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Decision No. 81050 --___ --.0 ..... __ 

BEFORE !HE PU'BUC UTILITIES COMMISSION OF l'HE STA'IE OF CALIFORNIA 

In the matter of the application of ) 
SOunmP.N CAUFORNIA GAS COMPANY for ), 
an increase in gas rates to offset 
higher costs caused by an increase ) 
in the rates of its supplier) 
El Paso Natural Gas Company. 

Application No. 53624 
(Filed October &~ 1972) 

(List of 4ppearauces in Appendix A) 

OPINION - ... ---- ..... _-
Southern California Gas Company (SoCal) seeks authority 

to increase its gas rates by $3,008,000 to offset higher costs 

which would result from an anticipated 0.45 cents per Mcf increase 
in the rates of its out-of-state supplier~ El Paso Natural Gas 
Company (El Paco). 

SoCal S1:ates that: On .June 30, 1972, El Paso filed with 
the Federal Power C~ssion (FPC) ~ in FPC Docket No. RP72-150) 

proposed changes i~ its FPC Gas Tariff which would increase its 
basic cocmodity ~ates by 0.45 cents per Mef for service to its 
So'l.':thern DiviSion ecstomers, including SoCal; the FPC, pursuant 
to applicab:e proviSions of the Natural Gas Act" has suspended the 
effective date of El Paso's proposed increases unti~ January 1) 1973, 

and on that date El Paso has the right to increase its rates, sub-ject 
to refund, above the then effective level by 0.45 cents per Mef; 
increased costs for El Paso gas cause an increase in the cost of 
California source gas purchased by SoCal r s affiliE! ~e , Pacific 
Lighting Service Company (PLS) under long-ter.m border price!! 

1/ Prices paid are related to the average price paid by SoCa1 and 
PLS for out-of-state gas :received at the cal1forn:La. bQ.rder. . 
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contracts and the increases are passed on to SoCal in accordance 
wi~h PLSts cost of service ~riff. 

SoCal propos~ thae any rate reduction =es~lting fro~ 
final just and reasonable rates determined by the FPC or the 
courts will be spread to its cu~tomer classes in propo~ion to the 
amount that rete: for each class are increased in this proceeding 
:lne. that Sony refunds relating to such reduction would fo1lo~ .... the 
contingent offset charge-provision contained in its ~riffs. 

SoCal contends that: it is =easonable to utilize test 
year 1972 to develo~ :he re~ired :revenue increase to offset 
El Paso's increased cost of g~s; the.ra~e increase would equal 
its increased costs end would not change its present 7.98 pe:cent 
rate of return which is under the authorized 8.0 percent found 
just and re4sonable on August 29~ 1972~ ~nd that its rate of 
return would drop to 7.79 percent if the increase was not granted; 
while El Paso's filing in Docket RP72-1S0 is a general inc=ease 
for it rather than an increase in producer gas costs its impact 
and form is the same as a trecking increase as far as SoCa1 and 
its customers are concerned and that its proposed rate increases 
should be and are consistent with ~e Commission's discussion 
related to tracking inereases. 

The proposee $37008~OOO rate increase is predicated upo~ 
the Summary of Revenue Changes Required by 0 .l~/Mcf Changes in Rates 
of Various Gas SUppliers 7 for Test Year 19727 contained in Appen­
dix C of Deeision No. 80430 dated August 29, 1972. This S\lJllZllary 

sets forth the basis for advice letter filings for spreading 
tracking-type increases to customer classes on a uniform cents 
per therm!thermal uD1t applicable to all rate schedules except 
Schedule No. G-SO. DeciSion No. 80430 extended the authority 
for such tracking-type inereases to and inc lud1ng December 317 
197;;, based upon adopted total gas purchases of 1,000,805 rilcf 
and total sales of 979,086 ~cf for test year 1972. 
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SoCal requested ~bat action with respect to its 
application be wiehouthearing. 

The Commission staff made an exa:nina. tion of the 
representations contained in ene application ~nd subseq~ently 
c~used a Secretary's letter, dated November 8, 1972, to be sent 
out to the parties in prior proceedings involving the Southern 
California Gas Cotlpa.nyo The letter stated that in view of the 
fact that the current filings a:e solely to offset the increased 
cost of purchased gas, the staff is considering recommending tllat 
the offset increase be authorized on an ex parte basis ~nd 
requested comments or objections to this procedure. 

Upon receipt of objections to tnis procedure from the 
cities of Los Angeles and San Diego, the staff notified the 
Commission of the objections and prepared for a hearing. 

After due notice, hearings were held before Examiner 
Levander on December 7, 1972, and December 12, 1972. The matter 
was submitted on December 12, 1972, subject to the filing of a 
late-filed ~ibit, whieh has been received. 

The increasec! charges proposed by SoCal ere eq'Ua1 to 
0.029 cents per therm/thermal unit or equivalent, whichever is 
applicable, to the regular commodity rate in all rate scbedules, 
except G-30. The charges for the first two thermal units, or less 
under Schedules G-l :0 G-S, inclusive, and G-10 would be incressed 
by 0.058 cents. Soca1 further proposes that ~he increases related 
to wholesale service be additive to the changed rates filed 
pursuant to Advice Letters 857 and 859 ~ather than to the rates 
shown on page 3 of EXhibit B ~teached to the app1icatio~ and that 
decreases relating to .all classes of service caused by :::eductions 
in Transwestern ?ipeline Company's (Transwestern) charges in FPC 
Docket RP72-l28 effective January 1, 1973, be netted a.gainst: the 
E1 Paso increase. 
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We find that the offset reducing charges to SoCal r s 
cU$toQe=s by $86~OCO per year related to the Tr~estern offset 
in FPC Docket RP72-128 is in effect purso.ant to SoCa1' s Advice 
Letter 860 filing and conclude that no further reduction in 
charges :elated to the Transwestcm filing need be considered 
herein. 

SoCal. t s ~"itncss testified that on l-rov~r 28~ 1972 
El Paso filed a motion in FPC Docket No .. ~72-150 revising the 
demand and eot::1odity rates chargeable ~ SoCal but that the 
average rate Ynder either of El Paso's proposed rates ~ould be 

O.45t/Mcf higher, based on contract voll.::nes~ than the then exisi:l.ng 
rates. CUX'Uli~e:lt of El Paso g:;:.::; de1iverics had begun and 
SoCal's in-ho".lSe guess 'Was that the 1972 test year El Paso 
deliveries of 638 0: 639 billion cubic feet 'Would drop to 

596 billion e~bic feet in 1973, a decline 0: app~v~te1y 
seven percent. SoCal estimated t:-.z.i: a~ deliveries of 59& billion 
~ie feet i~ gas CO$t: "#ou!.d be redtlCed by appro:-.~matcly $3,000,000 
by sub~ti'tUt~ El Pa:>o r s p=cpos~J. of November 2$~ 1972 for its 
June 30) 1972 filing.. SoCa1 anticipates reduced deli,,·e::ies~ to it~ of 

• 
California sOt:.:'ce gas. SoC.'!l' s witness said that the 1973 rate 
of ret ..... -:t prvjcctcd 8pr'cars to be ~';lite a b::': l(l"'N'~ ~~ the 
allowe<:i rste of :r:c~ in the last dec::'s::'on .. 

We t&<e official note o~ the F?Cts lett~= order dated 
Dece::nber 29> 1972 in RP72-1S0 and R272-155 authorizing El Paso's 
rate proposal in RP72-150 dated NC"lez:o.!x!r 2a~ 1972 and tendered 
for fili=g on Nov~ber SO~ lS72Y to be pl.eccc in effcc~ on 
J~ua.ry 1> 1973.. These incr~ed ratC3 che....-gcablc to' S¢Ca1 are 
subject to hearing and refund. '!he average eost of E1 Paso gas 

Y Demand rate of $1.505 per month per Mcf of dtJ.i1y contract de:tland 
and coamodity rate 3S.2Q¢/Mcf. . 

-4-



A. 53624 ek * 

dete::m.ined from the El Paso fi11"g is 40.l.3i./Mc£ without curtai!.ment. 
At a de!.ive-ry level of 93 pereec.t of the contracted supply the 

average cost increases to 40.51i/Mef. It would have been 41.01e/Mc£ 
.at this level of curtail'Cle'O.t based upon the June 30;, 1972 filing. 

The staff lnvestigation .in this matter ""as focused on 
determin:ing 'Whether or not the :requested increase would result in 
an increase of applicant r s rate of ret:u:rn .above the authorized 

8 percent level on the basis followed by applicant> on the basis 
of a recent period> and for estimated year 1973. 

T"ae staff testimony was that SoCa1 r s rate of retarn fo:: 
the 12 montlls ended September 1972 was below the level authorized 
bota 0'0. .a. temperature adjosted b.asis, ~d on a temperature adjusted 
basis giv-lng consideration to the inaetnental effect caused by 

rolling bacI( for the full year ended September 1972 the rate increase 

granted in Decision No. 80430, the April 1972 wage and benefit 

tne-rease> the addition of $2>969,OOO~ the estixn&ted incrMSe in 
Socal r s production expense related to the El Paso filing;, cal:t£omia 
co-rporatiO':l. francOise taxes at a 7.5 percent rate,. federal income 
taxes at a 48 percent rate) and ~ollectibles. 

rae s~.zf£ seated that its rough estimate of the 1973 
rate of return of 8.02 percent WAS optimist~c CQigh) because it 
was based on t~e ~ growth :tn firm sales as had been in effect 
recently. Tllis estimate an=icip.ated a 10 pe:cent drop in total 
sales pr...ma...-u.y reflected as decreased steam electric sales. A 
reduction tn production costs fr~ the 1972 test year was based 
upon the ra~io of 1973 sales to 1972 test year sales and utilized 
ratios of tax to taxable ineomP: 1'0. thE- COl'OJ?UtA~ion of income taxes. 
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',' 

'!he suff' s methodology used in reduc·Utg. 1973 production 
costs understates these expenses where there is a reduction in 
eeliveries below contract volumes fromEl Paso or !ranswestern, 
whose demand charges are based on contract ,,"ol'cmes. If SoCal' s 
estimate of a 7 percent reduction in El Paso deliveries is correct, 
this understatement amounts to $2.2 million. There is a lesser 
understatement of production expenses in using ratios of sales 
ra ther -:b.an purchases of gas. 

!he stafff s methodology used in computing 1973 inCXIme 
taXes understates ~csc ~es by $3.8 million on the increment 

of pre taxable income between $89~259,OOO and $72,715,000 using 

a 7.6 perceut11 state corporation franchise tax rate and a 
48 pe=cent federal income tax rate. 

The effect of recalcula~ing ~he scaff's 1973 production 
expenses as described above and calculating the state corporation 
franchise ~ at a 7.6 percent rate and federal income eaxes at 
present rates would be to reduce the rate of return to less than 
8 pe~c:cnt. 

The staff SOlpport:ed the granting of the application,. up 

to the amount of increase in E1 Paso's filing, (1:b.e entire 0.45 cent 
per Mcf increase is coneained in the El Paso filing), because it was 

satisfied that SoCal fS earnings would be within the limits authorized 
by the Commission and that the increases would restore applicantTs 
earnings pOSition to what it was bad the changes in cost of gas 
not occurred .. 

'}) '!he Commission will review the earnings and rate of return 
effect on SoCal caused by the PropertY' 'tax Relief Act of 1972, 
Statutes 1972, ~"'P _ 1406. SoCal' s w1t!:lcss did not bow the 
net effect of ~~~t th~ pe:ding tax b111_ 
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Sou.thern Californ1a Edison Company f s position was that 
it did not obj eet to the proeedu:re adopted by applicant except 

that it was inappropriate to apply dem.a.nd costs to classes of 
customers with no demand rights. 

Los. Angeles interpreted the record to show that there 
would be no true cost of gas impact on SoCa1 in 1973. Los Angeles 
wanted an examination of the necessity of a 1973 increase to be 
justified by a 1973 study. Los Angeles erl.ticized present offset 
and tracking procedures as not properly protecting the consumer 
and stated that the staff review was cursory~ inadequate, and did 
not evaluate reguJ.a.ted u:tiliti.es' fi.:a..arl.cia1 requirements. 

The city of San Diego f s (San Diego) witness obj ected to 
certain rate-making adjustments in Decision No. 80430 including 
rolling back certain expenses for the full test year and exclusion 
of Pacific Gas and Electric Source Gas. That decision is no longer 
subject to appeal. San Diegols w:Ltness advocated use of a 1973-
test year. 

San Diego generally concurred with the position of 
los Angeles. San Diego felt that the staff's estimate of 10 percent 
less gas was too bigh, that the staff did not make the rate-making 
adjustmentS reflected in DeciSion No. 80430, and that the staff's 
revenue estimates were too low and expenses were too high. 

S.an Diego requ.ested that SoCal' s authority ~o track increases in 

1973.be canceJ.led and that should the Coc:mi.ssioc. grant the increase 
it should at least withhold the increase until it was clear that 
the 12 months endi:o.& l:esul.ts were belOW' eight percent on an. 
adjusted basis. 

-7-



A. 53624 - mm/jmd ** 

Discussion 

The main and interrelated issues posed in these 
?~oceeding$ arc: 

A. Should the procedures set forth for tracking 
increases in Decision No. 80430 be reasonably 
utilized by the Commission in ev~luating SoCalfs' 
offset rate request to recov~r the El Paso' 
increase in F?C Docket No. RP72-150? 

B. Is it necessary to require SoCal to make a 1973 
t~t year showing to- justify i':s proposed increase? 
If so, is a co:nprehensive general rate increase 
presentation required or should the showing reflect 
anticipated adjustments, including adopted test 
year adjustments? 

c. Is the consumer adequately protected by sta:f 
review of tracking increase proposals and of 
the offset increase requested herein! 

D. Is a procedure necessary to insure that the 
additional revenue d~ived from the proposed 
offset increases does not exceed the increase 
in expenses to SoCa 1 ! 

Evidence in this record, including the staff's 1973 
test year modified per our prior discussion,. shows tha~ SoCsl's 
proposed rates'will not result in a rate of return level higher 
than that which was recently authorized. The inc~ease would 
restore SoCal f S earnings poSition to what it was had the changes 
in cost of gas not occ~ed if there was no curtailment of gas 
deliveries. With cw=-...ailment of El Paso deliveries' the average 
cost of El Paso gas would increase and the relief sought would 
not fully compensate for the increase in purchased gas expenses. 
The full 0.45<;./Mcf El Paso increase in cost ·0£ gas. has been in 
effect since January 1, 1973. The increase should, be granted 
subject to re~d. 

-~ 
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Decision No. 80430 states in part: 
"SoCal is now required to respond to bc"-Sic g:s.s cost 

increases by filing fonr.a.l appl~lcations with this Commission 
fo::, authority to offset such increases in its costs.. One 
of the reasons for thia ia that before such basic gas cost 
increases can be put int~ effect by th~ out-of-state gas 
supplier a suspension period of up to six months is normally 
invoked. 'With :respect to supplier tracnng rat~ increases 
which become effective 0'0. short notic~~ this Commission ~s 
permitted applicant to be time-responsive to such increases 
by authorizing. offset rate incr~sc through the use of the 
Ad.vice Letter Procedure." 

Tae evidence in this record does not justify cancelling 
SoCalTs trac~g authority. 

In view of the recent co:nprehensive review and testing 
of ~l: aspects of SoCalts operations, the setting of rates 
for the future based on such review, another S"..lch showing for 
t~st year 1973 is unjustified. In this insta~ce, under the 
circumstances and timing of this offset rate case, it is 
not necessary to require SoCal to make a 1973 test year showing 
reflecting anticipated adjustments including adopted test year 
adjustments. 

!he staff monitors ~nd informs the Co~ssion of the 
adjusted earnings level of SoCal on ~ c.ontbtting basis. The 
staff originally tested and did not take exception to applicants 
proposal utilizing a tracking type approach and test year 1972. 
Upon receipt of objections to ex parte disposition of this 
aJ?P1ie.il.'tion~ the ~ta£f made acditional studies testing 'the rate· 

of return which. would be :realized if the increase was granted. 
'lire find that the approach taken by the: staff~ subjec.t to the 
t:lOdif:lcatious previously discussed~ was reasonable and. adequ.a.te. 
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'Xhe 1ll3gnitude of tracking increases wbich became effective 
under prior tracktng. authorizatl.on between the filing of the 
April 9, 1971 levo.l. of rates incorporated as present rates in 

Application No. 52696 and the effective date of the order in Decision 
No. 80430 was $17 >030~OOO per ye&: in sales revenues and $5S!JOOO in 
other operat:lng. revenues. '!be magnitude of the proposed offset is 
not disproporticro.ate compared to the tracking increases previously 
authorized or sufficient to warrant a further review of rat:e 
relationsb:ips betw~eo. the several classes of service provided by 

SoCal. We note in cOml.ection therewith that El Paso made the 

alternate filing to avoid the risk of a revenue loss and reserved 
the right to pxopose an alternate rate design. The increase of the 
~Ort:l cents per therm. proposed by SoCal is consistent w:i..th our 
discussion in Decision No. 80430 as related to tracking increases. 

Any reduction in rates or refunds ordered in FPC Docket 
No,. RP72-150 would be returned to SoCal' s customers in proportion 
to the amou:c.t that rates for each class are increased as a result 
of our granting this applicatiOn, in accordance with the contingent 

offset provision in SoCal's tariffs. 
It is reascro.ab~e to adopt SoCal' s offer to refund any 

excess of chaxges over increases in expenses aris!ng out of the 

offset :i:o.cl:ease :Ln F?C Docket No. RP72-150. 

Findings 
1. SoCal t S current rates were aut!lorized by Decision No. 80430 

dated August 29 ~ 1972 plus authorized adjustments to ref1e~t tracld.ng." , 

changes and contractual cb.a.nges. 
2 _ Socal' s rates were designed to offset increased costs 

resulting from '£1 Paso's filing in nc Docket No. RP72-150 with 
no curtailment of deliveries. This rate increase would not be 
fully compensato:ry for increased expenses related to the El Paso. 

filing if E1 Paso curtails its deliveries to Soca1. 
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3. rae rate of returc. at proposed rates on the basis 
ea.leul.atec1 by SoCal is below the rate of retu:rn of 3.0 percent 
most recently found just and reasonable on August 2.9, 1972.. 

4. It: is not necessary to require Socal to maI(e a 1973 
test yea: sb.cMi.ug. 

5. SoCal's adjusted rate of retw:n for the 12 months 
ending ~ptember 1972 was below the S.O percent authorized in 
Decision No. 80430. 

6. The staff's methods used in test:1Dg SoCalJs rate of 
return:l' wb:!.ch result in rates of return under $.0 percent: subject 
to the 'mOdifications as to gas cost ,and tax rates discussed in 
the opinion, are reasonable and adequate. 

7. SoCal. ts estimates of additional gross revenue require­
ments of $3,008,000 to offset the :increase related to' El Paso's 
Jauuazy 1, 1973 increase is reasonable. 

8. It is not appropriate to modify the rate relationships 
between the several classes of service provided by SoCal herein. 

9. SoCal r s proposal to increase the regular commodity rate 
in all rate st:hedules, except G-30, by 0.029' cents per thel:m or 
~u.ivalent includJ,ng an increase of 0.053 cents for the first two­

thermal u:c.i.t3 or less applicable to Schedules crl to <;-5, :tnclusive, 
and G-10 is reasonable. 

...' 10. 'I'he El Paso increase of O.45e/Mt;f, effective Jarwary 1, 1973, 
in FPC Docket No. RP72-150 is subject to possible rate r~dacd.on 'and 
reft.md and it is reasonable to .authorize SoCal to file the of:EUt'dng 
increase proposed by it subj ect to rate reduction and refund to-

offset the ef:fece of a-ay rate redaction and re£tmds.DZ'dered in that: 
dOCket. 
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11. Changes in cost for California source gas purchased by PIS 
are passed on to SoCal l.mder PIS's cost of service tar:i'.ff. Costs 

for california source gas p~ehased by PIS under long term border 

price contracts have inc~eased as of February 1 ~ 1973- in response t~ 
the E1 Paso increase in FPC Docket No. RP72-150. 

12. Any rate reduction and! or refund of California source g$ 
charges to PIS resulting from rate reductions and refunds paid by 

El Paso to SoCal will be flowed through to SoCal' s customers' in 
accor~ce with the contingent offset provisions of SoCal's tariffs. 

13. l'he $86" 000 ~r year offset reducing charges to SoCal f S 

customers relating to the Transwestem offset in FPC Docket No. 

RP72-128 is in effect: pursuant to SoCall s Advice Letter 860 filixlg •. 
14. The evidence in this record does not. justify cancelling 

present procedures authorizing. supplier tracking rate changes to 
be offset through use of the .A.dvi.~e Letter Procedure. 

15. The exemption provided for in Rule 23. 1 (E) (1) (c) of this 

Commission t s Rules of Practice and Procedure applies to these rate 

/' 

increase applications. ' 

16. It is reasonable to require Socal to refund to· its customers/ 
a:tJ.y excess ~f charges over increases in ~ensc:s arising. out of the 
offset increase in FPC Docket N~. RP72-150. 
Conclusions of Law 

Based on the foregoing findings" the Commission concludes 
that: 

1. 'I'b.e authority sought by SoCal should be granted to the 

extent" and 'Under the conditions" set forth in the order which 
fQllows. 

2. No further action in FPC Docket No. RP72-12S is required 
in the order which follows .. 
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QR~~R 

IT IS ORDERED that: 
1. Applicant, Southern California Gas Company, is authorized 

to file with this Comnission on or after the effective date of this 
order revised tariff schedules increasing the regular cO'C!l1'!lodity rate 

in all rate schedules, except G-30, by 0.029 cents per therm or 
equivalent inclue1ng au increase of 0.058 cents for the first two 

thermal units or less applicable to Schedules G-1 to (;-5·, inclus.ive, 

.:md G-IO. Such filing. should include in Section E.4.c. of the 

Preliminary Statement the 0.029 cents per therm or equivalent 

contingent offset charge in FPC Docket No. R:E>72-150. Such filings 
shall 'eotnply with General Order No. So-A. The effective dat:e of the 
revised schedules shall be oue day after the date of filillg. the 
revised scheeules shall apply only· to service rendered on and after 
the effective date thereof. 

2. Applicant, Southern California Gas Company, shall pass on 
to its customers by the Advice Letter procedure any reduced rates, 
and refund to its customers any refund from El Paso Natural Gas 

Company pursuant to order of the Federal Power Commission in Docket 
No. P.P72-l50. 

3. Applicant, Southern Californu Gas Company, shall supply 
its calculations of increased revenues and increased expenses arising 
out of the rate increase .authorized herein with its year ending 
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File No. 074 report. }.:tJ.y excess of charges over increases in 
expenses arlsing out of this offset increase in FPC Docket No. ~72-
150 shall be accl:1lUlated and refunded on .an 3llllual basis. 

The effective date of this order is the date hereof_ 
/

.11..1/-> Dated at San Francisco , California, this __ <1_'_ 

r~~KUAR~ ~ 1973. day of 
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Appendix A 

List of Appearances 

Robert Salter> Attorney at Law,. for applicant. 
Rollin E. WOOdbU=I~ Robert .J.. Cahall and . 

Robert Barnes~ttorncys at Law~ and James L. 
~~ ~ Engineer ~ for Southern California. 

Joson Company; Chickering & Gregory~ by 
Sherman ChiCketinf~ C. 'Ra.vden Ames and Donald .J. 
:@Ocfiardson.. Jr .. , ~ttorneys at LaW,. and GOrdon 
Pearce, Vice ~esident~ Attorney at Law, for san Drego Gas & Electric Company; William' L. 
Knecht, Attorney at Law, for california Farm 
!ureau Federation; Roger Arncbcrgh) Ci~y Attorney) 
by Charles E. Mattson,. Deputy City Attorney, 
Attorney at taw~ for City of los Angeles; 
!.obert w.. Russell and Manuel ICroman, for Depart­
ment of PUblic Utilities and Transportation, 
City of Los Angeles; A. T .. Devine, Deputy City 
Attorney, and John 0.. RUsseII, fOr DepartIr!ent 
of Water and Power) City of Los Angeles; 
~s Possner; Edward C .. Wright,. General 

ger,. LO:lg Beach Gas Department; Leonard 
Putnam, City Attorney, by Harold A. Lingle, 
Deputy City Attorney; and Roy A. Wehe~ 
Consul ting Engineer,. for the CJ.ty of Long 
Beach; John Witt, City Attorney, and Robert 
Logan, Deputy City Attorney) by Manley W. 
~dwards, for the City of San Diego; and 
Frank Miller, for the City of Burbank, 
interested parties. 

Timothk E. Treacy~ Attorney at Law, and R. c. 
Boec , for the Comroission staff. 

(End of Appendix A) 


