv;estem, fails
'to‘ deliver the full 300,000 Mcf pex day, our Decision No. 57419 pro-
vides that the resulting higher umit costs of gas delivered will not
burden the rates of regular gas users. Therefore, in the rates
authorized a step down of rates commensurate with delivery levcls is
provided.

The following tabulation will serve to summarize the results

adopted after reduction to a 6.5 percent rate of returs basis and

which we find reasopmable for the test year 1960 at the rates herein-
after authorized:

*
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" Authorized Rates
Adopted Results

Operating Revenues $83,170,000‘

Operating Expemses, Depreciation L
and Taxes ’ 78,230,000

Net Revenue 4,940,000

Rate Baée‘(Depreciated) | 76 007 0005
Rate of Return , 6.5% 

 Findings and COnclusions

In the‘considered'judgment of the Comnission, the increases
in rates to be authorized herein will provide such addztional gross
revenues as should enable applicant to meet its erpenses ‘of operation
and afford it the Opportunity to carn a fair and just return on its
depreciated rate base hereinbefore found reasorable.

It is oui'finding.and conclusion,‘after‘cohsidering 311
factors pertinemt to this proceeding, that an order should be issued
authorizing increased rates above the interim level in the over-all
amount of approximately $12 026,000 in the mammer here;nbcfore out~
lined effective upon the date of commencement of deliveries of gas
to applicant by Trasswestern Pipelive Company. Accordingly, we £ind
that the increases in rates and charges authorized herein are justi-
fied and that the existing rates, in so far as thgy‘différ therefrdm,

are for the future unjﬁst and unreasopable.

.

The Pacific Lighting Sas qupply'COmpany hav1ng applied to il
this Commission for an order authormzlng increases io rates apnd
charges for gas service, public hearing having been hcld, the matter
baving been submitted and being ready for decision; therefore, -
IT IS ORDERED that applicant is authorized to file in quad-
ruplicate with this Commlssxon after the effective date of thls
oxdex, in conformity with the Commission's General Order No. 96,

-15-
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revised t:axiiff schedules as set forth in Appendix A hereof and on
vot less than five days' notice to the Commission and to the publ:lc,
to make said rates effective upon the date of commencement of deliver-
ies of gas to applicant by ‘l‘ranswestern Pipeline Company.

IT IS TURTHER ORDERED that cppliczot shall advise this
Commission inp writing of the date of commencement of deiiveries of
gas to applicant by Transwestexrn Pipeline Compary, vr.lthin five days
of such commencement.

| IT IS FURTHER ORDERED that if the Federal Power Commission

ultimately fixes a rate for Transwestexn gas lower thap 42,25 cents
per Mcf at 100 percent load £a¢1:or applicant shall prowptly advise this
Commission in'writing_ and reduce its ratés to its customers accordinglyw
Shou«id Transwestern be ordered By the Federal Power Commission- to
make any refunds to which applicant is entitled; applicant shall
promptly advise this Commission in writing and make corresponding
efunds to its customexrs after approval of this Commission.

‘The effective date of this order shall be twem:y days aftexr
the date hereof.

Dated at _San Franclsco , California, this

Y ,c/,% day of ‘(} /dﬁff

Comis "Mm’* -

At —
20C0352r11y absont, ara ;}/%, Mssio eTs
O. pa-:‘-r

iz tno diapooi..gon 0F thisn mep. sicipato

L]
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APPENDIX A |
The presently offective tariffs sre changed as set fortk in this appeﬁdi;c;
1. Withdraw and cancel Schedules Nos. G=60 and {0-61 |
2. File Schodule G-62 (Beubit No. 30) revised as follows:
&. Oa cheet 1 61‘ 3: . _
(1) Add et end second paragraph following:
 Maxtfmum Daily Delivery Rates

Southern Comnties Gas Compaﬁy-of-Califomia - - - - 572 MCF
Sogthc:.jn Celifornia Gas Company = = = = =

(2) Cpange §1.52 to $1. 42

(3) Coange 32¢ to 31. &
. On sheet 2 of 3:

(1) Revise parngrash (a) 4o read as follows:

(8) * During the construction—complotinn poriod commencing
with the effoctive date hereof and emding with the date on which
Coliveries to seller from Transwestern Pipeline Comparny. reach,
or are first tendered in the amownt of 300,000 Mef. per day,. o
reduction will be accorded buyers and the applicoble rate to-
buyers sball be in proportisn to the followinmg scale of rates:

Tromswestern

Deliveries Tendered W

at Rato MOCR/D* - M°CR/D

Dezand | | Commoedity
Charge v - Charge ..
Pas MCF ‘Pez WCE__

- 200 U85 148 31645
275 485 . L5 3.3 /
250 , - L35 141 312
225 185 1.38° | 30.8°
2°Q 25 ' 1.34 C20.6,

* For delivery smounts tendered at other retes per. day. -
& rate Iinterpolated frex the above amounts will apply.

(2) Add now paragraph (b) as follows:

(b) Pursuant to subparagrasi (b) of the oxder im Declsion
57413, cach year on the amniversary after the date vhen the Transwestern
Plpeline Company first temders gas at a rate of 300 MCF per doy, seller
chall refund to buyer such amounts ac may be necessary 4o roduce the
effective rate in accordance with the scale set forth im the precedin
paragroph, if during the preceding 12 monthe the average daily deliveries
of geg taken ffom Transwestern Pipeline Company f£olls delow the rate of
200 X'CF per day, providing that this paragreph chall not be applicable
1% sald reduced purchases from Transwestern arise by reazon of buyers
request to reduce sald purchases and not by meason of Transwestern's.
inability to supply gas at the rate of 300 M°CF per dey. -

(3) Cha_nge' lettering of ‘sﬁccoﬁing p#maphs‘ o presézvg seq{zernce.
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I concur in Parxt and Dissent in Part:

I concur in the major findings and oxdexr of the majority
but dissent as to (1) the disallowance of working cash in the
raté base and (2) the treatment of applicant's income tax allowance.

Any objective appraisal of these proceedings must concede
that "working cash" is an integral part of applicarnt's operations,
in fact, is as integral a part of the operation as the physical
plant devbted‘to the public sexvice. No soundly managed corpora~
tion; be it a pubiié_utility or othexrwise, would attempt to
operate without working cash in the bank. The staff's positionm,
in essence, which 1s supported by the majority in this instance,
is‘that the ratepayers have put up the money usedvby applicant in
dts ”working cash' account and therefore said ratepayers have a
vested interest in‘said working cash, to the extent that it |
should be excludéd from the rate base. This staff assumption,
apparently, is predicated om the erroneous contention that the
ratepayer retains a proprietory interest in money paid to the
utility until such money is disbursed in dividends tq's:ockholders;
disbursed to creditors or placed in an earned éurplus; Any
objective appraisal of the public utility business must agree
thac'the‘ratepayer pays for a service, a commodity; or a commodity

and service rendered or sold to him; that in payment of his money

he acknowledges value received. When a purchaser pays over money

for value received, be it merchandise or sexrvice, he relinquishes
title to such momey and therefore forfeits any interest or control.

therein or thereof. Money in the "working cash' account belongs

“le
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to the corporation and its stockholders and is an integral part
of the over=-all operation which includes the physical plaat, and

therefore should be allowed in the rate base.

As to the deductions made from the Federal Zncome tax

allowance in this decision, it is obvious that the majority again
has violated its own Decision No. 59926 wherein the Commission
enﬁnciated a policy of allowing Federal income taxes oﬁ an
ﬁas paid bgsis". The record in this proceeding shows that while
‘applicént adbhered to the straight-line deﬁreciation basis'iﬁ:ali
years, it claimed an income tax refund for the years 1954 and 1955
‘based upon liberalized depreciation for those two years. The
record shows also that applicant has received a tax refund‘based
on this claim for the years 1954 and 1955 in the amount of
$73,169.86 of which 314;380.38.représents interest and the balance,
 or $58,789.48, represents the net amount o£ tax items. According
to majority "reasoming', applicant, by obtaining this tax refund,
recaptufed money belonging to the ratepayer. This is an erroneous
assumption. Applicant's recorded ecarmings for the two years in
question were considerabggrless than the 6% rate of return -V<:Zﬂs
authoriéed it for those two years. The recorded rate of return
carned in 1956 was 3.17% and in 1955 it was 5.64%. Thus the
ratepayer, during these two years, was getting serviée and commodity
for considerably less than the Commission itsélf; based on the
authorized’rate of zeturn, considered that he should have paid.

The exact manner in which the majority computed the
Federal income tax allowance granted applicant is set forth in

the majority decision as follows:
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"In conformity with Decision No. 59926, dated
April 12, 1960, specifying the propex treatment of
liberalized tax depreciation for rate-making pur-
poses, the Federal income taxes herein are computed
on an "as paid" basis in ouxr adopted xesults.
Deducted therefrom are the annual chaxges on the
net amount of all tax items refunded, amounting to
approximately $3,000, and interest calculated on
the average tax refund, including refund of interest
less income tax thereon, (herein considered to be
the deferred income tax resexve) at the fair rate
of returm on the rate base adopted herein, amount-
ing to about $4,000."

It is noted that the majority deducted from the Federal
income tax allowance granted applicant an amount in the sum of“
$3,000 which it characterizes as "amnual charges on the net amount
of 2all tax items refunded'". I have been unable to obtain a logiecal
explanation either as to the source of this $3,000 deducted or |
the reasoning behind it. After deducting these so-called
"annual charges", the majority proceeds to make a further deduction
from the Federal income tax allowed applicant of an amount equal
to "interest" on the deferred tax reserve computed at the fair
rate of return authorized, despite the fact that there it no
assurance that applicant will earn said rate of return. Thus
applicant is being doubly penalized for having taken advantage
of the provisions of a Federal statute, which Congress clearly
intended to provide additional internally generated funds with
which applicant could meet, in part, the insistent demonds of
growth. It is significant that doth the disallowance of "working
cash' and the Federal income tax allowance as set forth im the

majority opinion, again were computed by Commission engineexrs

and not by the financial and tax experts of the Commission.

-3~
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I am fully aware that a decision of the majority becomes

a decision of the Commission and if the magorzty were to observe

\/&@;crupu%&sly Lts own decision in this regard, I would not dzssent

in this' znstance. Since the magormty opmn;on.zn Decision No.
59926 refuses to recognize the necessity of a deferred tax reserve
when a taxpayer avails himself of liberalized depreciation,
reserves neretofore set aside by applicant should be deducted
from applicant's rate base. Such treatment, in nmy opinion,

would be consistent with the majority opinion im Decision No.
59926 and would prevent applicant from beinz doubly penaiized

for having taken advantage of a Federal statute.

- c. TYNEOX |
Commzssioner




