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) Decision No. -75803 l | | nnﬂga NA '..

BEFORE TEE PUBLIC UTILITIES COMMISSION OF TEHE STATE OF CALIFORNIA

In the Mstter of the Application of

SOUTHERN CALIFORNIA GAS COMPANY for _

an increase in gas rates to offset Application No. 50713
higher costs occasioned by an incresse (Filed November 29, 1968)
in the rates of its supplier El Paso

Natural Gas Company, to utilize

certain gas cost reductions, and for

othexr revisions in its tariffs.

In the Matter of the Application of
* SOUTHERN COUNTIES. GAS COMPANY OF , .
CALIFORNIA for an imcrease in Applicetion No. 50714
8as xates to offset higher costs (Filed November 29, 1968)
occasioned by an increase in the ~
Xates of 1its supplier El Paso
Natural Gas Company, to utilize
certain gas cost reductions, and '
forother revisions in its tariffs.

In the Mattor of the Application of

COVBANY Forame e SURPLY Applicetion No. 50715
ANY for an inereozge as rates PP . >

to offset higher costs occagioned by (Filed Novembexr 29, 1968)

an increase in the rates of EL Paso

Natural Gas Company, to utilize

cextain grs cost reductions, aad to

change 1its taxiff to a.cost-of-

Sexvice basis. B o

(Appearances aze listed in Appendix A)

OPINION ON REQUEST TO RETAIN CERTAIN GAS COST REDUCTIONS

1 " -
In its decision?/ issued thus far in these applications,
the Commission indicated that the request of agpplicants to retain e

~poxtion of certain gas cost reductions as an offset to the

1/ Decision No. 75429 dated March 18, 1969 in Application No. 30713
Decision No. 75428 dated March 18, 1969 in Appl:.;.a_tion No. 50714
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10 percent federal incdme tax surcharge (Surtax) prior to
March 7, 1969, would be dealt with by subsequent deci;ion.

Specifically, Southern California Gas Company (SoCal),
Southern Counties Gas Company of Californi%/(SoCounties) and Pacific
Lighting Sexvice and Supply Company (PLSexrv) xequest authority to
apply for the period between October 1, 1968 and Marxch 7; 1969
approxinately $1,900,000 of about $2,650,000 in gas cost reductions
as an offset to increased revemue requiremenzts occgciomed by the Surtx
and to accumulate In a resexve the approximately $750,000 mot
apblied to offset the Surtax, with interest at the rate of 7 percent
Pexr annum, fgr refund to customers as the Commission may subse-
~quently diré;t.

The preliminary statements of the tariff schedules of
these utilities contain the following provisions pertinent fo the

proposed utilization of such gas cost reductions:

Contingent Refunds and Rate Reductions
SoCal and SoCounties

"From El Paso Natural Gas Company (El Pasoc):
The agreements dated as of November 1, 1963 and
Janvary 1, 1967 provided in Articles IV and V for
contingent refunds and rate zeductions. The Company
will refund to its customers sucl refunds received
from El Paso puxsuant to Article IV of the agreements.
The Company will reduce its rates by an aggregate
amount equal to any rate reduction relating to Article
V, except that possible offsetting inereases in cost
of gas and increases in tax based on 1nCOmE Will be
subject to review between tne Company and the
Commission, anéd disposition by tne Coumission at the
time such rate reductions occur.

2[ Name changed To raciiic Lightingz Sexrvice Company as of
. Maxch 1, 1969.
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PL Sexv

‘From Pacific Lighting Service-and Supply Company. (Pacific):

The stipulation and agreement of Transwestern Pipeline
Company (Transwestern), dated as of May 1, 1967, in
FPC Docket No. RP67-8 provided in Articles III and IV
for contingent refunds and rate reductions to Pacific.
The Company will refund to its customers any refunds
received from Pacific which have been received by
Pacific from Transwestern pursuant to Article III of the
agresment. The Company will reduce its rates by an
aggregate amount equal to any rate reduction received
frow Pacific which has been received by Pacific from
Transwestern relating to Axticle IV, except that
ossible offsetting increases in cost of gas anc in-
creases tax based on income wi Subiject to

Teview Setween the Eomganz and the Eomm{ssion, and

Sposition by the Commission.

"From Transwestern Pipeline Company (Iranswestern):

The Stipulation and Agreement, dated as of May 1, 1967,
in FPC Docket No. RP67-8 provided in Articles III snd IV
for contingent refunds and rate reductions. The
Company will refund to its customers such refunds
xecelved from Transwestern pursuant to Axticle III of
the Agreement. The Company will reduce its rates by an
aggregate gmount equal to any rate reduction from
Trenswestern relating to Article IV, except that

ssible offgsetting increases in cost of «as and

creases in tax based on income wWill be sudject to

Teview between the Compan and the Commission,
3i8pos:tion Ex_iﬁe Commi.sS3.0m. "

(Underlining Added)
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The gas cost reductions before us forx dispasiéiaﬁr
commenced Octobexr 1, 1968 and resulted ftom.Federal ?ower Commigsion
(FPC) action in the Peruian Basin Area Rate Case,’ Docket No. ARé6l-l.
Earlle:;rate reductions, which had emanated‘from se;;lement of FPC
Docket Nos. 2367f8 and RP67-9 and which for year iQGSvrepresented an
estimated reduction of $1,020,000 in the cost of gaS-sﬁppiieﬁ

purchased from Transwestern ¥ipeline Company and El 3336 Natural Gas

Cowpany, were coﬁsidered by the Commission pursuant to the above
quoted tarxiff provisidns. Applicants then had sought to apply the
estimated reduction to offset partially, i.e., by about oge-fifth,
the effect of surtax for 1968 and in response the Commission informed
. applicants there was no objection to such application. This
determination took into account the earnings level of appliéants
and, relatedly, applicants’ need to seek rate relief, if the'gés
cost reductions were flowed through into reduced rates for theixr
gas sexvice. |

| Waile applicants' present proposal is consistent with thelr
- tariff provisions and theirx earlier proposal relative to FPC Docket
Nos. Re67-8 and RP67-9, the circumstamces, except for the special
tariff provisions,‘hre comparable to those in which ucilities undex
our Jurisdiction gcnerally are in upon filing an appl;catlon for rete
relief which xncludeb Surtax as one of the elements of an increased
cost of service. SoCounties and SoCal were granted sucnv;ellef
prospéctively in Decisions Nos. 75428 and 75429, wherein ihe
Comnission found _n»reases were Justzfxed based on all necessary |

findings xncludxng ;he reasonableness of resultxng rates of return.

3/ By letter dated uly o, 1508 to the Commission.
%4/ By lettex dated July 9, 1963 to applicants.
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We recognize that offsetting surtax as proposed £or the .
Octobexr 1, 1968 - March 7, 1969 period would mot have had the effect
of increasing applicants' then existing level of rates, but nonethe-
less it would result in a higher level of earnings. The results of
operation on a Bésis adjusted for ratefixing as submitted by

applicants for 1968 yielded rates of retuwn as follows:

With Coupany With Full
¥roposal. Flow Thxu
For Offset of.
of Surtax Permian
Oct. 1 = Dec. 31 Reduction

';rPacific Lighting Service and 3upply Co. 6.94% 6.947%,

- Southern California Gas Company | 6;7§%\ ; 6.68%
Southern Counties Gas Compary 6.73% 6674
| System 6.77% 6.71%

The results under “'Full Flow Thru' indicate earning

positions within the zone of reasonablenéss. This is not a'narrow .
zone and a more precise determination might disclose a minor
deficiency'in earnings. But without specific rates of returrn found
regsonable for applicants which apply, there is B0t a propexr basis
for such refinements.

| -The tariff provisions provide for review énd‘disposition
- by the Comnission of possiblg offsetting cost iﬁcreases at the time
ngas cost reductions occur. In érriving at our disposition of
| applicants' request, we observe that these provisioﬁsAdo.not lessen
the need for a soowing adequate to justify rate relief prospectively
 and are not to be turned into a device to jusﬁify rate relief in a
past pexriod by a belated determination of a reasonable rate of
return. In the circumstances applicants should be treated similarly

to other utilities seewing rate relief with reference to Surtax.

5=
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In fairmess it should be obsexved that applicants' cost of
zas supplies increased substantzally o% Maxcb.7, 1969 (El Paso
increase - F¥C Docket No. XP69-6) while the increased rates for gas
sexvice rendered by SoCal and‘SoCountieé, wiileh reflect both that
1ncreasé and suxtax, did not become effective until sMarch 20, 1969.
Also, there is little robm for doubt that the added gas costs
amounting to abouzv$640,00%{ or nearly $50,000 per day, should be
counsidered for offset; such aigher level of gas costs caused applicarts
to apply for rate increases which have been authorized for SoCal and
SoCounties. | ,

The tariff provisions under conmsideration can be aﬁplied,
if we so authorize, to utilizing a poxtion of the Fexrmian gas cost
reductions to offset the El Paso increase during the indicated
13-day gap. A fair judgement, and ome coupatible with the tariff
provisions and with our mot objecting to applicants' earlier
proposal conceruing thie disposition of rate reductions wiaich had
emanated from settlement of FEC Docket Nos. R267-8 and RP67~-9, is
that such offset is warranted.

The remainder of the Permian gas ¢ost reductions through
Mareh 19, 1969, exclusive of related cost reductions iﬁ California-
source gas, approximate $1,900,000 and should be refunded to
customers served by 3oCal and SoCounties. In our treatment the
Peraian reductions are accunulable for the March 7, 1969 - Maxrch 19,
1969 period because the rates for zas service of SoCal and SoCounties

then in effect did mot reflect the f£low through of such reductions.

2/ Demand Component’lncrease:
5 (1,395,9 M2£) ($3.171/Mcf - $2.055/Mc£) = M$653

Commodity Component Decrease:
(13 days) (1,395.9 Mlctd) (50.0005/Mef) = M5O

- Total M$ 644 :

-6-
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'Fiﬁdings

‘1. Applicants' tariffs provide for rate reductioms in the
event certain reductiorns in gas costs to applicants occur. They
further provide for disposition by the Commission of possible
- offsetting imcreases in cost of gas and imcreases im tax based
ou income. The reductions in gao costs to applicants emanating
from the Permian Area Rate Case (FPC Docket No. AR6L~1) are sub~
ject to such tariff provisidﬁs.

2. For the period between October 1, 1968 and Maxrch 7, 1969,
applicants propose to-utiliie a portion of Permian gas cost reduc-
tions to offset the increased revenue réquirement occasioned by
Surtax,

3. Applicants’ earning positions with full flow through of
. Permian reductions are within the zonme of reasomableness for that

period, since they produce a 6.71 percent rate‘of retwm under 1968 /
System operational results adjusted for rate fixinmg. In providicg j
. fpr offsets subject to our approval, the tariffs are not intended

to lead to a belated determination of a reasonable rate of return

”for‘application to a past perled., Otherwise, a departure f:om;

fixing rates prOSpéc:ively'would result.
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4. Insufficient justification and tne equitable and consistent

treatment of utilities under our jurisdiction require us not to allow
‘the requested offset..

'S.  During the period March 7, 1969 through March 19, 1969, the
. rates for gas service of SoCal and SoCounties did not reflect the
£l Paso rate inérease (FPC Docket No. RP69-6). The increase in cost
of gas supplies purcnased from E1 Paso Natural Gas Company dpring
that period amounted to approximately $640,000. A reasonable
judgement is that applicants' carning positions obviously became
deficient under the sum of the effects of Surtax and El Péso increase.

6. Retention by applicants of a portion of the Permian gas
_cést veductious applicable to the period October 1, 1968 through
March 19, 1969, inclﬁsive, to offset said increase in gas cos:s for
the period March 7, 1969 through March 19, 1969 ié consonant with the
tariff provisions for contingent rate reductions and wbuld‘not con~
flict with treatment accorded other utilities. In the circumstances
such retention would be‘fair aﬁd proper and is warranted.

7. The remainder of thne Permian gas cost reductions for the
period October 1, 1968 through March 19, 1969, inclusive, amounting
to approximately $1,900,000 shouvld be refunded to customers served
by SeCal and SoCournties with interest, which is to be applied at the
rate‘qf.seven percent per annum. '

Conclusion

Based upon the foregoing findings the Commission comcludes
that the request of applicants to utilize Permian gas cost reductions
to offset partially Surtax prior co-Mafcn 7, 1969 should be denied;

taat applicants should be authorized to apply a portion of such
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redﬁctidns to offset the increased cost of zas supplies purchased
from E1 Paso Natural Gas Company within the period March 7, 1969
through March 19, 1969; and that the remainder of the Permian gas
reductions applicable to the October 1, 1968 through March 19, 15969,

-incluéive, period should be refunded to custouers.

IT IS ORDERED that:
1. Applicants' request to apply Permian gas cost reductions
to offeet Surtax prior to March 7, 1969 is demied.
2. Applicants are autnorized to retain the portion of Permizn
gas cost reductions, which have accumulated through Maxch 19, 1969,
necessary to offsetfthe increase iz cost of gas suppiies puxchased

from El Paso Naturel Gas Company within the period March 7, 1969 -

March 19, 1969, resﬁlting from the rate increase in FPC Docket No.
RP69-6. g

3. Within thirty days after the effective date of tnis oxder,
applicants shall file with the Commission:

(a) Statement developing by months and suppliers the
Permian Area gas cost reductions applicable to
applicants'’ %as purchases during tke period
October 1, 1963 through March 19, 1969.

(b) Statement developing increase in cost of gas
supplies purchased from EL Pasc Natural Gas
Company within the period March 7, 1969 -
Mareh 19, 1969 as result of El Paso rate
increase (RP69-6). .
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(c) Yroposed plan for refunding to customers the 2as
cost reductions of paragraph 3 (a) of this oxder
remaining after offsetting increase in gas cOSLs
as authorized in paragraph 2 of this oxder.

Refunds shall include interest computed at toe rate

of seven percent per annum.

4. Applicants shall place in a reserve the refund amount
resulting under paragraph 3 (¢) of this order, with interest
continuing at the rate of seven percent per annum, for distribution
to customers as the Commission may subsequently direct.

The effective date of this oxder shall be twenty days
after the date hereof.

Ban ¥rancsco ‘
Dated at , California, this _4122&;__d3y-

of ¥ Uine |, 1969.
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APPENDIX A
LIST OF APPEARANCES

FOR APPLICANT

K. R. Edsall‘and‘ Haxrvey L. Goth.

FOR PROTESTANT

Roy M. Rick, appearing on his own behalf.

FOR INTERESTED PARTIES

Rollin E. Woodbury, Harry W. Sturges, Jr., William
E. Maxx, by Rollin E. Woodbury, for Southern
California Edison Company; sStanley Jewell, and
Chickering & Gregory, by Sherman Chickering,
C. Hayden Ames and Domald J. Racharczon, Jr.,

or San Diego Gas & Electric Company; .
C. H. McCrea, for Southwest Gas Corpozation;
Brobeck, Phleger & Harrison by Robert N. Lowry
and Gordon E. Davis, for Califorala Manuigcturers
Assoclation; Robert E. Burt, for California
Manufacturers Association, Roger Armebergh by
Charles E. Mattson, Deputy City Attormey, for
Clty of Los Angeles; Robert W. Russell, for
Depaxtment of Public Utilities and Lransportation,
City of Los Angeles; Louis Possnexr, £oxr Bureau of
Franchises and Public Utilities, City of Long Beach;
Leonard L. Bendinger, Rov A, Wehe and Edward C.
Qrzﬁt,. Tox me.c:.ip'a.'l Gas Department, City oF
Long Beach; Alfred H. Driscoll, John Q. Russell
and Lioyd B. Adams, for Los Angeles Department of
Water and Powex; W. L. Knecht and Roloh Hubbard,
foxr Califormia Farw Bureau Federation; Lt. COLl.
Jack C. Dixom, U.S. Air Force HQ AF Contract
Managewent Division, for Department of Defense amnd
all other agencies of Federal Government; Henxy F.
gi ize, II, for California Gas Producers Association;
dward 1o

._Butler, City Attorney, and John W. Witt,
Chief Deputy City Attormey, for City of San Diego; -

Leonard Putnam, City Attornmey, Harold A. Lingle,
B?Puty CIty Attornmey, and Robert W. Parkin, Deputy
City Actornmey, for City of Long Beach; Jobm A.

Van Ryn, City Attorcey, for City of Santa Maria.

EOR_THE COMMISSION STAFF
Sergius M. Boikan, Counsel, and Park Bomeysteele.




