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Decision No. __ 6_0_6_1._5_ GRlln_At 
BEFORE THE PUSLIC 'O'!ILITIES COMMISSION OF THE STATE GF CALIFORNIA 

In the Matter of the Application of » 
SOtmrERN CALIFORNIA GAS COMPANY for 
a Genersl Increase in Gas Rates. ) 

----------------------------~) 

Application N~. 41860 
(Amended) 

(Appearances are listed in Appendix B) 

OPINION 
--~ ...... ---

Applic2nt's Request 
1/ 

Southern California Gas Company,- by the above-entitled 

application filed on January 15, 1960, as amended on March 11, 1960 

and as further amended at the heari."'l8 on June 21, 1960, r~quests 

authority to increase gas rates so as to yield additional annual 

gross revenues of $24,225,000 related to a test year ending June 30, 

1961. The original app1ieaeion requests that a general rate increase 

of $18,007,000 of additional a~l g:oss revenue be authorized, 

$2,983,000 of whieh wes sought .as an imclediatc interim increase to 

offset the increase in cost of gas purchased from Pacific Lighting 
'. 2/ 

Gas Supply Company beginning January 12, 1960,- and the balance, 

or $15,024,000, was requested to be made effective concurrently 

wIth the initial receipt of Transwestern gas anticipated during 

August 1950. 

The £i:rst amendment, filed on Marcl'l 11, 1960',. requests 

8ut~or1ty to increase gas rates by an acdi~ianal $7,196,000 to 

1/ Zouthe:rn C211fornia G~s Ccmpany) at>plicant: herein, is cng~ged in 
the business of purct~sing,. distributing, and selling naturel 
g:l~ at retail and. at w~101es.ale as a pu"olic u~ility to more tbz::', 
1,670,000 customers in central and in sO".lthex-n california. 

Z/ By Decision No. 59979 dated April 19·, 1960,. applicant's request 
for an immediate interim offset 1naease of $2,983:,000 W3S- ctcnio:1. 
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offset the annual increase ~ cost of out-of~seate gas Scheduled 

to begin August 25~ 1960. 'I'his latter inere.e~. applicant allege$~ 

will result from the increase which the El Paso Natural Gas 

Comp.any will charge applicant pursuant to new rates filed with the 

Federal Power Coumission (FPC) under Docket No. RP60-3. 

By reason of certain changes in estimates as :revealed in 

Exhibit 62, applicant further amended its request at the hearing on 

June 21, 1960 1:0 increase rates by $24,225,000. Of that toeal 

applicant states $7,092,000 is applicable to the August 1960 E1 Paso 

offset increase and $17,133,000 1s requested as a general rate 

increase. The rates which applicant seeks to have made effective 

are contained in Exhibits 63 and 79. 

(1) 

(2) 

(3) 

Applicant also requests: 

Authority concurrently to restate the offset charges 
presently inelu4ed :Ln its rates, which offset charges 
were 3uthorize.d by Decisions Nos. 47992, 50742, 51.359, 
56000 and 58792, and to include in its permanent rates 
the difference between the present offset charges and 
the restated offset charges. 

Authority to review aanual1y the adequacy of the offset 
unit charges, and 1f appropriate, to file revised 
offset unit charges, subject to Commission approval. 

Approval of the proposed method of calculating the 
amount available for refund and the proposed method of 
distributing such refund. 

The requested over-all annual increase of $24,225,000 

:represents 9.4 pe:reent of the test year (12 months ending .June 30, 

1961) revenue of $257,894,000 at present rate levels, as estfmatc~ 

by applicant. Under applicant's request ehe average· general 

service customers bill would be increased about 80 cents a month. 

J. rate of reeurn of approximately 6.75 percent is sought, 'the saoe 

ss the Commission last found fair and reasonable for this utility. 
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Public Hearing 

Afb!r dUe notice, 14 dsys of public hearing were held on 

this application, as am.ended, before Commissioner Peter E. Mitchell 

ar:d/or Examiner V1il1iam. W. Dunlop during. the period March 17 to 

June 21, 1960, in Los Angeles. The record is exteos1ve. It con­

tains more than 80 exhibits and in excess of 2,300 pages of tran­

script. Forty-one witnesses appeared. and presented sworn testimony. 

The matter was submitted at the conclusion of the hearing 

on June 2lll' 1960, subj ect to the filing of concurrent closillg 

briefs. Sueh briefs have been filed and the matter is now ready for 
, 

decision. 

Applicant's Fosition 

Applicant represents that the most recent complete revic--II 

of its :rates and operations was made by the Commission in Appli­

cation No. 3$787, resulting in Decision 1:lo. 55642, issued October 1, 

1957. By that decision applicant was granted a general increase· in 

retail rates calculated to· produce an over-all rate of return for 

the future of 6.75 percent on a depreciated original cost rate base. 

Additional rate increases to offset higher c:ost:s of gas purchased 

by applicant £rom E1 Paso Natural Gas Company anct from Pacific 11 
Lighting Gas Supply Com:RDIlY were made effective on January l~ 1958 

47 
and on August 1, 1959.- The :rate inereases au1:b.orized applicant to 

offset the rate increases of El Paso Natural Gas Company are betng 

collected subject to possible refund when the .rates for gas pur~ 

chased from the El Faso Company are finally fixed by the Federal 

Power Commission (FPC). 

]7 Decis~on No. 56000 in Applica:ion No. 33737, First Supplemental. 

~I DeciSion No. 58792 in Applications Nos. 40647 and 40957. 

-3-



A. 41360 ott.) Jen.!. 

According to applicant, a general rate increase is neces 

sary ~t this time principally because of further increases in the 

cost of its gas supply, higher wages to employees,. increased eax 

rates,. and bigher unit plant costs. 

In 1947 wheu applicant first began purchasing out-of-state 

g~s, the price at the California border initially was 15 cents for 

1,. 000 cubic: feet (Me£). Currently El Paso' s price at the California 

border exceeds 30 cents per Mcf. and the adclitional out-of-state gas 

expected to be received frOCl't"ranswestern Pipeline Company in August 

1960 is estimated by applicant to cost approximately 4~ cents per 

Mcf ae the california border.
if Like~1ise, increases in 1:he cost of 

C21ifornia proc1uced gas have been experienced. 

According to applicant, general wage increases of 5 percen~ 

were awarded on April 1,. 19SC, ~ percent on }.pril 1, 1959, and ",. 

percent on April 1, 1960. These three wage increases are estimated 

by applicant to add $4,900,000 to its annual operating expenses. 

Earning Position 

Applicant presented summaries of ies e.arn1ng position for 

~he yc~r 1959, on a recorded and on an adjusted basis7 and for the 

test year ending June 30, 1961 at present rates and at its proposed 

rates. The Commission staff also analyzed applicant's estimated .and 

adj usted earning results and presented an estimate for the test year 

V These several cost amounts are roughly comparable but do not 
consider pressure base, load factor and heating value which 
would affect a direct comparison. 

.', 
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ending J~e 30, 1961 operations. these rates of return are: 

Rate of Return 

Period 

Year 1959, Recorded 

on DePcee1ated Rate Base 
Appi cant epOe Sta£( 

Year 1~9, Adjusted Pro Forma 
Year End1Dg 3une 30, 1961,. Estimated 

At Present Rates 
At Company Proposed Rates. 

S.501. 
5.85 

4 .. 19 
6.73 

Not show 
Not shown 

4.957.. 
7.47 

The two estimates of revenues, expenses, net revenue, rate 

base and rate of return for the test year ending June 30, 1961 at 

present rates are compared on Table 1. Also shown on Table 1 are 

tl'lC levels of revenues, expenses, ~nd rate base being adopted at 

present rate levels and which we find reasonable for the purpose of 
\ 

testing the need for increases in applieant' s rates. 

'tABLE 1 

S'OMMARY OF ~'INGS FOR. 
ESTIMI\TED YEAR ENDING J'O'NE 30, 1961 AT PRESENT RATES 

SOUTHERN CALIFORNIA GAS COMPANY 

Item 

OPERATING REVENUES 
Fi:z:m Service 
Gas Engine 
Regular Interruptible 
Steam and Cement Plant 
'ttJ'b.o1esale - Long Beaeh 
Other Gas Revenue 

Total 

OPERATING EXPENSES 
Production 
Transmission 
Distribution 
Customer Acctg. & Coll. 
5s1es Promotion 
Administration & General 
Depre. (Annuity & Interest) 
Taxes, O1:her than Income 
Income Taxes 

Total Expenses 

Applicant 
Ex. 62* 

epue 
Staff 
Ex. 82 

$174,027,000 $179,277,000 
1,481,000 1,481,000 

32,252,000 32,198,000 
39,562,000 39,15l,000 
7,039,000 7,690,000 
~,S33!OOC 3,467 1000 

$147,310,000 $149,181,000 
5,20&,000 5,206,000 

19,685~OOO 19,652,000 
11,608,000 11,553,000 

6,791,000 5,148,000 
12,637,000 12,512,000 
11,945,000 11,546,000 
16,103,000 15,622,000 
8,785,1000 11,971,000 

$240,070,000 $242,391,000 

. Adopted 
Operating. 
Results At 

Present Rates 

$261, 7(;9; 000 

$147,772,000 
5,206 000 

19,652:000 
11,545,000 
6,500,000 

12,494,000 
11,546,000 
15,700,000 
11,$44,000 

$241,759,000 

l'fZT RE\1ENUE $11,824,000 $20,873,000 $20,010,000 

!-<ATE BASE-DEPRECIATED $425,760,000 $421,997,000 

RATE OF RErORN 4.191. 4.951-

$422',938,000 

4.7~ 

* As revised by testimony on June 20, 1960 ('Ir. 2194) 
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Operating Revenues 

Operating revenues as estimated by the staff at present: 

rates exceed by $5~370)OOO, or by about two percent, the cst~te 

made by applicant. This difference results primarily from. the 

scaff's estimate of a higher gas use per firm serv1'ce customer th:m 

esttmated in the test year by applicant. The staff developed a use 

of 109 Mcf per meter for firm service customers compared with appli­

cant's estimate of 105 Mcf per meter. In Exhibit 41 the City of 

Los Atlgcles developed a usc per firm service meter of 108,.2 Mef and 

at the same time estimated 3,450 more meters than the applicant and 

the sUlf£ used. 

With respect to wholesale - Long Beach reven~s, the 

5taff's est1m8te at pres~1t rates reflects increased costs for out­

of-state gas 8$ provided for in applicant's proposed contract and 

Schedule G-60. the applicant, on the other hand, did not give 

effect: to such increase at present rates but did so in computing 

its revenues at proposed rates. The staff'smetnod will be adopted. 

Based upon this record, we find a use of 107.5 Mcf per 

avc:~ge firm service meter, applicant's estfmaee of the number of 

meters~ and total revenues at present'%stes of $261,769,000 to be 

reasonable for the test year ending June SO, 1961. 

Production Expenses 

P".coduction expenses of applicant consist mainly of costs 

of natural gas· purchased from california producers, Pacific 

Lighting Gas Supply Company and El Paso l-Tatural Gas Co:npany. The 

applicant's estimate of $147~3l0~OOO ~d the staff's est~te of 

$149,181,000 reflect the increased cost of El Paso gas to becocc 

effective on August 2S, 1~6C in connection ~;ith F?C, Docket RP60-Z 

and.. the incr~.ased rates sought by Pacific Lighting Gas Supply 
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Company in Application No. 41277. 

'!be main differences between the estimates result from the 

staff' s estimate of a 4 Mcf higher usage per firm service meter .and 

the staff' s prieing of Ci1lifornis ga s, for the full test year, at 

the unit prices in effect in long-term contracts on January 1, 1~60. 

Applicant, on the other band, priced its California gas in 

accordallce with the terms of its contracts with proc1ucers. Someof 

the long-te-rm contracts provide for an automatic unit price increase 

to become effective January 1, 1961. 

With respect t~ the cost of California gas, this record 

~eveals that applicant recently negotiated new long-term contracts 

with California pro<iucers; that such new long-term contracts super­

seded some then existing contracts that would not have expired until 

scvC1:'al years later; that the superseded contX'acts contained. lower 

gas prices t~ are set forth in the new long-term contracts; that 

under the pricing provisions of said long-term contracts the price 

to be paid for California gas in 1962 is the ave:-age border price 

paid by the Pacific Lignttng group for out-of-state gas;' ehat 

applicant's purpose in entering into the long-tel:m contracts was to 

assure future supplies of california gas; and that no effort was 

made by applicant to renegotiate the pnor contracts other than on 

.a long-term basis. The staff used the currently effective contract 

price of California gas without ~eflecting 1961 contract increases 

on the basis that ehe reasonableness of the escalator clause had 

not been determined. 

We hove previously found a use of 107.5 Mef per average 

~irm service meter to be reasonable for the test year. With respec~ 

'i:o ~chases from Califor.'lia producers, we are of the view that the 

increases in costs of gas so reflected by applicant in the tes~ year 
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arc reasonable. HO'W'ever, our aeeion herein shO\lld not be construed 

as ~ f:Lnding of reasonableness for rate fixing, purposes of the 

pricing provisions contained in applicant- s gas purchase contract:s, 

except for the test: year. The burden of proof of reasonableness of 

the cost of gas rest:s upon applicant and is a continuing respon.si­

bili~. 

Pursuant t.o Decision No. 60423, dated July 26, 1960 in 

Application No. 41277, Pacific Lighting Gas Supply Company has 

<lclvised this Commission that the Federal Power Commission has fixed 

a rate of 42.0 cents per Mcf at 100 percent load facto: for 

Transwestern gas raeher than 42.25 cents reflected in Solid Decision 

1'1'0. 60428 and also reflected by applicant and the staff in their 

estimates of production expenses. By the terms of said Decision 

No. 60428, Pacific Lighting, is'required to reduce its rates to 

applicant accordingly. 

The adopted production expenses of $147,772,000" which we 

find to be reasonable, reflect the above-indicated usage and pricing 

of california gas. They also include the incr~sed r~tes fixed by 

this Commission in Application No. 41277 for gas purchased from 

Pacific Lighting Gas Supply Company but modified to reflect 

'l'rtlnswestem gas at: 42.0 cents per Mcf at 100 percent load factor, 

and ~hc increased cost of El Paso gas to become effective on August 

25, 1960, ~.lbject to possible refund in cormection with FPC 

Doe~et R.P60-3. Should the FPC ultimately fix a rate for 'Xr.anSW'es~crn 

S~Z sold to Pacific Lightinz Gas Supply Company 10W'er thau 42.0 ce:;.ts 

per r1cf or fix a lower rate for :£1 Paso ~s under noc!<;ct R?60-Z> 

zpplicant will be required to reduce i::s rates accorca.ngly and to 

make 3pprop:iate.rer~d$. 
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Transmission EX'pffises 

!here is no difference in the estimates of transmission 

expenscs in the amC>Wlt of $5,206,000. He find such amount to be 

rcas~ble for the test year. 

Distribution Expenses 

Distribution expenses estimated by the staff .are lower by 

$33,000, or by 0.2 percent, than applicant's estimate. This cl1f­

ference is within the range of :reasonable estimating. We find 

$19,652,000 to be a reasoc4ble amount for distribution expenses to 

the test year. 

Customers Accounting and Collecting 

The staff's estimate of customers 1 accounting and col­

lecting expenses is $55,000, or 0.5 percent lower than applicant's 

estimate. The staff computed the allowance for uncollect1bles by 

applytng 8 percentage factor of 0.42 percent to the esttm&ted firm 

service revenues for the test year. Such uncollectible factor 

appears reasonable. !he s~ff excluded an amount of $50,000 

included by applicant for admdnistration of possible rate refunds in 

connection wich offset rate proceedings. t-Te find the staff's treat­

ment to be .oppropriate in V'lew of the conditions imposed by our 

decisions authorizing such increases in rates. After reflecting the 

appropriate level of uncollectibles at the revenues hereinbefore 

3dopted at present rates, we adopt as reasonable an amount of 

$11,545,000 at present rates for customers' accounting and 

colleettQg expenses to the test year. 

Sales Promotion 

Sales promotion expenses as estimated by the staff for 

:cate making purposes, are $1:.643,.000, or 24 percent less than 
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applicant' s estimate. A comparison of the two estimates for the 

test year with the actual sales promotion expenses for the years 

1953 and 1959 .are set forth in the tabulation following: . 

Estimated test Year 
Ending June 30 1961 

Ac. Year Year Applicant· . ciM Staff 
~ro. Account 1953 1959 Ex. 3· Ex. 50 -
785 Superv1.sion $1>39Z>939 $1,.S27;J4S9 $1,683,000 $1,.439,.000 
7~G S.alaries .9nd 

Commissions 1,8l2,80.2 1,789,005 2,241,.000 1;760,000 
7 S7.1 Demonstration 252,209 256,535 302,000 151,000 
7&7.2 Advertistng 1,022,C43 1,162,336. 1,471,000 790,000 
7$7.3 Misc. Sales 

Expenses 793,&SS 1,24l;JS71 1,.077,000 991,000 
7C3 Rents 18,592 19,502 37,000 37,000 
789 MerchandiSing, 

Jobbing and 
~~~:zS~~ ~I2::l2:~Z~ (~:lUCjlJ~ ~~zo(j()~ Contract 'Wk. 

toeal Sales 
Promotion 
Expenses $5,270,479 $5,984,267 $6)791,000 $5,,148,000 

&ea Figure) 

the Unifoxm System of Accounts for Gas Corporations 

prescribed by 1:h1s Cozmnission sets forth t.he several $ales promotion 

expense .9ccountS, including advertising,. .and the types of expenses 

~t fall within each such account. Therefore, it should be clearly 

understood that sales promotion expenses, including advertiSing, may 

be legitimate, allowable expenses of a public utility. the issue 

raised in this proceeding is whether applicant has sustained its 

burden of proof as to reasonableness of amount to be· borne by the 

:::::tepayer. 

Advertising by public utilities frequently has been 

opposed by customer witnesses in rate proceedings,. but the Coomission 

always has recognized the value of advertising and sales ~omotion 

by utilities. We consistently have allow-eO. reasonable amounts for 
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such purposes.. Ie might further be pointed out t:hat the Commission 

has, on at least four occasions, considered that :atcpaye:rs would 
6/ 

benefit if the company spent .addition.al money on advertising.- In 

$cve::.ol of these instances bus companies were ordered to expand their 

advertising and promotional ~etivit1cs beyond the amounts they bad 

estimated were necessary, .;md additional funds were .ollowcd in 'rate 

mald.ng for attempts to bolster patronage. 

A fundamental principle involving public utilities and 

their :egulation by goveromencal authority is that the burden rests 

heavily upon a utility to prove that it is entitled to rate relief 

and not upon the Commission, the Commissi.on staff, or any interested 

party J or protestant to prove the contrary. In this proeeediDg. the 

'burden is upon applicant to csusblish all necessary facts whieh woul~ 

justify the requested increase in rates. A pUblic utility is created 

for public purposes and perfo:ms a function of the State. It 

acquires the status of a quasi Q:'Ustee (Smyth vs. Ames, 169 U.S. u..66, 

54l).; V1estern Canal Co. vs. R. R.. Comm.) 216 C~l. 639, 647). 

Applicant states the purpose of its sales promotion activ­

ities is to attain the full economic utiliultion of its facilities by 

(1) obtaining new gas customers, (2) retaininz present customers, 

(3) cncour.oging the increased use of gas, and ([,) developing and 

?romoting new uses of gas which will ~esult fn a well-balanced load. 

Other reasons shown in this record for sales promotion activities 

include: (1) to maintain and secure improvement in load factor;) 

(2) to maintain applicant's competitive positi~ with the electric 

u'eilities, (3) to maintain ancl :i.mprove applicant's public relations7 

§./ SDcramento City Lizcs, 53 CPOC 241; Stockton City Lines;. 
53 CP'JC 355; Sm: Jose City Lines, 53 CPn'C 624; Pecific Greyhound 
Lines, 53 CPt.7C 634. 
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(4) to educate the public in better usc of gas~ (5) to compete 

3enerally for the consumer' $ dollar~ and (6) to lower the cost of 

financing through making the applicant better known to the investors 

and security holders. 

An associate professor of marlteting from the University of 

Pennsylvania testified as one of applicant's witnesses that in his 

opinion ratios of sales promotion or advertising expense to total 

operating revenue or to total operattng expense are the most valid 

yardsticks for comparison. He presented as part of Exhib1t54 

eompa:isons of sales promotion expenses of 14 large gas distributi.t:l.g 

compan1es~ includ:Lng applicant, for the period 1947 to 1958, showing 

that applicant' $ sales promotion expenditures during that period 

were not higher than the highest companies and not lower than the 

lowest compan1es~ .and concluded theref:rom that applicant's proposed 

expenditures were reasonable.. He acknowledged that: he bad spent but 

two days on the sales promotion expenses of applicant and Southern 

Counties Gas Company ~ and that he had not analyzed in detail either 

applicant's sales promotion program or expenses estimated for the 

test year. For the year 1958, the last shown on Exhibit 54" the 

following relationships are obtained: 

Low Companies 
}ligh CompOlnies 
Average - Combinat~on Gas & Electric Cos. 
Average - Straight Gas Companies 7/ 
Southern California Gas Company -
Southern Counties Gas Campa:1Y 

Year 1958 
Sales Promotion Expenses 

As A . Percent, Of 

0.87. 
3.9 
1.6 
2.2 
2.6 
3.0 

1.07. 
6.5 
2 .. :> 
3.2 
3.7 
4.1 

17 Both Southern Califomia Gas Company and Southern Counties Gas 
Company .are included in this average, and the average excluc1ing 
'these ewo companies would be lower. 
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We note in passing that if applicant~ in 1958 had spent 

for sales promotion the average 2.2 percent of operating revenue for 

the straight gas companies shown in appli.cant' s Exhibit 54 ~ appli-. 
cant:' $ sales promotion expenses would have been reduced by about 

$772,000 in thae year. Similarly, if an average 2.2 ~cent figu:e 

is applied to applicant's ec.t1:m.ated revenues of $282,119~OOO·at pro­

posed rates for the test year, an amotmt of $6,207,000 is obtained 

which is $584,000 less than the sales promoti01'1 expenses estimated 

by applicant in ~e test year~ 

The evidence reveals that applicant has no commitments or 

fim. contracts for any sales promotion expenditures in ehe test year 

except 1;h3t which applicant has with its present employees and about 

$135,000 for a national television program; applicant bas no. under­

standing or commitments with a:ny newspaper or radio station It:O spend 
I 

I 

any amount of money in the test year for advertising; and, fU~er, 

applicant has no understanding with any dealer, manufacturer ~ or 

other such groups that in the test year applicant will spend any 

specific amount of money for sales promotion activities designed to 

stimu13te~ for example, gas appliance sales. Applicant's witness 

considers there is flexibility in both the amount of money to be 

spent and in the sales promotion activities to be undertaken in the 

ecst year and~ further~ that applicant is not bound to spend the 

amount of money budgeted for particular sales promotional aeti-ntics. 

This record further reveals that for the first four months of 1960 

applicant's 3c1:Ual expenses for sales promotion were $264~OOO below 

its estimate. 

Applicant represents that its sales promotion activities 

benefit: ~he ratepayer in at leas~ two ways; first> the new customers 
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benefit from. ~e services proVic1ed by its· sales personnel; and 

sceond~ a program effectively direc'tec1 to increase the year";'rouncl 

and off-peak loads will improve the utilization of facilities· and 

the annual load factor. According to applicant:. the resulting 

improved use of gas faci.lities means more favorable rates for all 

customers. However, applicant produeed no dollar measure of the 

additional revenue realized from its sales promotion activities. 

The staff analyzed applicant's estimate in considerable 

deeail, recognizing the competitive si1:Uation whi~ exists in 

applicant's service area with t:be elec1:ric utilities. Adjusements 

to applicant's estimate were made by the staff for rate making pur­

poses as testified to in detail by the staff witness for the fo1-

1~1ing general reasons: (1) to reduce me sales promotion expenses 

per average fixm sexvice customer to a more equitable level; (2) to 

arrest increasing sales prOClOtion expenses of doubtful. benefit to 

the ratepayer; and (3) to reduce costs of direct expenses not imme­

diately related to ratepayer benefits which, according to the 81:8££" 

normally should be paid by p.ttties other than .applicant, such as 

:real estate developers~ builders~ manufacturers of appl:Lanees, 

appliance dealers and salesmen. 

In Exhibit 52, the seaff showed a number of comparisons 

of sales promotion expenses of the larger gas and electric utilities 

operating in California» including a comparison of sales promotion 

c:cpenses per average customer ~ 8S follOW's: 
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Son Diego Gas & Electric Co. -

Sales Promotion E!penses Per Customer 
Estimatea 

Actual Year Ending June 30 z 1961 
Year 1959 Applicant . Staff 

Gas Dept. $0.98· 

:Pacific Gas & Electric Co. 
Gas Dept. 

Southern california Gas Co. 

Southern Counties G~s Co. 

Southern California Edison Co.-

$1.09 

$3.58 

$4.50 

Electric $2.40 

$3.92 

$4.31 

$2.98 

$.3.16 

The above figur~s refleee a competitive situation in ehe service 

ar.e~ of Southern C31iforni.;l Gas Company and of Southern Couuties 

Ga s Company. In these circumstances there is not subst~nti31 eom­

~r~bi1ity among the utilities. 

!be staff did not attempt to determine what the company 

should spend in total for soles promotional efforts, but did present 

wh~'t it considered to be a rcasonoble 3mOunt to be assessed against 

t~'lC ratepayers in the tes'i: year. In maldng its estil::ate, the staff 

segregated 3pplicDnt's estimate into three groups of ~ses. The 

first group the staff found to be justified in full for rate maldng 

purposes and did not adjust. '!he second group the staff adjusted 

for rate making purposes on a judgment basis giving considera~ion to 

the speci~l factors involved. !he third group of expenses the staff 

adjusted dowaward by 50 percent for rate ~ICUag purposes on the 

oasis that such expenses were of B type that should normally be paid 

for by third p3rties, such as dealers, ::oanufacturers, real estate 

developers, .and various othc= g:rO'l.'tpS, and because sueh third parties 

obtain direct benefits from sueh sales promotional ~etivitics· of 

applicant. 

Certain spplianee dealers referred to interference·by 

applicant's sales pr~otion efforts with the normal channels of 

trade in gas appliances and services. The following general com­

plaints have been made by certain appliance dealers relative to 
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some of applicant's sales promotional activities: (1) house call 

service' ren~ed to the ratepayer is excessive and detX'imental to 

dealers in appliances and is used in part as a tool to further sales 

promotion activities; (2) lists of prospects for buying of new 

appliances and sales contracts for new appliances are supplied by 

applicant to favored dealers; (3) appliance dealers are unable 1:0 

supply the large mass market created by housing t:act developments 

due to the applicant' s efforts to direct these sales to mamifacture:s; 

(4) applicant engages in direct sales of appliances and thus pro­

vides an unfair competition to the dealers; and (S) applieant~ at 

the expense of the ratepayer, is performing dealer ope%'.ations by 

working with the manufacturers to display appliances in company 

offices. One of the appliance dealer parties to the proceeding " 

urged that the Commission take action to bring about -the following 

ch.a'Oges in applicant t s operations: (1) require applicant to cease 

and desist from further engaging in c1t:her direct or inc:i1reet com­

petition with private appliance dealers and with private appliance­

service business; (2) prohibit applicant from operating so-called 

I:free-serviceu departments, and from falsely adv-e%'tising that 

customer service calls are free to the rate paying public; , (3) 

prohibit applicant from selecting, identify1ng~ promoting, and other~ 

'W'ise givillg special benefits to certain Bpplicant approved or 

;':recommendecf\ brands of gas appliances; (4) prohibit applicant from 

providing special-favor promotions and sales loads for favored 

appliance dealers; (5) prohibit .applicant from attempts to influence 

the selection of applicant ~'recommendecr\ gas appliances by builders 

l.lnd developers throuZh the granting or witl"lholding of applicant' s 

assistance, financing, £ree installation of mains and connected 
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distribution items~ or through. the granting or withholding or threat 

to withhold. any other thing of value; (6) prohibit applicant £rom 

engaging in a sales promotion and advertising war with the competing 

eleetrie energy utility companies, exeept insofar as the entire 

expense of such war or eompetition is charged solely to the stock 

and bond holders of the applicant ~nd not to the· ratepayer;. (7) 

restrict applicant from engaging in any business or undertaking 

t1:". . .::11: is not directly and essentially an integral part of applicant r s 

sole enfranchised business of distX'ibuti:o.g .and selling gas. 

The staff in its investigaeion of these matters recommended: 

(1) for safety and continuity of service applicant's present house 

call program of meter:. piping and pilot light inspection should be 

eon~inued; (2) applicant should e~ther discontinue the preparation 

of appliance prospect lists or ~ke such lists available equally to 

all gas appliance dealers; (3) the direct sales o£.appliances to 

architeets:. builders, and for apartment house uses by applieant 

should be discontinued; and (4) applicant should Obtain its display 

of appliances at the'lllanufacturcrs' expense and any future appliances 

purchased by applicant:. for display purposes, should not be con­

sidered as p.c;rt of materials .and supplies or other plane for rate 

making purposes. 'Xb.e staff's £i:rst ~d third reeocmcnda:ions are 

sound ~nd should be placed into effect by applicant. The s~£fts 

second recommendation should be modified to proviGe ,~t either 

the preparation of appli.:Jnee prospect lists should b<'~ d1scontimled 

or such lists should be made av~il8ble equzlly to all ~ose appli­

ance dealers who sell gas appli.;)nces only. With respect to the 

staff's foureh rccoramend.at:i.on~ appliences for disp:',ay purposes will 

be considered in connection With the r~sonzble rate ~king 

"llowar-ec for sales promotion expenses and not .:s part of mtltexials 

tlnd supplies or other pl.Qnt. 

Certain of applicane' s ~les promotion practices and 

activities as revealed by this reeord, while appropriate for other 

-17-
' .. 



types of business~ appear inappropr1.ate in a public utility operation. 

Applicant, as a public utility, has been granted an extrsordinary 

privilege and occupies a privileged position. It is performing a 

function of the State. In this connection applicmlt is rcm1nded of 

its obligation under Section 4S3 of the Public Utilities Code wbiCh 

provides, in part: 

"No public utility shall, as to ratcs~ charges~ 
service, facilities, or in any other respect, make 
or grant any preference O'r advantage to any eor­
poration or person or subject any corporation or 
person to t1D.y prejudice cr dissdv.antage." 

'rh1s Comsnission has previously expressed its coneern 

because of the competition between the straight gas utilities Dnd the 

straight electric utilities, ~rt1~larlY as the cost of sales 

-' promotion affects ratepayers. 

Based upon a most: thorough and careful consideration of the 

entire record, we find $6,500,000 to be 3 reasonable allowance for 

sales promotion activities in the test year to be borne by the rate­

payer. Such amount is well within the r.atl.ge of applicant's own 

Exhibit 54 and exceeds· applicant' s aet:ual expenditures for 1959. Our 

action herein is not to be eonstrued as limitfcg the amount applicant 

~ay spend for sales promotion in the test year or in any othcrperiod. 
. . . 
Such determination is for the applicant to make. Our detenoiuation 

herein relates solely t~ the reasonable all~ance of sales promotion 

expenses to be included in gas rates of this applicant to· be borne 

by its ratepayers. 

Aclministrative and General Expenses 

The· staff's esttmate of administrative and general expenses 

is $125,000, or about one percent, lO't4'er than applicant's estimate. 

Tue principal difference between the two estimates is in Ac. 801, 

~7 Decision No. 59011, dated September 15, 1959, 10 case No. 5945. 
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Miscellaneous General Expenses~ where the staff's est1mDte reflects 

exclusion or partial exclusion of cereain dues, donations, sub­

scriptions, and contributions consistent with past treatment .9ccorded 

these items by ~e Commission. 

It is the Commission's praceice in arriving at expenses to 

be .allowed for rate making purposes to exclude clues to social clubs, 

expenditures for political purposes, and, in part, donations to 

charitable organizations. Thus, such expenditw:'es, to the extent 

made above the amounts allowed for rate fixing purposes, come out: 

of the stockholders' portion of the earnings and are not .8 burden 

on the ratepayer. 

We find reasonable and adopt for the test year the staff's 

est:imate, except that local franchise taxes are adjusted downward 

to reflect tbe l~er adoptecl revenues at present rates, or ao amount 

of $12,494,000. 

Depreciation (Annuity and Interest) 

Depreciation annuity and interest as estimated by the 

s~ff is lower by $399,000, or by about 3 percent, than applicant's 

cst:i..mDee. The m3in cl1fference between the estimates is due 1:0 the 

staff's use of a 3S-year life for the Placentia-Newberry pipeline, 

whereas applicant based the depreciation for this facUity on the 

contracted deliveries to the Blythe and Needles 'texas pipe11nes. 

»ased upon the evidet:cc in ehis proceeding, we find 1:bat 

the staff's estimate of depreciation annui~y and interest amounting 

to $11,.546,.000 is reasonable and is adopted for the test year. 

Taxes Other Than Income 

Taxes other than income,. consisting of ad valore:ll and 

Social Security payroll taxes,. as estimated by the seaff are 
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$481~OOO~ or about 3 pereent~ lower tht.m. applicant's estimate. l'l:l1s 

difference applies principally to the estimates of ad valorem taxes. 

Applicant' s estimate of ad valorem taxes for the test year 

ending June 30~ 1961 was compueed DS 43 percent of such estimated 

ea:ces for 1960 and 57 percent. of the 1961 estimated taxes. The 1960 

ad vnlorem tax~ as estimated by applicant~ was computed by ~8ing an 

average tax 'rate 10 cents above the 1959 average tax rate 3& indi­

cated by 8 trend for the period 1950-1959 and an est~ted assessed 

value based upon a trend of assessed values to 'related book costs 

of taxable plant. Appl:Let11'lt sim:Lla.ly computed the 1961 ad· valorem. 

tax est:i:mate by using an average tax 'r81:e 20 cents above the esti­

mated 1960 'average tax 'rate. 

The staff's est;[:mate of ad valorem. taxes reflects the 

latest known assessment rat:ios~ ad valorem tax rates .and pl3nt 

additions, plus estimated taxes for the rollbacl( of the Newberry­

Placentia pipeline for the full test year. 

This record reveals that applicant originally estimated 

ad valorem taxes for the test year in the amount: of $16 7 042,000 in 

Exhibit 1, revised this estimDte dOWl1'W'ard by $1,249 ~OOO. in 

E~~bit 62 to reflect a lower estimate of assessed value ofappli­

cant's property basco. on lDter daea from the. State :Board of 

Equalization, and subsequently revised its estimate upward by 

$154,000 to reflect on ~ full test year basis estimated taxes for 

the Newbeny-Placentia pipeline. The staff X'ed\leed its. original 

cstfoate of$lS~64S~OOO d~~rd by $1,113,000 to reflect a later 

Sta~c :Soard of Equalization assessment raeio than tl"J.e staff ori­

ginally t.lsed. Changes ~de by apl'lic.an: in i~s esti.m.:tes of ad 

valol:em. t:lxes by the m8gxUtudes indicated above during the cou:rse 
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of the hearings in this matter cast consider.oble doubt: on the 

validity of estimating ad valorem taxes 'by the erend1ng methods as 

urged by the .applicant. 

Applicant itself uses the latest known tax rates to 

computing its estimates of social security taxes, state corporation 

franchise UlX and federal income t~x, but lldvoclltes 3 trending method 

in computing its estimate of ad valorem UlX rates. This record is 

not convinc;~g that the Commission should abandon 1tsunifor.mly 

~pplied practice of using the latest known ad valor~ tax rates and 

~ssassment ratios in developing reasonable ad valorem tax allowances 

in a test year for rate fixing purposes. 

Based upon the entire record we find taxes other than 

income of $15,700,000 to be reasonable for the test year ending 

June 30, 1961. 

Income Taxes 

Applicant has calculated and paid its income taxes on a 

straight~line depreciation basis in all years, but filed a claim for 

jJlcome tax refunds for the years 1954 and 1955 based upon liberalized 

depreciation for those two ye.ars. The record reveals that applicant 

recently received a tax rer~d based on liberalized depreciation for 

the years 1954 and 1955 in the total amount of $748,606 .• 61 7 .,)f which 

$145 7 623.09 represents interest: and. $602,933'.52 represents, the net 

.amount of all tax items. Tae record further shows that applic~t 

does not intend eo claim lioeralized deprccia~ion in the future. 

In conformity with Decision No. 59926, dated April 12', 1960, 

specifying the treatment of liberalized tax depreciation for r.ote 

ma:d.ng purposes, the federal income taxes li.ercin are computed on 

e:l ~J.:lS paid' basis in our llcioptcd results. Credited thereto, is 
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the portion of the tax refund applicable to the test year emounting 

to t'lpproxLmately $22~OOO. 

After giving effect to the variation in the expenses being 

~dopted herein~ includfng dcpree~aeion for ~ purposes =eflecting 

the adopted 35-year life for the Newb~-Pl~ccnti3 pipel1ne~ we 

compute an.d adopt an income tax amount of $ll,344~OOO as reasonable 

for the test year ending June 30, 1961 at applicant's present: 'rstes. 

Such computation reflects a 5.5 percent State income tax rate and 

8 52 percent Federal income tax rate. Should applicant elect, for 

income tax purposes, to usc a life shorter than 35 years for the 

Newberry-Placentia pipelinc~ applicant will be required to advise 

this Commission in writing so tMt such appropriate adjustment in 

r~tes 3S src found to be justified may be made. 

Rate Base 

!he components of the weighted average depreciated rate 

bsse for ehe test year endi.ng June 30, 1961 as developed by the 
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applieane .and by the staff are compared below: 

VJEIGH'rED AVF:.RAGE DEPRECIATED RA'XE BASE 
TEST YEAR EN'Dn~G .:ruNE 30, 1961 t ESTIMATED 

Gas Plant: 
Applicant 

Plant in Sev.-Beg. of Year $520,713,000 
1i1eightecl Avg. Net Additions ll,4S4~OOO 
l:-lon-Interest Bearing Const. 

Work in Progress 1,100,000 

Staff 

$522,065,000 $ 
10,102,000 

1;r100,OOO 

Adopted 

Total Wtd. Avg. Gas Plan~ 
Deduction for Depreciation 

$533,267,000 
101,222 7°00 

$533,267,000 $533,267,000 
100,908,000 100,9CC,OOO 

Net ca s Plant 

Materials ood Supplies 

Working Cash Allowance 

Adjustment for Liberalized. 
Depreciation 

$432,045,000 

4,250,000 

4,000,000 

-

3,550,000 

500,000 

-

3,550,000 

2,000,000 

(359,QOl5) 

Weighted Average Depreci~ted 
Rate B-ase $425,760,00'0 $421,997,000 $422,938,000 

(Red Figure) 

There is no difference in the two estimates for total 

weighted average gas plant in the amount of $533,267,000 whieh. we 

find to be reasonable .and adopt. Consistent with the depreciation 

expense heretoforefounQ reasonable~ we adopt the staff's deduction 

for depreciation in the amount of $100~90a.)OOO as reasonable. There 

los no appreciable difference in the es~imatcs of moOifica'tio'nS· made 

for cotltribu'tions in aid of construction, me.ter change program» 

customers' advances for construction, and depreciation reserve for 

motor vehicles and worI<: equipment. We adopt the scaff's estimate· 
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totaling $14,412,000 ~s reasonable. 

The staff's estimate of materials and supplies is 

$700,.000, or 16.5 percent, lower than applicant's estimate. '!bis 

difference Olrises mI.linly from t:he fact tbe' staff did not include in 

its estimate any tnves~en~ tn appliances that are used for p=o­

motional purposes. !he staff in arriving at its estimate gave 

considera:=1on to general stores levels, gas stored underground, a 

pro r.gta share of emergency stock for the Newberry-Placentia pipeline 

and other items. 

Applicant included in its rate base an amount of 

$4,250,000 for materials and supplies which is the amount allowed 

applicant by the Commission in its Decision No. 47990 dated 

December 2,. 1952, in, Application No. 32675, (52 Cal. P.U .. C. 250) and 

all SUbsequent Commission decisions affecting 'applicant'S rates. 

Such amount also approx:£mates the a~erage of the monthly balances 

for the year ended October 31, 1959 as revealed. in Exhibit 1. In 

allowing the amount of $4,.250;)000 for materials and supplies in 1952,. 

the Commission stated \1 In view of the comparatively tight mate'l:-ial 

situation that has developed as a resul~ of the Korean War, the 

~tion' s defense program and the recene steel sttike, the Commission 

is of the opinion that considerable weight: should be given to the 

applicant' s contentions.~· Applicant at that time urged that .an 

mnount of $4,650,000 be allowed for m.aterials and supplies. 3ased 

upon the evidence of record in this proceeding, we find that an 
" 

allowance in rate base of $3,550,000 £or matc:rials and supplies in 

the test year is reasonable. 

Applicant has included in rate base an allowance of 

$L:.,OOO,OOO fO'J:' wO%ldng cash, whereas the staff arrived at an amount 
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of $500,000 of working caSh needed to be supplied by the investo;s. 

This compares with $2,000,000 adopted by the Commission in Decision 

No. 47990 dated December 2, 1952 in Application No. 32675 (52 Cal. 

P.U.C. 250) aud used in all suosequent considerations of this 

partieula:r item by both applicant and this Commiss1oIl~. Upon review 

of the evidence in the record, we find 8 working cash allowance of 

. $2~OOO·,000 to be reasonable and we adopt such amount for the pur­

pose of this decision. 

A deduction of $559,000 to rate base is made in recog­

nition of the income tax refund arising from liberalized depre­

ciation claimed by applicant for the years 1954 and 1955. 

Accordingly, we find reasonable and will adopt a rate 

base for 1:b.e test year ending June 31, 1961 of $422,938·,000. 

Rate of Retu.rn 

Applicant seeI(S a rate of return of 6.75 percent on its 

depreciated rate base. This is the ~ rate of ~eearn found 

reasonable for this applicant by the Commission in its most recent 

general rate proceeding, Decision No. 55642, dated OCtober 1, 1957, 

in Application No. 38787. 

Awlicant a sserts that 1£ earnings on existing capital 

arc not to be diluted and if new capital to cons~ct facilities 

to import inerea sed gas supplies is to be obtained on favorable 

~e:rms7 it is imperative ~hat rates be increased to afford applicant 

the opportunity to earn the 6.75 pereen~ rate of return it 

requests. 
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For the test year applicant derived an average capital 

structure as follows: 

, Bonds 
Advences from :Pac. Lighting Cor}:). 
Preferred Stock 
CotmIlon Stock Equ1 ty 

Total 

Estimated Test Year 
Average capital Structure 

Amount, Percent 

47.0% 

~ 
48.0' 

100.01. 

(R.ed Figure) 

Applic~t computes its cost of bond capital at 3 .. 94 percent, intexcst 

onbalanees with Pacific Lighting Corporation at 4.25 percent, 

preferred stock cost at 6 percent, and under these assumptions. shows 

that its requested rate of return of 6.75 percent on its depreciated 

rate base will produce an earnixlg on CotmnOtl stock equity of about 

10.2 percent. Applicant compared'this :resul'eing ea:m1ng on COtIlI:llon 

stoc:l~ equj.ty with t:he experience of' a group of 13 maj or natu:ra1 gas 

test companies and With 8'Qother group of 13 operating natural gas 

utilities for the period 1954 through 1953 and concluded t:he:refrom 

that the 6.75 percent requested rate of return was justified. A 

vice president of Reis &; Chandler, Inc., one of applicant's wit­

nesses on rate of return, based on his studies of applieant's 

Zxh1bits 4 and 5 and ott"le%' data includinz his analysis of 56 ~s 

ci.ist:ributing. companies, concluded that the 6.75 percent rate of 

The City of Los Atlgeles in Exhibit L,.2 presented v.arl.ous 

financial data with respect to 3pplican~ and the so-called comparsble 

ges companies relied upon by applicant in its Exhibits 4 .and 5. 
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Los Angeles made certain altexnate calculations and showed that a 

6.75 percent rate of return applied to a rate base of $426,600,000 

would yield eal:n1ngs of 10.15 percent on C01:DmOU equity which, after 

allowing 9.6 percent for dividends on coc:nnon stock would produce 

$5,533,.000 for earned surplus at a 72.24 pe%'cent payout on common 

stock. A witness for Los Angeles concluded that (1), the so-called 

comparable c~panies relied upon by applicant are not sufficiently 

comparable to serve as a basis for fixing applieant's~gs; 

(2) the use of thirteen or any other number of so-called comparable 

companies 8S 'Used by applicant in~bits 4 and 5 will result in 

varying conclusions as to em=nings requirements; and (3) results 

based solely upon comparative earning s~tistics are the end product 

of an oversimplification of a complex problem and are not sufficient 

He 

urged that all relevant factors be considered. 

In its closing brief the . Ca Ii forma Faxm Bureau Federation 

stated it would be appropriate to hold the rate of return to the 

6.75 percent last found by this Commission to be fair and reasonable 

for this applicant in Decision No. 55642~ dated Oetobe1: l~ 1957. On 

the other hand, the City of Los Angeles urges that the need for an 

equity of a return higher than 6.5 percent has not been established 

by the record and the DCp.;lrtment of Defense 8nd Other Executive 

l'.gCtlcies of the United States Govermnent urges that 8 rate of rctum 

of 6.5 percent is at the upper limit of the range of reasonableness 

for this applicant. 

In considering the position of applicant and other pa'rties 

with respect to rate of return we should point out 'that the cost of 

money is not decisive of t.a.e issue of rate of return .and the, 
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Commission does not rely solely on financial requirements in deter­

mining the level of such. return. !he law!-ul interests of the 

con5umer as well ~s the investor must control ~he rate of return. 

Upon a careful consi<1cration of the evidence before us, 

we are of the opinion and find that a rate of return of 6.6 percent 

is reasonable fo~ applicant for the test year, 12 months ending 

June 30> 1961. When a rate of return of 6.6 percent is applied to 

the depreciated rate b~se of $422,938,000, hereinbefore found reason-
\ 

able, 3n over-all increase in acnual gross 'revenue of $17,690,000 

is 'found to be re~ircd. 

Spread of Raecs Among Classes 

A maj or issue in 'Chis proceedi.ng is the spread of rates 

mnong the various classes of customers, particularly as between 

firm and interruptible s~ce. In this cot:nectio'O. five cost­

allocation studies reflecting various hypotheses 3D,d philosophies 

were introduced. 'these include: applicant' s Exhibit 6 C'Share the 

Sa .... <i.ngs"); Southel:n Californi.a Edison company's Exhibit 3S 

(Exhibit 6, adjusted to reflect eost of gas allocated by the so-called 

::'?Tehe Method'); California :tv"~aeturers .Association's Exhibit 56 

C~ cost incurrence" study); the staff's Exhibit 53, (costs di.str:lbutcd 

according to use made of the system); and California Electric' Power 

Company I s Exhibit 77 (Exhibit 6 modified). 'The results of these 

studies vary widely. 

Applicane's cost st1.ldy rests, in part, upon a calculation 

of the cost of two hypothetical independent systems Cesigned to serve 

the fixm and ~be interruptible classes separately. The costs 

developed by applicant in its study closely approximate' its propose~ 

rate spread to classes. 
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The CD11forni~ MDnufsceurcrs Associntion (~) "cost 

incurrenc~' seudy constitutes essentially ~ ine%emen~l cost study, 

:lnd alloclttcs to 1ntcauptible retsil customers less than two percent 

of the total fixed costs of applicant determined by system capacity. 

This study alleges that present rates of retail intenuptil>le 

customC%S produce $17,974,000 of revenues in excess of cost as deter­

mined by CMA and that present rates of firm service'" customers fail 

to cover cost by $37,710,000, or by 17.3 percent. 

Seudics of Edison and of California Electric were baseci, 

in part, upon applicant's hypothetical st:u.dy with certain m~fi­

cations. Edison,. on the basis of its study" proposed lower tb.gn 

present rates for steam-electric generating service. California 

Electric also presented a proposed schedule for steam-electric 

generating service. 

the staff's study distributes costs according to the use 

tItat is made of the system by each class, the facility component 

being allocated to each of the customer classes on the basis of the 

maxi.m1Jm monthly usage, giving consider.$tion to the level (trans­

mission or. disc:ibution) from which etlch class receives service'. The 

staff study shows higher than system.-aver.:lge rates of retu'.l:'n for the 

firm se1:V1cc and wholesale classes, with deficiencies in earidngs 

indicated for the interrupeible and'gas engine classes. 

We do not agree with the theoretical assignment of little 

or no demand costs to the interruptible service as advocated by some 

of the parties in view of applicant's actual operations, gas pro­

curement !,ol~cies, gas sales, and relatively small curtailment of 

interruptible service. Less than 50 percent of the gas estimated to 

be sold in the test year is for applicant's firm service eust~s. 

In our opinion both capacity and usage are significant elements, in 
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respect to the c~pitBl outlay for a pipeline system and need to be 

given significant weight in determining cost of jointly used 

facilities. 

Cost, however, is but one of the important elem.ents in 

~ate fixing. In Exhibit 7 applicant shows that energy costs of gas 

at proposed -rates arc well below the costs of altel:nate energy 

sources for typical residential and restaurant uses. For firm 

industrialprocessitlg customers, Exhibi~ 7 reveals that gas has ~ 

price advantage over electricity, but when oil competes, the 

advantage is decreased' and in some cases reversed.' Applicant asserts 

thae gas recently has been more expensive than the heavier grades of 

fuel oil us~d by large industrial customers and steam-electric 

generating stat10n customers, but we in the last few months SotllC 

fi:rming of the going price of fuel oil has Ulken place. Applicant 

points to some loss in its interruptible load because of competition 

with oil and the possibility of ,even greater loss of 'interruptible 

load at its proposed higher rates. 

!he r<Jtcs authorized herein ~ve been developed Dfter 

considering Elll of the factors inherent in rate spread including 

cost of service, value of service, and history of %3tes. 
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EXisting Offset Rates 

Several offset rate increases occasioned by the increase 

in cost to applicant of out-of-state gas purchased from El Paso 

Natural G8s Company involving procecdix:lgs before' the Federal Power 

Commission which have not been completely adjudica;ed ar~ s~ce 

to possible refund. Final determination of refunds in each instance 

is d~pendetJ.t upon final .action by the FPC or s court in Bny .appeal 

th~eo'C.. Among the FPC proceedings involved in possible refunds to 

applicant' $ California gas customers are the following: FPC 

Docket G-2018, G-4769, G-12948, and G-17929. 

Present and Requested Gas Rates 

Applicant reques~s increases in gas rates as set forth in 

Ex1~ibits 63 and 79 which it estimates will produce $24,225,000 of. 

additiono1 .annual revenues, or an average of 6.2 cents per Mc£, 

based upon its estimate of gas sales in the test year ending June 30, 

1961 segregated to classes of service as follows: 

REQUES'I'ED REVENUE D!CREASE 
TEST ":lE.tJ.t Em>ING JTJNE, 30, 1961 

:: : Requesteci. jitevenue IncX'ea se : 
: Class : Applicant's : Before : l~o : : 
: of :Estimate of Sales: El Paso : E1 Paso: Toeal .. 
:Service : 1000 Mcf:Perccnt:1960 Offset: Offset : Amount;Pcrcent; 

Fij,,"'lU Scv.182,18S.2 46.6% $1.1,944,000 $5;777,000 $17,..721,000 72.17• 
Gas Eng. 2,917.0 .8 102,000 29,000 131,.000 .5 
Inte:rxup: 

R.eg.. 77,525.5 19.8, 
Cement 

& Stal. 
Plant 111,530.1 28.5 

Resale 
(Long 
Beach) 16,720.0 4.3 

390,877.8 100.0 

2,076,000 Z83,OOO 2,464,000 10.2 

558,000 13.4 

334,000* 340,000* 674,000* 2 .. ~ 
17,133,000 7,092,000, 24,225,.000 100.0 

* Automatic increase under Schedule G-60 
as proposed by-applicant ~o b~ modified. 
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El Paso 1960 Offset Rates 

Effective August 25, 1960 races of El Paso Natural Gas 

Company for out-of-state gas purChased by applicant again will 

increase, subject to possible refund upon final action by the Federal 

Power Commission as follows: 

Old Rate 

Monthly Demand Charge per 
Mcf of contr.actcd daily 
~nd at 14.73 psia $2.1749 

Commodity Charge per Mc£ 
at 14.,73 psis' .23331 

New Rate Increase 

$2.7483 $0.5734 

.23963- .00632 

'to compensate for such increase in the cost of El Paso gas anc1 

related f:auchise fces and uncollcce1blcs, applicant proposes offset 

rates by classes of service as follows subject to possible refund: 

Fi:m Na~al Gas Service 
First 40 Mef/'M1::ttlth/Mete:r, 

all schedules-
Over'40/Mef/MOnth~~ter, 

all schedules 

Gas Engine Service 

Regular Interruptible Service 

Cement and Steam-Plant 

Offset Rate 
Cents ~Mc'f . 

3.70/. . 1.77t£ 

1.00 1.77 

1.00 1.77 

.50 1.77 . 

.50 1.77' 

Rather than provide a highc::: increase for the first 

40 Mef for firm service schedules as proposed by applicant, we wlll 

authorize an average increase for all blocks. With respect to the 

interruptible elass, applicant's proposed offset increases are below 

the increase in El Paso's commodity charge. In our judgment the 

interruptible 1C1ass should bear the full increase in commodity cost 
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charge and in addition l) rC:lsonablc portion of the incrcasc in 

demand cost Oof ~pplicantl.s operations as well. The order herein 

will so provide. 

Applicant proposes to avoid possible aver or under col­

lection of offsetttng revenue from its customers pending the final 

adjudication by FPC of El Pase's 1960 rate increase by reviewing 

annually the level of the offset rate~ and when appropriate to file 

with this COIXII:Ilission not later than June 1 Oof each year revised 

offset unit charges to be effective beginning August 1, based upon 

the relationship b~tween the VOolu:ne of gas pu.rchasedfrom El P3SO 

and the total vOolume of retail sales. 

In the event that the final rates of El PasOo as deter­

mined by the FPC are less than thOose effective August 25, 1960, 

applicant proPOoses a plau tOo refund any overcharges tOo its gas 

customers. An example of the Ooperation Oof applicant t s refund plan 

is contained in Exhibit 13. 

Firm Natural Cas Service (Schedules G-l tOo G-7 and G-1S) 

Applicant prOoPOoses that $17,721~OOO or 73.1 percent of its 

requested increase be obtained from firm natural gas service cus­

tomers who, according tOo applicant's estimate will require approx­

imately 4:J percent Oof the tOotal gas sales in the test year. This 

is .an ave::age increase Oof 10.2 percent or 9.7 cents per 1.000 cubic 

feet Oof gas estfmated tOo be sold tOo this class Oof service. 

The specific proposals of applicant applicable to this 

class of service are: (3) increase the fixed charge portion Oof the 

initial block charge Oof Schedules C-l to C-7 by 25 cents per month 

except that an increase of 50' cents per month is sought fOor the six 

'tIn.ntcr months in the ,,~. rate; (b) introduce a monthly service 
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charge of 60 cents per family dwelling unit in excess of eignt, 

applicable to master-.metered multiple dwelling service; (c) replace 

the present 25 percent ~er discount applicable to direct-fired 

gas air conditioning with a special summer air conditioning block 

rate applicable to .911 gas air conditioning; (d) make no general 

increase in the "g' rates of Schedules G-l to C-7 for the first 

10,000 cubic feet per ~th but increase the rates for the next 

30,000 cubic feet; (e) make no general increase in the "M' and 

as·'; r:3tcs for the first 10,000 cubic feet per month in Schedule G-7; 

(f) increase all other bloelt rates of Sehec1ulcs G-1 to G-7 by 8 

unifo'rm percentage; and' (h) increase the monthly charges for 

\11ighting only' service in Schedule G-l5 by approxi:mately 10 percent, 

change the minimum charge from lO-lamp equivalent to 5-1amp equi­

valent, and renumber the Sehcdule "G-30". 

The City of Los Angeles showed in Exhibit 40 that since 

1950 the increase percentage-wise for the minimum use customer has 

been nearly three times a$ great as 'for the larger use customer and 

urged that consideration be given eo avoiding a disproportionate 

increase :tn the billing to the small home users as compared with 

the larger use customers served under the firm natural gas service', 

schedules. 

Applicanels proposal to introduce a monthly service charge 

of 60 cents per family c1'w'elling unit in e~ccss of eight met with 

vizorous opposition from the r-!ousing Authori~ of the City of Los 

I .. ngcles and 14 otber housing authorities, from the Mutual Housing 

Association of Compton,. and from t:he Depar1:ment of Defense and 

Other Executive Agencies of the United States Government who U!:'ged 

rejection of the service charge for the following principal reasons: 
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(1) the fmpaet of the rate 1nerc~sc on multiple dwelling' customers 

in some months would be more than five times as much as for other 

customers with. similar gas requirements; (2) the service charge 

would be unduly di~1minatory, (3) the service charge would deny 

equal application of applicant's rates to housfng aUthorities and 

(l;) applicant's cost st:ucly, Exhibits 9 and 73; are unreliable and 

unsupported. 

We find considerable merit in the position of eh.e City of 

1.os Angeles and have given due consideration to the level of minimum 

charges in the rates authorized by the order herein. . We further 

find that the proposed 60-eent monthly service charge is not 

justified by this record and it will not be authorized. In view of 

tile evidence we will authorize increases in rates in the firm 

service SChedules est:1.m.El.ted to yield additional revenues of 

$12,050,000 based on salee herein adopted for the test year. Of tMt 

amount $.3:,312,000 relates to the El Paso offset. 

A comparison of present,. requested and authorized rates 

for multiple use under Schedule G-l, for the winter months November 

eo April follows: 

MultiEle Use Raee - Schedule G-l 
Present Regueseed Authorized 

First 200 cu. fee or less $2.1356 $2.4004 $2.1925 
l~exe 2,800 cu. fe./100 cu. ft. .07780 .0852 .0843 
Nexe 7,000 cu. ft./100 cu.ft. .07330 .0811 .0803 
Next 30,000 cu. ft./100 eu.ft. .07030 .0778 .0773 
t~exe 60,000 cu. ft./100 cu.ft. .07780 .0826 .0826 
Next 200,000 cu. ft./100 eu.ft. .07140 .0759 .0759 
Next 700,000 cu. fe./100 cu.ft. .06740 .0716 .0716 
Next 1,000,000 cu. ft./100 cu..ft. .06440 .0684 .0634 
Over 2,000,000 cu. ft.llOO.cu.ft. .06240 .0663 .0663 

A typical man~y increase for an average household using 

Z,OOO cubic feet of gas a month would be 57 cents •. 
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Gas Engine Service (Schedule G-45) 

Applicant proposes that $131,000 of additional annual 

revenues be obtained from gas engine service by a uniform percentage 

increase in all commodity block ratcsand by an :tnc-.rease in the: 

minimum charge from $6.00 'to $10.00 per meter per month, azmulative 

annually. 

The Califo:t:nia F.axm Bureau Federation in its closing brief 

contends that the historical pattern of the relationShip of gas 

engine service to other firm service is distorted by· applicant' s 

proposal to round the charge from four figures to three and from tlle 

IIlr"lgnitude of the proposed increase in the minimum charge. 

Upon consideratiOtl of the evidence we will authorize 

increases in rates for gas engine service by the orderhereL~ to 

yield $100,000 of additional annual test year revenues of which 

$52,000 is applicable to, the El Paso offset. 

.' 
" 

Regular Interruptible Service (Schedules G-50, G-52 and G-53) 

Approximately $2,464,000 or 10.2' percent of applicant's 

requested increase is sought from regular interruptible service 

customers who, according to applicant' s estimates will use, 19.8 per-

cent of the total gas sold in the tes't year. This is, an average 

increase of 3.2 cents per 1,000 cubic feet of gas estimated to be 

sold to this service class. Specific changes 'sought by applicqat 

in these schedules are: (1) increase 'the minimum charge in 

Schedules G-50 and G-52 from $50 to $100 per month, cumulative 

annually; (2) increase by a unif~ percentage eaCh block rate in 

Schedule G-50; (3) ~kc each block rate in Schedule G-S2 ~ cents 

higher than the corresponding block rate in Schedule G-SO; 

(4) increase the minimum charge in Schedule G-53 from $2,000 to 
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$2,.500 ancl increase each block ,rate by a unifoxm perceneoge; .and 
.' . 

(5) introduce in Schedules G-SO', G-52 .snd G-53 3 special air con-

ditioning rate to be applicable during the months of May through 

October. 

The C3lifOX'nia Manufactu:rers Association in its brief takes 

the position that present regular interruptible rates are already at 

a maximum reasonable level and that in no event should the general 

rate increase for regular interrupeible customers exceed" on a 

percentage basis,. the increase prescribed for f:trm natural gas 

service customers. 

The City of Los Angeles,. on the other hand" urges that 

rates for interruptible service ~ fixed no lower than as applieci 

for by applicant. 

~sed on this record we find that total increases in rates 

for interruptible service should be authorized at approx:tmately the 

level requested by applicant. The rates to be authorized by the' 

order herein in our judgment will produce $2,440,,000 of additional 

annual test year revenues of which $1,381,000 applies to the El Paso 

offset. 

Ste3m-Electric and Cement Plant Service (Schedule G-54) 

An .annual increase of $3,235,.000 is sought by applicant in 

its rates for Schedule G-54 customers. Suca increase is 13.4 percent 

of applicant's eotal request. According to applicant's estimate, 

G-54 customers will use 28.5 percent of the total gas sales in the 

test year. Applicant' $ requested Schedule G-54 is contained in 

Exhibit 63. It is esscnti.ally the present G-54 Schedule with tb.e 

rates increased by 3 unifo~ percentage. 
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On June 20 7 1960, the next to the last day of hearing, 

applicant proposed in EXhibit 79 an optional temporary 

Schedule C-S4A for Cement Plant Service. The proposed rate is 36.2 

cents per MCf for all gas deliveries or more than two cents per 

Mcf lower than the ~era8e rate proposed by applicant in its 

Schedule G-54. All G-54A gas is proposed at 52 priority, except 

that during smog "fuel switch" periods service under G-S4A would be 

subservient to all other S2 service. It is further proposed that 

Schedule G-S4A terminate on Ju:le 30, 1961 at which :time customers, 

~'1ould revert to service 'U:lder Schedule G-54 'tmless a substitute 

schedule had been authorized. 

Riverside Cemen~ Company and california Portland Cemen~ 

Company urged the authorization of. Schedule G-54A stating that 

failure to establish such schedule would result in the cement com­

panies buying only their millimum contractural voluxnes of gas and 

purchasing fuel oil for the r~inder of the1% requirements. 

Standard Oil Company of Califo:rnia opposed app11eont' s 

proposed Schec1ule G-54A for the followixl,s. reasons: (l) such 

schedule gives a preferred rate to large cement·companies and at 

'the s.::n:ne time reqt.rl.res such companies to use gas exclusively 7 

(2) the proposed schedule was not presented until the day before 

submission of the case 7 and (3) because' such scbedule violates both. 

the letter and the spirit of the federal and state anti-trust laws. 

California Electric Power Company proposed certain modi­

fications in the 'rate form and commodity bloeI<s set forth in 

~pplicane's Schedule G-5~ to apply for a temporary period ending 

June 30, 1961 to allow testing of the form and administration of 

the rate. While applic~~ and the City of Glc:c.dale in theirelosiD.g 
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briefs endorsed the proposal of the California Electric Power 

Company sueh proposal was opposed by the Department of Water and 

Pawer of the City of Los Angel~s. and by Southern Californ1a Edison 

Company. 

Southern California Edison Company proposed three 

Schedules, G-lOO, G-200 and G-300, in Exhibit 38 as applicable to 

steam-electric generation service ~nd urged that suCh schedules be 

prescribed in lieu of ~pplicant' s proposed Schedule C-S4. Applicant 

oPl'o::ed E<iison' s proposed schedules on the grounds that they were 

tml'ractieal and the rates sugzcsted so unrealistically low. 

the Department of'V7ater and Power of the City of Los 

Angeles takes the poSition that applicant's present rates for 

service to st~-eleetric generating plants are substantially above 

"incurrecr' cost of rendering the service .and also above the present 

goinz price of competitive fuel; that further icereases in steam. 

plant rates should be severely limited, if, indeed, they should be 

permitted at all; that if any increase is authorlzedthe present 

form of Schedule G-54 should be left ~cbanged and a flat percentage 

incrc~se applied to all blocks of the rate. 

We note in passing that applicant's ~ffi11ate, Southern 

COlm.ties Gas Company of California;J requests that the identical G-Sl,. 

rate schedule be prescribed for boeh gas utilities, although no 

evidence was placed in the Southern Counties proceeding (A-4l859) 

rC$l~cting proposed Schedule G-54A or the ~lifornia Electric Power 

Company proposal. 

On this record we find applicant IS present general form of 

ScL'lcGule G~S4 should be continued and that ::emporary Schedule G-5l;l~ 

is noz justified. We find an increase in Scl1edule G-54 rates to 
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yield additional annual revenues in .on amount of $3,100,000 is 

juseified, of which $1,975,000 is applicable to the El Paso offset. 

Res~le Service to Long Besch (Schedule G-60) 

App11~t has furnished re~le service to the City of Long 

~e8ch since December 1956 under Schedule G-60 tmplemented by a con­

tract. The presently effective contract and schedule now provides 

for .aueomatic escalation 't'1ith any change in the price of out-of-state 

gas. It appears from the testimony that applicant has renegotiated 

~hc automatic rate adjus~ent provision t~ provide a smaller ~rgin 

ovr;:r increases in the cost of out-of-state gas. Applicant' s as well 

as the staff's showing in this proceeding at proposed rates gives 

effect to the renogitiated lower rate adjustment provision. 

The Department of Defense and Other Executive' Agencies of 

~~e United States Government opposed the continuation of the auto­

m3tic escalation provision in Schedule G-60 because such a clause 

singles out only one element of the utility's cost in changing rate 

. level~, without eonsidera~ion being given to all of the rate-mak.ing 

f.actors upon which: the rates should be ~sed. This Commission agrees 

with the pOSition of ~e Govermnent: regarding escalation clauses in 

Schedule G-60 and by the or<icr herein will require its deletion for 

the fueurc. The rate levels being fixed herein for Schedule G-60 

arc those which would be applicable uncle'''' t:he renegotiated lower 

ra'tc adjustment provision of Schedule G-60 givillg consideration to 
.. 

t:hc test year cost of out-of-state gas. Since we are requiring the 

deletion of the escalation clause for the future we arc attbe same 

tfmc providing for appropriate refunds under Schedule G-60 should 

the out-of-state gas rates, which are collected subject to possible 

refund, ultimately be fixed by the FPC at a lower level. 
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Findings and Conclusions 

In the considered judgment of the Corrr.a:d.SSion, the increases 

in rates to be authorized by the order herein will provide such 

additional gross revenues as should enable applicant to meet its 

reasonable expenses of operation and afford. it the opportunity ~o 

CDrn a £~ir and just rcturn on its depreciated rate base heretn­

before found reasonable. 

This recQrd 'rcveals applic.ont incurs a number of expenses 

which arc directly controllable at the discretion of ~nagemcnt. 

Overall efficiency of operations is a prime responsibility of 

management. It is incu:nbc:'1t upon applicant continually to seek 

ways of reducing its costs of operations consistent wieh i'ts public 

utility service responsibilities. 

After carefully considering all factors pertinent to thi~ 

proceeding, i~ is our finding .and conclusion that an order should be 

issued authorizing increases in 'rates in the over-all amount of 

approxi~tely $17,690,000 in the manner hereinbefore outlined, and 

to the extent set forth i.."'l Appendix A following the order he-rein. 

PAccordingly, we find that the increases in 'rates and cruarges autho­

rized and ordered herein are justified and that the existing rates, 

;.~ so far a s they differ therefrom, .:ll:C for the fu1:Ure unj't:~t and 

u:.n-cascm..able. 

We find that ~pplieant should ~ke fmmediatc steps to pl.occ 

into effect the staff's first, second .:Is. modified hereinab¢vc, and 

t~'lird rccommenci2tions w-Ith respect 'co c,artain of tlpplic<lnt' s ~lcs 

promotion .activities .as enumerAted in th.e for<?going <?pinion. 
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The Commission again invites the attention of applicant to 

its duty to rosist vigorously nll proceedings before the Federal 

Power Commission which involve gas rates nffccetcg C~liforniD, to 

the end that the interests of the customers of 'Chis utility will be 

fully protected. Applicant also should intensively survey and con­

'sider additional undergrOt.r:ld storage facilities or other means of 

serving its customers, in Ule light 0: the 'trend of increasing source 

cost of gas :m.d. applicant's expressed concern OVe% the loss of inter­

ruptible sales. 

The :foll~ tabulation summarizes the increases ;eing 

authorized. by the order herein, based on the Commission' $, adopted 

, level of sales for the test year ending June 30, 1961. 

SUMMARY OF INCREASES BEING AU'rHORIZED 

. .. 
Ado~ted : .4.~aopeea .. !ncrease :Avg.kev. : .. .. .. .. Class .. Sa es : Itevenue .. .. ,:Avg. Per Mcf: .. .. .. .. 

of .. 1000 :At Present .. : Per- :Pc:r After : .. .. 
Service .. Mef . Rates .. f..mount :een~ ,:Mef. : Inerease: .. .. .. 

Firm Serlice 180,519.7 $177,265,000 $12,050,000 6.8%. 6.St/. 101.5¢ 

Gas Engine 2,917.0 1,481;JOOO 100,000 6,.8 3.4 54.2' 

Regular Interr. 77,785.9 32,359,000 2,440,000 7.5 3.1 44.7 

Steam Elec. & 
Cement Plt. 111~269.7 39,468,000 3,100,000 7.9 2.8- 38.3 

Resale, 
16,720.0 7,704,000* Long Beach * * * 46.1 

Other Ga s Rev. 32492z000 
Total 395,212.3 $261,769,000 $17,690,000 6 .. 8 4.5 70.7 

* Present rates include $665,000 increase due to 
operation of the renegotiated adjustment clause. 
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ORDER ---...-.-

Southern C3lif'om:La Gas Company having applied to this 

Commission for an order authorizing increases in gas rates, public 

hc.a:ing having been held, the matter l'l3Ving been submitted and 

being ready for decision therefore, 

IT IS ORDER.ED as follows: 

1. Applicant is authorized and directed to file in quad-

ruplicatc with this Commission on or after the effective date of 

this order, in con£ormi~ with General Order No. 96, revised tariff 

schedules with chcnges in rates, terms and conditions 3S set forth 

in I.ppcndix A attached hereto :md, on not less thlln five days I 

notice to this Commission .and to the public" to make said rates 

effective for service rendered on ~d after August, 2S, 1960, except 

that the El Paso offset increase in rates shall not be made effec­

tive prior to the date the increased El P~so rates, lawfully, .are 

allowed to go into effect by the Federal Power Commission. 

2. In the event that applicant places such offset rates 

into effect, 

.a. P.pplicant shall !(cep records of sales to customers 
during ~he effective period of this cost of gas 
offset r~te 3S will en.;:'blc it to determine readily 
the toUll offset charge and the total refun<i~ if 
any, el'l.Ot may be due ~cb. customer. 

b. Applicant's plan for oe~ermining refunds shall be 
submitted to this Commission prior to maldng any 
refunds, and specific Commission approval shall 
be obtained of the plan at that time. 

c. "When tr.'le. decision of the Federal Power Commission 
Docket No. R.P60-3 shall have become final, 
applicant shall file ~ application containing 
its proposed permanent rate plan for final deter­
mination and authorization by this Commission. 
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d. Upon final determination of the actual cost of 
refunding not recovered by Zl Paso and the amount 
of any balance created by a?plicant's inability 
to deliver checks and by cb.ec!cs 'Uncashcd after 
one year;, .ilpplic.ant shall file 8 plan acceptable 
to the Commission for the equitable disposition 
of the resultant net balance. 

c. Applicant shall file with the Commission monthly 
reports within sixty days following the close of 
each monthly period;, setting forth: 

(1) '!he increase in revenues realized under 
the offset rates authorized herefn~ 
segregated by firm and interruptible 
classes of service, and 

(2) The increase in cost of out-of-state 
gas above the rate level in effect 
immediately prior to the date on which . 
the proposed El Paso rates go into . 
effect. 

£. When appropriate, applicant may file. annually rev:i.sed 
unit offset charges sUbject to ·COIizmission approval. 

g. Applicant shall continue eo show in its tariffs the 
.amounts of offset charges inclu.ded in the several 
rates that may be subject to refund. 

S. If the Federal Power Commission ultimately fixes a rate 

for Transwestern gas lower than 42.0 cents per Mcf applicant shall 

promptly advise this Commission in writing;, reduce i'ts rates 

~ccordingly and ~ke appropriate refunds after approval of this 

Commission. 

4. Applicant shall ta~e immediate steps to place into effect 

the staff r s first three rccomtD.cndations with respeet to those spe­

cific aspects of its sales promotional activities enumerated in. the 

foregoi~ opinion and as set forth on page 5, paragraph 13:. of 

Exhibit 52, except that the second· recommendation sbDll be 

modified as indicated in the foregoing opi:cion. Complete 

compliance sh.;lll be accomplished no later than 120 days after 

the effective date of this order. Applicant shall file with 

ehis Commission written reports of progress detailing steps 

taken to fully place into effeet such staff recommendations 
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at 30-day intervals aft~.c 't~'le effective date ,of t:h:ts order until 

full compliance has been accomplished no l:lter than 120 days afte= 

~he effective date of this order. 

5. Applicant shall notify this Commission in writing should 

it elect, for income tax purposcs, to usc .a life shorter than 

35-years for the Newberry-Placentia pipeline. Such notice shell 

be made 'Within twenty days of such election. 

The effective cla~ of this order shall be twelve days 

after the ::d h:ek.vZ"""'A < ~ , Cal1£orn1a. this <>< ,jJ.::<;;!/) 
day of ~A"A&r. • 1960. 

;I 

commiSSl.OD.e:rs 

- - .... '-
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Concurring Opinion in Application No. 41860. 

I coneu:r relucUlntly in this decision for the reason that~ 
, 

under conditions presently existing~ were I to dissent applicant 

wou.ld be penalized ~ju.stly) because of immediate and substantial 

increases in costs over which nei~er applicant nor this Commission 

bas control. !here are mtJrJ.y par1:S of this decision of wh1eh 

I vigorously disapprove but my comments in this insumce will be 

confined to one~ namely" the prolonged and not too lucid disserta­

tion concerning applicant r s proposed expenditures for advertising 

and promotion and the staff section which prepared and presented 

the evidence upon which. said dissertation wu 'based. I particularly 

disapprove of the final statement in this section of the opinion 

which reads: 

"Our action herein is not to be coz::r.strt:ed as 
llmiti:xl,g the .amount applicce 'I1JJJ.y spend for sales 
promotion in the test year or in any other peri~ 
Such cieteJ:mination is for 1:he applicant to make. 
Our deteJ:mination herein relates solely to the 
reasonable allowance of sales promotion expenses 
to be included in gas ra.tes of this applicmlt to 
be borne by i'ts ratepayers. rr 

In rrry studied opinion this statement" wlU.le f.a.ceual, is misleading 

and therefore improper. Applicant is a completely :regulated 

entexprise. Every expenditure proposed by applicant must be 

approved or revised by this Comn:Iission for ratema1d.ng pw:poses. 

'!'bis fact applies with equal force to administrative and general 

expenses (to n.ame only one additional category) which is the next 

subj ect discussed in the opinion" and which the Commission reduces 

without achnonisb.in,g applic.ant that it still can spend more than 
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is allowed for ratemaking purposes, should applicant desire. It 

is .it well-eseablished fact that expense allowances granted by this 

ComInissi01l for ratemaking puxposes usually become the limits of . 

expendit:ares made by a utility; otherwise their earnings are 

grossly depleted .and they court ftoancial difficulties. 

The most serious aspect of this case, however, in my 

opinion~ is that the staff presentation and recommendations con-

cerniDg advertisixlg :md promotion expenditures were prepared .and 

made by a representative of the Utilities (Ec.gineering) Division 

of the Commission and not by the Fin.anee and Accounts Division 

which comprises men well vers-ed and experienced in financial 

matters. this willingness, even <ietemjnation, of the engineers 

to invade areas other than engineering activities appears to be 

symptomatic with this Cot:mnission. We bave had engineers testifying 

as "exp~srr on virtu.al.ly all: phases of £inance~ incluc11ng r,;:tes 

of return7 upon tax matters a:ld now upon advertisiIlg and promotion 

programs of utilities under the jurl.sdictiO'rl. of this Comalission. 

The engineer witnes3 in this instanee~ under cross 

exmrdnation, admitted tluJ.t he. had bad li't'tle or no experietlCe 

involving the subject upon which he was 'testifying as an uexpert fl
• 

Although his qualifications were limited to the engineering field, 

this staff uexpert" testified that he personally had delved into 

the accounts and financial tr~ctions of applic.ant perta:in:ing to 

promotion and advertiSing, had cOtllp.l%'ed them with similar 

expenditures of other utilities, .:lXl<:! had drawn bis conclusions and 

based his recorm:nenci.a.tions upon his own evaluation. of the data 
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Not content 1:0 lea.ve had enough a.lone, staff attorney 

in his brief pursued the subj ect in .an extremely intemperate a.nd 

improper mano.er. This brief, in my opinion~ attempted by innuendo~ 

to besmirch applic.ant~ accused hundreds of newspapers of the State 

of C:llifortU.a of attempting to coerce· the Commission and intimated 

that newspaper opposition to the staff's recommendation was for 

peeunia:ry reasons rather than because of honest cl.isapproval of 

the invasion by staff engineers of fields beyond the legitimate 

sphere of engineers. 

The interest of the people of California would have 

been served much better bad (1) staff Cllgineers confined their 

activities to bona fide engineering features of this ease and 

left the financial aspects of the proceeding to the well qualified 

financial and tax experts of the CommiSSion, and (2) staff 

counsel collfined b:Ls argu.ments to fact and refrained from innuendo, 

designed to cast aoubt on the good faith and integrity of appli.-

cant and the newspapers of California. 

Commissioner 
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'!he Jtreoently eUeet1vc tc.r1U:s a.re e~ed eoo set ~orth in tb1s 
c.;ppenMx .. 

l. Firm No.tura.l. Go.s Se:rv1ee Scbedules 0-1 ~ 0-7 

Commod1ty Charge: 
First 200 er Or less: 

Novembe:r-A;pr1l .. incl.. 
~-October.. 1nel. 

Next 2 .. 800 ~ .. :per 100 e:r 
Next 7 .. 000 ~ .. per 100 a 
Next 30" 000 c:t I ~r 100 e:! 

Next 60,,000 c:t.. :per lOO c~ 
Next 200 .. 000 c:t .. :per 100 ct 
Next 700 .. 000 e'rl :per 100 c:t 
Next 1,000;,000 ct" per 100 c:r 
Over 2,000,000 et, per 100 ef 

Commodi ty Chtlrge: 

First 200 ct or lesB: 
November-April, incl.. 
MB.y-o<:tober, 1ncl. .. 

Next 2,800 c:t, per 100 d 
N~ 7,000 ct .. per 100 et 
Next 30 .. 000 c:£, :Per 100 e! 

Next 60,,000 et 1 per 100 ct 
Next ,200,000 etl ;per 100 et 
Next 700 .. 000 c:t, per 100 ct 
Next 1,000 .. 000 e:£1 per 100 c:t 
()<Ier 2,000,000 ctl :per 100 et 

G-l 
Per Meter-Per Month 

Be.Ge RB.tes 
llOO :stU 

11M" "H" 

"M" and "B" 
~ltlY.. Nov.-
Oct. Apr .. 

6.6rip 8.26f. 
6.02p 7 .. 59J 
5.59!: 7.16f. 
5.2:{j 6.84p 
5 .. 06p 6.63P 

G-3 
Per Me-terPer Month 

Base Rates 
llOO Btu 

"Mil liB" 

: .. .. 
: . • 

'~' and ttH" 

e · . 
· • 

• 

e-

c;..2 
Per MetcrPer Month 

Btl.Ge Rates 
ilOOBtu 

"Mit "a" 

• , e 

• 
· .. 

"W' and "R" 
~- Nov.-
Oct. Apr .. 

6.69p 8.26P 
6.02p 7.59ft 
5.59F. '( .1GP 
5.21;' 6.8}iI. 
5.06p 6.63,t 

c-4 
Per Metei="Per Montb 

Base Rates 
llOO'Btu 

•• :.I • 
• • . . .. .. 

.. 
e . . 

_. 
e .. 

.. 
: 

e_ 



4tN' 

Q:2. c:-6 
Per Y~ter Per Month 

Bo.Ge Rate s 
Per Mete~er Month 

Bace Ratec 
llOO Btu iioo Btu 

Commod.1 ty Charge: 

Firat 200 ef or leco: 
Novem'ber"A);lril, itlel. 
May-October" 1t1cl. 

Ne>:t 2,,800 cf, :Per 100 cf 
Next 7,000 et" J.jer 100 ct 
Next 30,000 c:t" per 100 d 

$4.4294 
0.2150* 

lO.7')¢ 
9·95 
9·53 

$4.6294, 
0.2190* 

lO.95¢: 
10.1$ 
9·73 

"M" ru:Jd "R" "M" a,tld "Kif 

Next Go ,,000, C"!" per 100 cf 
Next 200,000 er" per 100 et 
Next 700 ,000 ef, :pel" 100 c:! 
Next 1,000,,000 <:.1:" :Per 100 c:t 
Over 2,000,,000 c:t, :5>er 100 et 

Commodity Charge: 

F1r::t 200 ct or le::s:' 
November ... Apr:tl, 1l:Icl. 
1'lIly .. October" 1t1el. 

Next 2,800 c:!, per 100 d 
Next 7,000 ct, per 100 cf 
Next 30 I 000 ct, :per 100 er 

Nex:: 60,000 cf, :per 100 ct 
Next 200,000 ct, per 100 et 
Next 700 ,000 et" ;per 100 ~ 
Next 1,,000,000, et, :per 100 ct 
Over 2,,000,000 et" :per 100 e~ 

'VllJ.y Nov .... M:J.y-
Oct. A:e.;:. Cet. 

6.69¢ 8 .. 26¢ 6.69¢, 
6.02 7·59 6.02 
5 .. 59 7 .. 16 ' 5·59 
5·27 6.84 5·27 ' 
5·06 6.63 5·06 

(;-7 
Per Meter Per Motlth 

Ba.se Ra:teo 
llOO Btu 

"M" loS" "H" -
$2·5849 
2.5849 

1l.47¢ 
9.27 
9·23 

$2 .. 5849 
2·5849 

12.9795 
10.67 
9.43 

'V." , "s" and "R" 
1<j,O,y- Nov ... 
Oct. Apr. 

$4 .. 7218, 
0.2854* 

14.27¢ 
u:n 
10.14 

* (Revise e:f'f'ect1ve re:te per' 100 cu. tt. tor !w1o.y to October .. ) 

ReVise l:lirl:tm1Jm ehe.re;e sect10tl 1JIlder ro:te::: to eOl"Jtom 'With 
a.uthoriZed ro.te~. 

ReVise eotlt1~ge~t ottaet ehareec ~~ Hropo&ed ~ ~b1t 63 
exee~irlg tbat the ott~t ch/l.rse etteet1 ve ~25-60 zbnll be 
.177 ce~tz pel" 100 cubic teet· tor all uoage. 

Nov.-
AE· 

8.26¢ 
7.59 
7.16, 
6.84 
6 .. 63 



APPENDIX A 
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TN'1thdre.w preser.t 3poe1sJ. d!.scount. rate tor a1r eo~1tioni::lg in Scbedule~ 0-1 
through G-7 Md wort ne", po,ragrapb. o.nd ratec ~ shown So: foll0Y3: 

Snpeinl RAtq for Air Conditioning U~~eA: 
Upon npplieo:tion, customers .... ho llave 1nst.alled and are usiJ:Ig gtl.S e.1r 

eo'Od1tio'OiDg e~uipment will 'be b1lled ~or serTice :furnishlo)(i d~ the montb.z 
of ~ to October, inclusivo, Q.t the !ollo\dng rates for :c.o'Otbly cons'UX:lpt10n 
up to 5,000 cubic feet per ro:ted full ton of such equipment, provided that 
the first 200 cubic feet or the total mo'Otbly eOrl:1J:Ilption shall be bWed a.t 
the applicable ra:~ 3b.OW on the preeediDg page. 

P~t M~tAt P~r M2nth 
Ensf;) R .. ,,:te~ 

F:trot 
N~ 
Next 
Next 
Next 
Over 

1jf.· Btu 
10,000 eu. ft., ~r 100 cu. ft...... ."¢ 
1;,000 cu. ft., per 100 CUe ft.... 5.2 
25,000 cu. !t., per 1'00 cu. ft.... 4. 7 

150,000 eu. ft., per 100 cu. !t.... 4.3 
SOC,OOO cu. ft. ~ per 100 cu. ft.... 4.0 

1,000,000 cu. !"t., per 100 cu. ft.... 3.9 

2. St~l')t And Qutdwr tightine Nl'ttum1 Cat. Sjl!Me~ Seh~(h?l~ 0-12 
RenlJlnber to G-;30 aM cb.aIlge the rates and mini:crum ehorge provisions as 
follow: 

Min1Jmam Chl'\rm:· 

Charge per I.omp 
Per Month 

Sl..J.O 
1.35 
1. .. 50 . 
1.70 
i.9O· 
2.20 

A :n1n~nn charge per month equal to the c~ tor rive lamps of the 
mD.XimI:ml 3ize :iJlztollod 'Will be made to customers 'tald.ng sorvice 'lll'ltil)r the 
nxn rate. 

C~odity Charge: 

N?vcmlnr to April. Incl. 
First 25 Me£',.. per Me£' 
Noxt 17$ ·Yoe:f.",. per Mer 
Next 800 Met ~ per Mef' 
Over 1 ~OOO !I.cf',.. per Met 

'MAy :to Oe:t9Mt. Incl., 
First 25 Y.et ,.perHct 
Next 175 Y.ef',. per Met 
Next . SOC Me£', per lI.ef 
Over 1,COO Met,' per Mer 

Minimum ChArgO: 
Per Meter Per ~~nth 

P~r M~tAr P~r Month 
Btl....o; I') Rc, 'til 3 

1100 Btu 

72_"J1 
63.8' 
57.4·.·· . 
55.8 

64.4¢ 
$$ .. 9 
49.5 
47.9· 

ClJmtIlAtive .Ar.l::.ual Minimcm Chargo 
$7.00 
$4.00 

Revise contingont offcet ebarge~ 83 proposed in Exhibit 63, ~epting 
'that tOO of'fcot eharge effoet.ivo J...ugo..::t. 25,. 1960 shall bo'l~71 conts per 
~.et. 
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First 
Nm 
Next 
Next 
Next 
Ne%t 
Ov'er 

200 Mer, per Mer 
eoo Met, pClr Met 

2,000 Mer" per Mer 
3,000 ,Mer,: per Mer 
4,000 Met" per Mer 

10,000 Mer, l'e'r Mer 
20,000 Met, per Met 

APmmJXA 
:?tlge 4 of 5 

G-SO 
1100'Btu 

Ba.:5o' 
Ratc~ 

56.3~' 
49.8 
48.2 
47.3' 
46.1, 
43.8 
42.7 

}lJ.n1tru:u Charge: P~Meter Ptlr Month '$ lOO,.OO 
C1.2%D.Ulat1ve AmltlGJ. YJ.Di:num Charge l,2OO.00 

1l&eb 
~s 

First 200 Me!", per Mer 59' .;.8.l 
Next €Co Mer, per Mer 5:3.:3 
Noxt. 2,000 Mer, per Me!" 51.7 
Next :3,000 Met, per Me~ 50.8 
Next 4,000 Mer, per Me! 49.6 
Next 10,000 Mer,./ per Me! 47 .'J 
Ov(Jr 20,000 Mef,.per Me! 46.2 
VdniJ:n.lm Cbarge:' Per Mete: Per Month ; 100.00' 

First 
Next 
Ne:x:t 
Next 
Next. 
Over 

C'\l:III.llative Armual ~:tn5ml::O Chargo 1,200.00 

200 Mer, per YkCr 
800 Mer, per Me! 

4,OCOMe!, per Me! 
;,000 Mef", per Met 
10,OOOY~!~per Mer 
20,000 Mer, per Me!' 

G-53 
1100 Btu 
Ba~e 
Rates 
55.71 
49.) 
44~5 ' 
42.9 
40.6 
39.5 

$2,500.00 

M.d the tollOW'iDg provis10rJ: "In event <:t! eu:rto.~el:lt.,. the above 
mOl:lthly =1rlil:n.tll ellarge a:ld tl:e ro.te blocl'..s will. "be prorated 1,%) theo 
~ropo:Z:-:iotl 01' the :l1Jm'ber of equivale:ot days ga::: ic ottered. eur".i.l:lg the ' 
"o:Ul~G ::?er!.od. to the total number 0: daY!' il:l' 'the b:tllil'lZ period.. " 

Revise eootiogerJt otrcet eh4reec o.z proposed in EY~it 63 ~xeept1Dg 
th.c.t the otfO¢t charge etf'ect1ve 8-25-60 ::;hal.l 'be 1. ({,:eo:otc ;per 1I.et. 

P.ev1ze Special COrJdit:totlc 1. o.c proposed' iII Exl11b:tt 63 •. 



Add $pecialrate tor air conditioning uS4ge in Schedulos 0-$0, 0-52 and 
0-53 <lS i'ollow:::: 

Special Rate tor Air Conditioning Usage I 

Upon a~}pl:1.c~tion~ customer:! who hD.~e in:staJ.led and areusillg gas air 
conditioning eq"upment will be billed f(jr service fUl'"Dished during the 
months of May to October, inclu::1ve" at ~the !ollow1ng rtl.tos for mon~ 
conou.mptiOll up to $,000 cubic 1'e~t per ra.Utd 1\lll ton of ~uch eqtlipment. 

First 200 Me!, per Me 
Next 800 Met? pcr Me 
Over 1" 000 Me!" ,er !I.e" 

Per Meter Per Month 
Base Rat.e5 
1100 Btu 
42~5¢ 
38.$ 
37.$ 

5. Utill t SteOJ:l Electric Geners.t1 S~t1on end. Cenent Pl8nt Rete.1l Naturo:L 
Ca.s Service Sel:led.ule G- , 

Commodity Charge: 
PerMd 
F1:rct, 10 Met :per montll .. 
;per 'Met, of contract 
Volumetric ra.te 

Next 10 Met Jter,month .. 
:per Mef' of contre.ct 
volumetric rate-

Next 10 Met' ~er month .. 
per Met o't contract 
vol=etr1e ra.te 

Excess, per Mc1" 
SU~pl=en~ Service ... 
MOllOl1th 

1100 Btu 
&.510 RI\:t~ 

'Winter . Summ~ 

3S.6p' 

3S.l 

35.1 
37:.6' , 

39.1 39.1 

ReV'1se ~e Rate, Heat1xlg Value Ad.jus'tl::1ent ane. Contingent OU~ Cbange~ 
section::: under P.e.tes e.s :proposed :tr. Exll1'b1t 63, exc~t1:cg tha.t the ottzet 
cb.e.rge ettecti ve 8-25-60 shall ~ 1.77 cents ;per Met .. 

6. Resale Natural. Ge.!: Service Schedule c-6o 
Delete Section: l.2J., l.22, and 2.. imd.cr P.s.tes and 3h¢W' total. eorcnoQi ty cbarge 
under Section 1.2. 
Add. the !ollO"W1D.g provision under Ra.tez: "2. The effective mte::; tlre 
aubjeet to ~oGs1ble retund shOUld the out-ot ... state gas. rates, ~ch are 
colleC'ted subject to· poss1ble . retu:d" ult1m.a:tely 'be fixed. by the Federal 
Power Conmti.s::;10l! 3.t a. lover level". 

File a. letter agl"eement mod.:1t'y1ng present 0-60 3~ce ~t to- C~O%'m 
nth thiz deCiSion. 
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Al'PENDIA B 

LIST OF .A.PPEARANCES 

'!fOR APPLICANT 

Harry P. Lctton 1 :Jr., and :John OX'm3S11. 

FOR. PROTESTANTS 

O'Melveny & Myers, by Lauren M. Tt1ri~t, for Riverside Cement 
Company, Division of American cement company; Donald J. Carman and 
Richard Edsall, for California Electric Power COmpany; t. M. Cl3'Wson, 
for Mutual Mousing Association of Co~ton; Donald s. smrth~ for 
Don Smith & Sons; Van C. ~oster, Roy M. Rict<:, ana LOrllln bowning, 
for themselves. 

FOR n~'mRES'I'ED PAR'!IZS 

Harold Gold, Reuben tozne%' and Stuart R. Foutz, on behalf of the 
Dcpattment of Defense ana othe7: Execut:l.ve A?C'ncics of the U. s. of 
.AInc?:ica; Ben vI. Porterfield, for Standard 0:1.1 Company of California; 
William L. !Gicch~, for california Farm Bureau 1:ederation; Brobeck, 
PhIeger 6( liarrison't by Robert N.. LQm:, for California Manuf!lcturers 
Association; Wendell R. thOmpson, tor the City of P~adcn.a; :3.. G. L. 
't-7altcrs, by .till L. MCArthur, :tor the City of 2w:bank; w. D. I.faeka~, 
(~rcial utl. i~y service) for Challenge Cream & Butter ASsoc:l.Jlt:l.On; 
Alan G. C~belli t. I~. C"o.ubb, Ro. 't·r. Russell .and Manuel I{rOm.:ln, for 
tity of lOSAXige cS; Alfred H. Drl.Scol1, for City of LOs Ai"i&e!es, 
Department of vlater and. Power; K. L. Pa-rker and George 'F. 'Flewelling, 
for City of Glendale; Wallace K. Downey, for California por~lana 
Cement Company; vlaldo A. Gillette and ~nright, Elliott & Betz, by 
,No'tman Elliott, lor Mono!ith Portland Cement Company; 1:1. G. Dillin 
and chickering & Gregory by Sherman Chic!~ring, C. Hayden Ames and 
Geor~~ A .. YLalloeh, for SOl'll Diego Gas & Electric COliiP::::ny; c. e. Y.orrw 
and aui H. Snpp, for Housing Authority of the following: City of 
Los Angeles, County of Los Angeles, County of Riverside, City of . 
Wasco, County of San Bc:nazc!ino, County of Kern, County of Tul3re~ 
City of El Centro, City of Holtville, City of Brawley, City of 
Imperial, City of Wcstmoreland, City of calexico, City of calipatria, 
and County of ~rial; Walhfred Jacobson, Leslie E. Still, ano. 
Henry E .. Jordan, for the Ciey of Long Beach; ana Rollin E. 'Woodbuxy, 
Harry w. Sturges, Jr., by Rollin E. 'Yloodbury, for Southern California 
Edison Company. 

FOR INTERVENOR 

R.ichard L. R.ick, as an associate of Party !toy M. Rick of 
Rick Appli.ances. 

FORTr!E COMMISSION SIAFF 

Cyril M. Ssroyan, 'Fran1<l:tn G. Cempbell, .and Robert w. B~oilrdslee-. 


