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BEFORE THE PUBLIC UTILITIZS COMMISSION OF THE STAIE OF CALIFORNIA

In the Matter of the Application of )

SOUTHERN CALIFORNIA GAS COMPANY for )

Authority to Include in Its Tariff: Application No. 52445
Schedules a Provision to Relate (Filed February 11, 1971)
Charges for Firm Gemeral Service to -
Deviations of Recorded Temperatures

fror Averzge Temperatures J 3

(List of Appearances in Appendix A)

OPINION

By the above-entitled applicatlon, Southern Caleornxa
Gas Company (SoCal) seeks suthority to incorporate’ into its tarxffs
a procedure under which its monthly billings for uatural gas se:vxce
to its firm general service customers, except those on Schedule G—lO
would be adjustad to reflect deviations from everage temperstures.
Toe procedure is intended to zeduce substantially the swings in its
net revemues attributable to departures from an average temﬁgraturg?
yeaxr. ,

As background to these swings in net revenues, the
Commission ia a gas utility rate proceeding establishes revenue'u,nw
requirements oun the basis of a test year, giving consideraciod“ﬁo’ '
long-term average degree days in estimating5the»utilityfs firm-gds-
sales volumes. The test year revenue requirement or total cost of
sexvice, including net revenue consistent with the allowed rate of .
return, provides the revenue level waich rates in the aggregate a*e
designed to yield assuming the average temperature condlt;ons used
in the test period. '
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However, the types of temperature years whicih may zctually
be experienced can range from cold to hot, being typicdlly categorizal
as cold, cool, average, warm or hot. When the quantities of gas
soid for firm space heating requirements declines because of Warmex
than average weather, much of this gas is available to meet a greater
proportion of the requirements of SoCal's interruptible customers.
This substitution of interruptible sales for firm genmeral service.
sales results in a loss of revenue and a decline in rate of return
to SoCal because the price of a wnit of gas sold is substantizlily
higher for firm general service tham for interruptible service.

The opposite effect occurs when firm space heating requirements are
higher than average, i.e., revenues and rate of return increase.
Applicant then buys, if required, a limited additional amoumt of
gas at premium prices and increases the curtailment of gas supplies
to interruptible customers to meet the increased firm gemeral
sexrvice requirements. .

Put a little differemtly, fixm gemexral service rates have
been designed historically so as to recover a substantial portion
of fixed costs through commodity block charges. When temperature
conditicns are not average and temperature sensitive sales; such
as space heating, therefore vary from normal, the fixed costs
recovered and the total revenues produced do not correspond to
those for which the zates were designed. In warmer than average
years, space heating requirements are less and the fixed cost
recovered through commodity block rates are too low. Conversely,
in colder than average yvears, space heeting requirements and usage
are greater ard the commodity block rates therefore recover more
than that desigred for fixed and variable ccscs. Trom a mowe
controversial point of view, but a pertinent omne, thérc could also .
very well be to some extent an undercollection of fixed costs Erbm‘
interruptible customers in a warm year end an overcollection of
fixed costs from such customers in a cold‘yeax.‘” '
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Under SoCal's proposed rates in Application No. 52696
(infra), based ov an 8.5 percent rate of return and exclusive of the
proposed temperature-related charge or credit, rate of feturu could
vaxy from 6.99 percent in a hot year to 9.97 pexcent in a cold year,
or by almost 3 percent. In 12 out of the last 15 years, the weather
has been warmer tham average. o , )

An initial series of public hearings in this matter was
held before Examiner Main on July 13, 14 aud 15, 1971, in
Los 4ngeles. Prior to hearing, the Commission received over 800
protest letters, and the first two days of hearingAwere-primarily
devoted to public witnesses who opposed the proposal. As indicated
by the protest letters and the testimony of public witnesses at
these hearirgs there was widespread misunderstanding of the SoCal
proposal. Contrary to the interprétation of some customers, meters
‘would continue to be read under this rate proposal and billings.
would continue to be based on usage. The main thxust of the
proposal is to dampen billing variatioms between yecars and vot
between summer and winter as certain customers erronecously under-
stood. Cleaxly, the proposed tariff is somewhat cemplex and involves
concepts which may be difficult for the public to assess properiy.

In this sexies of hearings applicant presented its case
through four witnesses aud the Commission's staff presented its
opposing case through one witnmess. Further evidenmce was adduced om
this matter after comsolidation of this application for further
hearing with Application No. 52696. Hearings on Application
No. 52696 and further hearings on Application No. 52445 began on
October 27, 1971, and continued over a period extending through
February 28, 1972, during which a total of 31 days of public hearings
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were held in Los Angeles before Commissiomer Sturgeon and Examinex ,
Main. Opening briefs wexe filed om April 5, 1972, aod reply briefs

were filed om April 20, 1972. Application No. 52445 stands Submltted
for decision as of the latter dzte.

The evidence establishes and the Commission finds as

follows:

1.  Rates zre designed on basis of the revenue requirement
in a test ycar assuming average tempersture conditions.

2. All other things being equal, fixed costs are uoder- |
collected in @ warmer than average year and overcollected in a coolexr
than average year. o _

3. . In the long run the undercollections and overcollections
tend to offset each other, but in the short rum either type of year
n2y predominate causing the imbalamce.

4. A desired characteristic for investment in equity -
securities of a2 public utility is assured dividend income and
stability of earnirgs.

5. In the last 15 years, 12 years have been warmer than
normal. During that span of years all regular dividends have been
paid and an extraordinary dividend was paid in 1969 in order to
decrease the equity ratio of SoCal's capitel structure. In most of
those years, however, earmings were below the allowed rate of returu.

6. SoCal's basic proposal comsists of adjusting each
custoxer's monthly bill, within the billing cycle, for firm geaeral
sexvice by the same amoumt. The amount is,determined-by‘che‘degrée
day deviation from average applicable to the billing cycle. In the
aggregate, i.e., the number of customexs times the amount, it
represents approximately 90 percent of the revenue deficiency or
excess, 25 the case may be, in relation to the revenue which would
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be expected under mormal or average temperature conditions during
the billing cycle. Specifically, the tariff provision proposed is:
"The total charge shall be increased or decreased by 1.2 cents for
each degree day by which the degree days developed for the billing
period axe less or more, respectively, than the average days in an
average year for that period as specified in Rule No. 2(n)."

7. 4mong the questionable aspects of SoCal's proposal are
the Lollowing points: |

(a) Systemwide average temperatuze based on readings

at eight weather stations is applied to individual geographical
areas which may deviate markedly from the systemwide average
tenmperature. :

(b) No distinction is drawm between temoerature-sensxtxve
and nontemperature-sensitive loads.

(¢) Only firm general sexvice is affeccred. .

(&) The valicity of data for making “djustments from
the extremes of a cold year or of a hot year to an average year
2ay be questiounable.

(e) Aunother variable is introduced into the computatxon
of billings amd may result in icequities which would not otherwise
oceu. | -

8. Other zlternatives evaluated on this record include:
(1) an increasse in the initial block charge with compensating
reductions in commodity block rates; (2) a temperature-related
charge oxr credit applicable on a volumetric basis; and (3) a

temperature-related charge or credit applicable on a percentage :
basis.
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9. SoCal's basic proposal or the alternates, if adopted,
would sexve to reduce the swings in earnings which appliéant
experlences as between cold and hot years.

However, we are not convinced that a sufficiently equitable
and appropriate method of stabilizing earnings has been advanced on
this record to warramt its adoption. In the circumstances the
Commission concludes that the course to follow, as we have done in
our concurrent decision in Application No. 52696, is to adjust upwaxrd
the initial block charge by a larger percentage than other block rates
and to continue to allow a rate of return for the Pacific Lighting .
utility system which encompasses its needs and strikes a desired

balance of the interests of the ratepayer and the. investor. Applica-
tion No. 52445 will be denied. '

IT IS ORDERED that the application of Southern California
Gas Company, for authority to establish charges related to temper-
ature deviations for fixrm general service, be and it is denied.

All motions consistent with the findings and conclusion
set forth above ir this decision are granted and those imcomsistent
therewith are denied.

The effective date of this order'shali'be-twenty days
after the date hereof.

Dated at ___gan Franclxo » California, thi_.s:\ﬁf" 3
day of AUGUST , 1972, : -

I obstain:

Commisszoners
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List of Appearances

Rufus W. McKinney, Fredexick 4. Peasley,

K. R. Edsall, and Jack D. Janoisky,
attorneys at Law, Ioxr applicant.

Chickering & Gregory, by Sherman Chickeriung,
C. Hayden Ames, Donald J. Richardsom, Jr.,
and Edward ¥, Nelsen, Attormeys at Law,
for Tan Diego Gas & Electric Company;
Roger Armebergh, City Attoxrmey, by Charles
E. Mettson, Deputy City Attorney, for City

ol Los ingeles; Rollin E. Woodbury, Harr

W. Sturges, Jr., Willlam E. Morx, 'W:“.IIIam
Seaman, James [recarten, Dennis Monge and
Robert J. Cahall, Sttormeys at Law, and

C. L. Hunter, for Southern California
cdison Company; William L. Knecht aund

R. 0. Hubbard, Attormeys at Law, for
California rarm Bureau Federation; L. L.
Bendinger, Genmeral Manager, by Edward C.
Wright, Leonard Putuam, City Attoruey, oy
Harold A. Lingle, Deputy City Attormey, for
City of Long Beach Gas Depertment; Louis
Possner, for the City of Long Beach; _dxﬁo
&, Wehe, for the City of Long Beach an
Tmperial Irrigation District; Robert W.
Russell and Manuel Xroman, for Department
of Public Utilities & Iramsportation, City
of Los Angeles; Arthur T. Devine, Deputy .
City Attorney, and John U. Russell, City of -
Los Angeles Department oI Water & Power;
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Thomas G. Burns, Sr. and Edward Hall, for
Utility Workers Union of America AFL-CIO,
Local 132; Alex Googooian, City Attormey,
for City of Bellflower; Robert F. Smith,
Walter C. Leist, and P. M. Ahlstrand, for
Union Carbide, Linde Division; Reun C.
Fowler and Maurice J. Street, Attormeys at
Law, tor O0ffice of GCeneral Coumsel, Geaeral
Sexvices Administration, Washington, D.C.;
Huga M. Fisnagan, Attormey at Law, for
aliforala Portland Cement Company; Alan
Watts, Attornmey at Law, for City of Znaheim;
elveny & Myers by Patrick A. Randolph and
Domn B. Miller, for Cities of Surbank,
Glendale and Pzsadena; Kentonm L. Parker, for
City of Glemdale, Public Service Department;
Lynn McArtaur, for City of Burbank, Public
Sexvice Department; Brobeck, Phleger &
Harrison, by Gordon E. Davis, Attornmey at
Law, for Califormia Memufascturers Associction;
Curtis M. Fitzpatrick, Chief Deputy City
Attorney, for Tity of Sanm Diego; J. 4. Witt,
City sttoxamey, by William H. Xromberger, Jr.,
Attorney at Law, for City of San Diego,
Wendell R. Thompson, City Attormey, for Depart-
ment or wWater & Power, City of Pasadena,
interested parties.

Elinore C. Morgan and Leonard L. Snaider, Attormeys
at Law, and ﬁerin Mezek, tor the Commission

staff.




