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By Applicetiom No. 53625 Southern Califormiza Gas Company
(SoCal) and its affiliate Pacific Lighting Service Company (FLS),

the applicants in this proceeding, seek authority to establish a
precedure to support gas exploration and development zctivities
desigred to bring natural gas supplies to their comsumers in
southern Califormia, Applicants propose to Incorporate provisices
in their tariffs for adjusting rates to reflect the costs incurred
in the gas exploration and development activities, and to provide
for the Teturn to the ratepayers of the net revenues generated by
such activities. '

Under cpplicants® proposal, specific gas exploration and
development projects proposed to be undertaker by Pacific Lighting
Gas Development Company (PLGD) will be submitted 2o the Commission
for approval by project letter. AfLtar approval of the project,
applicants will £ile for rate adjustments by advice letter to
cover the costs related to the specific epproved projects, including,
where 2pproprizte, amortization of the funds provided over a
reasopable period of time., The applicable rate adjustaent is
referred to as the Gas Exploration ané Developuent Adjustment (GEDA).
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Applicants specifically request the Commission to issue

Its order authorizing:

1. PLS to include in its Cost of Service Taxiff the
costs associated with all Commission authorized gas exploration
and development projects.

2. The accounting procedures set forth in Exhibit A ro
the application. Under these accouting procedures gas exploration
and development funds provided by PLS to PLGD for approved gas
exploration and development projects will be charged by FPLS to
Account 183,1, Preliminary Natural Gas Survey and Investigation
Charges, and amortized over an appropriate period of time by
charges to Account 798, Other Exploration Expenses. PLGD will
operate as a nomprofit, monloss company and will retwrn all met
revenues, tax credits, and other recovery of costs to PLS. All
applicable federal income tax credits will be credited by FLS to
Account 183.1 as received, Account 183.1 will be subdivided to
identify separate projects, and the unamortized balance will be
includable in rate base, Amounts to be included im the PLS cost of
sexrvice and to be recovered from SoCal customers will include
amortization of the investment less applicable tax credits, expense
related to the project, and return om average rate base. Net
revenues generated by the projects will be credited to PLS cost of
service Account 495, Other Gas Revenues, and accumulated by SoCal
for return to the customers umder the GEDA procedure.

A different treatment is proposed for exploration and
development projects which provide reascmable assurance of recovery
of the original investment or equivalent within a reascnable period
of time from proven reserves or through third-paxty corporate
guarantees, No amortization will be required and the amounts to be
recovered will comsist omly of applicable expenses and carrying
charges on the amounts committed. To the extent possible, these
projects will be financed directly by PLGD with, if necessary, and
subject to Commission approval, a corporate guarantee of payment
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of Interest and repayment of principal by PLS. Such guarantee
would be supported by Commission approval of the specific project,
approval of inclusion of costs zelated to the project in the FLS
cost of sexrvice tariff, and authorization of SoCal to recover such
costs in its rates. The costs of such financing by PLGD will be
charged to PLS and will be recorded by PLS in a subaccount of Account
186, Miscellaneous Deferred Debits. A concurrent em:rj will be
made by PLS to credit Account 186 and to charge Account 798, Other
Exploration Expense. In the alternative, PLS will furnish the funds
as required for the project, charging such amount to a subaccowmnt

of 183.2, Other Preliminary Survey and Investigation Charges.

These amounts would be included in rate base, where they would

esarn a return but would not be subject to amortization. To the
extent that interest is payable to PLGD o PLS, or amounts are
received in excess of the amounts advanced, such amounts will be
returned to PLS and in turm to SoCal and its customers through

the GEDA procedure. Conversely, any amounts not fully recovered or
amowmts required to be supplied undexr the terms of PLS corxporate
guarantee would be transferred to Account 183.1 and amortized over
2 reasonable peried of time, |

3, SoCal to include ir its Rule No. 2 a new Section M
as set forth in Exhibit B to the application. Under this provision
the GEDA will be limited to 2 ceiling of $40 million in total
ammual revenues or 0.500 ceats per therm (or equivalent), which ever
:I.;; lower.

4, SoCal to include in its Preliminary Statement a new
Section H as set forth in Exhibit B to the application. This
Section H provides that the rates in all filed rate schedules
(except G-30) shall be wmiformly adjusted by adding the appropriate
GEDRA.

5. SoCal to include in each of its tariff schedules
(except G-30) the following provision:

"The above rates are subject to the applicable
Gas Exploration and Development Adjustment in
Section B of the Preliminary Statement.'

-3=
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6. SoCal to revise its present rates to include in the
GEDA set forth in Section H of the Prelimimary Statement an amount
reflecting costs of gas exploration and development authorized
in Decision No. 80430. Under Decision No. 80430 SoCal is presently
authorized to reflect only ome-half of the costs of certain approved
gas exploration and development projects in its rates. In the
initial {implementation of the GEDA procedure it is proposed that tke
costs of 0.023 cents per therm or equivalent for exploratiom and
development authorized to be included in rates in Decisiom No. 80430
be included in the GEDA specification in Section E of the Prelimin-
ary Statement. "

7. SoCal to utilize the advice letter procedure to
revise the amount of the charge or credit from time to time to
adjust for chenges in costs or flow-through of nmet revenue for
projects previously approved. GEDA advice letter £filings will be
made at least once each year and no more frequently than omce each
month. . ‘

Zublic hearings on the application were held before
Examiner Cline in Los Angeles om March 19, 20, and 21 and on
April 2, 3, and 9, 1973. The matter was taken under submission
on the £filing of the closing briefs on May 18, 1973,
Briefs were filed by the following parties:

SoCal and PLS (applicants).
California Gas Producers Association (CGPA).
California Mamufacturers Association (CMR).
The city of Los Angeles (Los Angeles).
The city of San Diego (Sam Diego).
General Sexvices Administration (GSA).
San Diego Gas and Electric Company (SDGSE).
Southern California Edison Company (Ediscm).
The Commission staff (staff).

[ ] * L]
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The Gas Supply Crisis

Applicants Introduced evidence to show that there has been
a significant deterioration in their gas supply situation since
the preparation and presentation of SoCal's Application No. 52696
filed June 18, 1971, which led to Decision No. 80430 dated August 29,
1972, Starcing'ﬁith 1968, the reserve-to~production ratio for
natural gas in the lower 48 states has decreased each year, indicating
a substantially declining ratio of proven reserves in the ground
related to the amount of gas consumed each year., The existing
levels of deliveries from known reserves are declining and discover-
ies are not great enough to offset such a decline. Applicants
have not been able to contract for new increments of gas supply
from their two traditfomal out-of-state gas supplilers, E1 Paso
Natural Gas Company and Transwestern Pipeline Company, since the
end of 1969. Applicantd last increment of 100 M;cfd of out-of-
State gas contracted for in early 1969 was certificated in 1970
for receipt in 1971. Through October 1972, these two suppliers
were able to make contract volume deliveries, but the situation hasnow
changed. El Paso started curtailment to applicants on November 1,
1972 and averaged 76 Mecfd of curtailment through December 31, 1972.
Curtailment by E1l Paso of the magnitude of 100 M?cfd has continued
through January and February and the first 19 days of March 1973.
This was the first time in applicants' history that an out-of-state
supplier curtailed volumes of gas.

Transwestern also falled to deliver its full annual
contract quantity in 1972 averaging only about 740 M?cfd for the
year, 10 M?cfd below comtract volume. In September 1972 applicants
recelved from Transwestexrm a notice of texmination of their
evergreening provision in their comtract, and so the 20~year term
has begun to run. Under the evergreening provision, as each year of
the initial term passed, a year was added at the end of the term
unless either party gave notice that such was not to be the case.




As adout 75 percent of Tranmswestern's gas is delivered to applicants,
the notice commencing the rumning of the 20-year term under the
contract is a major event.

There has also been a drastic decline in the availability
of California-produced gas. In 1968, applicants received an
average of 680 Moefd frow local production in Califormia. In 1972,
this dropped to an average of 236 M2efd, and by 1976 the estizate
1s that it will drop furtker to am average of 177 M?cfd. During
SoCal's lest rate case, it was estimated that anmual Califormia’
production in 1976 would be 236 MPcfd. Applicants' current esticate
of California production is down 59 M’cfd compared with this
previous estimate.

Since 1967 applicants have purchesed gas from Pacific
Gas and Electric Company (PGSE) fn volumes varying from about 43 Bef
to 60 Bef per year. Applicants' 1972 comtract with PGEE was for
44 Bef. Except for just over 2 Bef of gas to be reserved for
deferzed delivery to SDGSE, applicants do not expect to be able to
purchase gas from PGSE ia 1973 or subsequent years umless PGEE’s
gas supply position is changed from that new expected.

Exnibit No. 5 illustrates the effect that the 2as shortage
will have on different classes of SoCal's customers under various
assumptions of gas supply availabiiity. Under the assumptionm that
applicants' cut-of~-state suppliers will be able to maintain their
present level of contract quantity deliveries during the pexriod
1973 through 1980, and the further assumption that no additional
supply Iincrements are obtained, the regularlinterruptible sexvice
would decline to approvimately 72 percent level of satisfaction
and utility electric gemeration service to about 10 percent by
1980 in an average temperature year. In a cold year, these levels
would decline fuxther to about 59 sercent and 6 percent, respectively,
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Under the assumption that there will be a decline in
availlability of out-of-state supply based on the forecasted decline
in the reserves supporting El Paso's and Transwestern's deliveries
as set forth in their 1970 Form 15 reports filed with the FPC,
service to SoCal's regular interruptible customers will decline
to about 59 percent and eclectric gemeration service will decline
to 2bout 3 percent satisfaction by 1976 in an average temperature
year. If 1976 were to be a cold year, almost 60 percent of the
regulaz Interruptible requirements would be curtailed while about
99 percent of the steam plant requirements would not be served by
g8s. Un subsequent years the electric gemeration plants would
receive no gas while the regular interruptible customers would
- Teach that point by 1980. Firm customers would be curtailed in a
coid year in 1978, or in 1979 in on averzge temperature year.

_ In 1972 the Federal Power Commission releszsed 2 report
entitled "Natiomal Gazs Supply and Demand 1971-1990 - Staff Report
No. 2 - Bureau of Natural Gas, Federal Power Commission, Washington,
D.C., February, 1972". On page ome of that 160-page study, the
Federal Power Commission staSf comeludes:

"Our 20-year forecast to 1990 indicates that the rate of
developuent of national ges supplies, doth conventional
and supplemenral, will be inzdequate to meet curremt

projections of future demand (Table 1, Figure 1, Page 3).
In addition we see:

* Consuxption of gas faliing increasingly behind
theoretical demend with annual supply deficits
of about 9 trillion cubic feet by 1980 and 17
txillion cubic feet by 1990.

Domestic production peaking im the mid seventies
and declining thereafter.

Heavy reliance on imports ard other supplemental
supplies of gas which will account for about 49
pereent of consumption by 1990.

The proven reserve inventory of the contiguous
48 states dropping from its present level of
259.6 to 170.4 trillion cubic feet by 1990.
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"While this outlook may appear to be pessimistic, it is
not predicated on a pattern of failure, We have care~
fully analyzed the future prospects for domestic resexve
additions, pipeline and LNG imports, Alaskan gas, and
syathetic §as from coal and liquid hydrocarbons and

for each of these major curremt or future supply

sources we assume a successful program of developmwent
or implementation.”

The Federal Power Commission staff goes om to say:

"While precision in long-range forecasting is impossible
to attain, the important observation to be made is

that a natioeal supply deficit has develo?ed and will
continue throughout the 1971-1990 period.”

In order to meet the gas skortage crisis applicants have
concluded that they are going to heve to make 2 very major effort
to find and develop production from the potential gas reserves in
the lower 48 states. In order to augment diminishing supplies
from existing sources, PLGD has already entered into a joint venture
agreement with a subsidiary of Transwestern to explore for and
develop additicnal gas supplies in areas tributary to Transwestern's
pipeline systen,

Exhibit No. 8 depicts in chart form the total emerxgy
balance for the United States through 1985 estimated in the
National Petroleum Council's study. This exhibit shows the rapidly
increasing demand for emergy which cannot be met by the domestic
gas and oil reserves, While sowe of this growth in demand will
be met by nuclear emergy, coal, and gas imports and supplements,
the vast bulk of the increased demand will have to be met by oil
imports.

All of the market areas in the United States are facing
energy shortages. In view of the worsening gas supply situation
in California, together with the bleak national supply picture,
applicants contend that they must expend the effort necessary to
acquire new sources of gas supply both from traditional and new
sources as rapidly as possible. In order to seek and develop gas
reserves that can be tramsported to and utilized by the consumers
in southern California, applicants propose to assist the producing

3=
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segment of the gas industry with capitsl resources. Otherwise
taere will be no assurance that mew gas reserves will be found and
dedicated to applicants’ service area. Gas companies in other
parts of the United States are already making large capital
expenditures to obtain gas supplies for their respective areas in
direct competition with applicants' effort. Exhibit No. 9 entitied
"Swmary of Advaace Payment Status Survey! which contains data
compiled from the recently released Federal Power Comuission report
involving 22 of the largest maturzl gas pipeline companies shows
that less than five percent of the total dollars committed have
been committed by pipeline companies serving the West Coast and of

the sums actually advanced, these coxpanies heve supplied under
two perceat of the total, '

The types of expenditures that PLGD would make for gas

exploration would take many forms. Applicants' witmess described
them as £ollows:

"Basically, however, they will £all into ome of three
major categories. One is the category where the repayment
of the expenditures is essured from proven reserves ox
2 corporate guarantee. The second category is that where
repayment is reascaably assured, and f£inally, there is
the nigher risk exploration category where there is
no assurance of any recovery. Withim these categories
there are wmany different forms that the expenditures
can be expected to take with a wide range of varying
zisks involved.

"Basically, in the category of the assured return would
fall those expenditures made which are in the form of
advance payments, where the receilving company guarantees
2 payback or where the payments are secured by proved
reserves, with the expenditures being paid back out of
revenues received by the owner of the proved resexrves
at the time of their sale. The second category would
include those expenditures where repayment would come
only from specific reserves to be found and developed
and would be comtingent upen developing sufficient gas
to support a project, obtaining necessary government
and regulatory approvals, and obtaining Zinamcing. The
third category comstitutes those expendisures whewxe <he
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assurance of paybeck is more speculative. Adout

any type of arrangement imazinable can £3ll into this
catezory, ranging from outright lease acquisition
which bears the full risk of wildcat exploratory effost
to farm-ins where working interests are obtained.

The princip2l point to be emphasized, however, is that
there are a variety of modes of expenditures but that
they will £3ll basically into the three categories:
asgured repayment, relatively assuraed repaycent anc
exploration risk veatures."

The expenditures which appiicants have already made have
been varied, The Artic Islend venture involves nmayback including
interest out of xesexves, some of which are already proved, plus
& very small werking interest. In the Australian venture the
payback will be ocut of the reserves discovered in tkhe £field
including intexest om the monies applicaats have advanced. In
the joint venture drilling nrogram with Trarswestern, PIGD has
put up momey for farm-ims where o working interest was obtained

end 2lso lease 2cquisition, Tn these instances applicants try to

obtain a maximum call om the gas for a minimm working interest.

Applicants’ srramgements with Gulf Oil Czpada Limited
were made jointly with Alberta and Southern Gas Company Lté., &
affiliate of PGEE. Ia effec: a2pplicants are obligated, if certain
conditions are met, to make two types of advamces. The first type
Involves substantial cash advances for exploration activities.
Toese advances will be paid back after deliveries of gas commence
or if sufficient reserves have not been found, each loan 1is to be
repaid by its £ifth amniversary. A second form of advance is to be
made for development purposes and will be zepaid from the gas
delivered wnder the 838 purchase comtract. |

The benefits from applicants’ participation in gas
exploration and development activities have already commenced as &
result of the joint vemture with Transwestern. Five of the 18
wells drilled by the joint venture have been producers, Gas from

those producing wells will assict Tramswestern In trying to meet
its coatract delivery requirements.

230~
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Applicants also introduced evidence to show that the
cempetition for gas requires the adeption of a procedure which will
provide for expeditious action by the Commission on requests for
approval of gas exploration and development proposals. The vice
president of SoCal’s gas supply department testified as follows:

"The other major gas companies having large United Stazes
merkets which are competing with us in these mew supply
areas are doing so on the basis that they do not hawe

to obtain the necessary approvals from the regulatory
agencies having jurisdiction over them, prior to entering
into these large fimancial commitments, For the most part,
these companies are 2llnatural gas companies regulated
by the Federal Power Commission and, tnerefore, are
governed by different regulations than are we. They

now have more flexibility than do we in making these
commitments without first obtaining prior approval.
Their ability to do so puts us at a severe competitive
¢isadvantage. We are simply not going =o be in the

ball game 1£ we commot make £irm commitments in
xelatively short periods of time."

This witness Surther stated:

"We feel that we can megotizte with producers and request
a limited time within which to obtain formal Commission
approval before making an irrevocable commitment om our
pert. We are thinking here in terms of a 30 to 45 day
period. We feel that with adequate incentives the
producers will accept that comcept. What it does mean,
however, ic that at the time we have reached a2 meeting
of the ninds with the producer, we will only have fromw

30 to 45 days within which to obtain the formal Com-
mlssion approval. The GEDA procedure we are advocating
in this application is designed to provide en expeditious,
yet thorough procedure which we belileve will allow us

to be active and successful om behalf of our customers.
We appreciate that the time for this Commissionm o 2ct

is rather limited, but we believe it is the best balanced
approach to follow,' .

Issves

The following issues which have been raised by the parties
to this proceeding require resolution by the Commiscion:

L. Should the Commission defer establishment of the

GEDA procedure umtil a reasomed evaluation of the
Nazional Energzy Policies heas been made?
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Does the California Envirommentz? Pretection Act
of 1970, as amended, require comsideratiom of.
the potential envirommental impact or the .
prepaxation of an envirommental. impaet report.in
this proceeding?

Is this application an application for a rate
increase?

I3 the GEDA procedure for future rate-iacresses”
wlawfyl?

A. Is the proposed GEDA precedure "unlawful .
because a public hearing may mot be required?

B. .~ Can expenses related to. ‘exploretionand
development lawfully be g:iggluded as..utility
opexating expense?

C. 1Is the GEDA proposal wmjust, unreasonsble,-and --

. Giscriminatory because of the range of
activities permitted amd because it may be
counter -procuctive?

D.- " Should the Commission authorize.GZDA on.2
case=-py=-case. method?

E. Does the. GEDA procedure invclve metroactive .
rate maiking?

‘What method of eecounting should. be adoptedto

record amowmts s for zas-exploration .and
g ; pent Z3 P

.. B.  Should the 50/50 amproach authorized.by .
Decision No. 80430pg§ the cost of .service
nethod be used?

'B. Should applicants be permitted to use currenmt |
cost accg’rimting as proposed or should full cost” -
acccxmtin%efor gas exploration and-development
expenses required?

- What conditions to the-GEDA procedure, 1£.amy,
should be adopted?

- £.  Should the conditions proposed. by.rhes staff be
adopted?

-

B. Should the conditiens proposed by C¥A be adopted?..
" Eow should GEDA be applied to:rates?
.Should GZDA be applicable to raroe Schednlo ¢-207

Should SoCal bo rearfred v Lfurnish SOGSE with a
proportionatse share of gas developed by the gas
exploration and development program?

-12-
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I. Should the Commission defer estabiishment
of this GrDA procedure wmtil a reasonaonle

evajuation or the National Energx Folicics

S en made !

San Diego contends that the Commission should defer
authorizing the GEDA procedure umtil a reasomed evaluation of the
new national emergy policies has been made.

In response the staff points out that it has proposed
that authority to commit funds to new or revised gas exploration
and development projects be limited to a period of not more than
three years. Such a time limit would provide the Commission with
aa opportunity to review changes in the gas supply pilcture and to
medify the GEDA procedure accordingly.

The Commission must decide this zpplication on the basis
of the record in this proceeding. If there is an important change
in the emergy picture,the Commissiom, at any tixe on its own motiom,
or at the instigation of 2 party to this proceeding, may comsider
what changes, 1f aay, should be made in the GEDA procedure which
is authorized in this proceeding. Also, 2ny party may submit
information to the Commission regarding the energy situatiom for
its consideration whenever SoCal and PLS submit & project to the
Commission for approval.

The Comission will not defer the establishment of the
GEDA procedure but will proceed to issue its order based om the

xecord in this proceeding. \
IX. Does the California Environmental Qualitvy
et o as amended., redulire cemsider-
stion of 1:53 otential environmental impact
or the Ereggration of an Cnvironmenta .l impact

Iepo=t tnis proceeding’
Nome of the parties h2s contended that it is necessary to
considexr the potential emvirommental impact ox to prepare an
envivonmental impact report In this proceeding.
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The staff has suggested that zppiicants be cautiomed that
~upcn-presentation of specific projects under the GEDA procedure
eavirommental issues will be fully explored pursuant to the Czlifor-
nia Environmental Quality Act of 197C.

Furthermore, the staff suggests that applicamts be placed
on notice that the Commission will also comsider the potensial
environmental impact im the rate adjustment phase of the GZDA
procedure.

4pplicents contend that eavironmental impact Teports
have no relevance to Project Letters. Any project outside California
will not be governmed by Califommia envirommental laws. AL such
time as facillties are required to be comstructed in California the

construction of those facilities will be controlled by the approprl-
ate governmental agency.

Applicants are, however, placed om notice that 1f
envirormental Lssues are appropriately raised by any party during
the course of comsideration of 2 project letter filing or an
acvice letter filing, such issues will be given comsideration by
the Commission, as ir any other rate inerease proceeding.

IIXI. Is this application an application for a
rate increase?

Los Angeles and San Diego comtend that the application
ic one for a rate increase. SDGEE in its closing brief takes the
position that the application is mot a request for the Commission
to estabiish procedures for future rate increases,but it is a
request for a specific maximm incrcase to be implemented and made
effective in the future.

Both Los Angeles and San Diego assert that the record im

this proceeding does not justify a rate increase. The staff comcurs.
SDG&E disagrees with this comtention.




n its closing brief the staff has clearly amswered
Issue I as follows:

"It is abundantly clear that neither a rate increase
nor approval of given projects is the subject of
this proceeding. In Phase I project approval will
be sought by submission of pertinent financial ‘cost
and revemue data. (Exh. 4, pp. 2-3, A.7.) During
the pendency of project approval protests mey be
lodged and the matter set for hearing. (Tr. 104-105.)
Phase II will be triggered omly 1f drojects are
approved. Upon project approval a rate adjustment
will be sought. (Exh. 4, p. 3.) It is at this
Juncture that rate increase becomes an issue.
Parties would also have an opportunity to protest
the rate adjustment. (Tr. 114-115.)"

The Commission agrees with the staff, The Commission s
being asked to reconfirm the policy of perxmitting gas utilitdies,
subject to its furisdiction, to include in their rates amounts which
can be used for expenses related to gas exploration and development,
2nd to establish 4 procedure for applicants whereby their requests
for future rate increases to provide such funds, subject to

specific limitations, in the absence of justified protests may be
expeditiously approved by the Commission.

Iv. Is the proposed GEDA procedure for future rate
necLreases un wrual!
A. Is the provosed GEDA procedure unlawful
pecause a public bearine mav not be

required?

Los Angeles contends that the proposed GEDA procedure
1s unlawful because it iakes no provision for public hearings to
determine the necessity for rate imcrezses.

As pointed ouklby the applicants and the staff this
contention Is without mexit. The GEDA procedure itseif will be
based on the record in this proceeding which has been made at a
public hearing. During the pencency of a request for project
approval protests may be filed and the Commission, oa the basis of
such protests or evem without protest on its own metion, may set
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the matter for hearing. Also at the advice letter stage protests
w2y be filed and the matter may be set for hearing., 1f the Com-
nission acts without hearing at either stage, any party who has
appeared and filed a protest may request rehearing of the Com-
mission’s ex parte order, and if the rehearing is denied, ne may
take an appeal from the order denying rehearing.

The proposed GEDA procedure 1s not unlawful because

2 hearing may not be required at the project letter £1ling or
advice letter filing stages.

B. Can expenses related to gas exploration

utiTicy overating extenses For rate-

naKing purnoses’?

Los Angeles argues that the proposed GEDA projects will
involve nonutility operations outside of Califormia which have no
relatlon to applicants’ present gas distribution operations and
present gas customers, and that it is, therefore, unlawful to
include expenses relating to such projects as utility operating
expenses. Los Angeles contends that applicants seek to obtain
ratepayers' funds for gas exploration and development projects
which are wholly unregulated. The funds would be advanced to
an unregulated gas development company, and, in turn, expended by
develcpers wholly beyond the jurisdiction of the State of California
and the United States Government. Applicants propose to seazch for
future gas regerxves, the gas from which will be made
availiable for sale to applicants' future customers. Los Angeles
further contends that however much applicants may desire to secure
gas supplies to assure thelr ability to continue to comduct their

gas distribution business Iin the distant Luture, their present

customers camnot lawfully be burdened with such unregulated
activities.
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In its brief SDG&E points out that there is nothing
in the Public Utilities Code which provides that an expense to be
2llowable for rate-making purposes must involve 3 cost which occurs
in California. Utilities subject to the jurisdiction of this Com-
mission contzact for goods and services witk many entities not
subject to the jurisdiction of this Comxission and the expenses
are included in rates.

Costs related to authorized gas axploration and develop-
ment projects are costs related to applicants' utiiity operatioms.
Without = gas supply applicaats will cease to operate as gas
. Gistribution utilities.

The GEDA program costs may ultimately be expensed
through a nonutility subsidifary but the scope and amount of the
expenses alicwed for rate-making purposes will be regulated by
this Commission.

This Commission is empowered te determine that the GEDA
program involves reasonable and necessary expenses, The extent
of such allowable expenses snd the adjustment to the rates of the
customers in the future will be determined by the Commission later
by its approval or disapproval of the zas exploration and develop-
ment projects and by its action with respect to the subsequent
advice letter filings.

C. Is the GEDA proposal unjust,
unreasonable, anc discriminatory
because of the range of activities
permitted and doecause it may be
counter-productive?

GSA in its brief points out that under the GEDA proposal
the gas exploration and development transactions will include
advances for exploration, development, or lease acquisition. These
advance payments would, if successful, provide PLS with an opticn
to purchase the discovered gas. Repayment of the advance would
b2 in cash or as a rcduction fn the cost of gas purchased. The

cost of the gas would be determined by negotiation between the
perties after 1ts discovery. |

-7~
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GSA contends that applicants should be subject to the sanme
limitations, with respect to advances, for gas exploration and
development as are presently imposed on pipelines by the FPC. The
FPC in Order No. 465 provides that advances for lease acquisitions
should not be permitted since such transactions could be a factor in
bidding wp the price of the leases. With respect to the guarantee
of repayment of advances Order No. 465 states that if five years
elepse from the time an advance has been included in Account 166 and
no gas deliveries have commenced and no determination has been made
that that recovery will be made Iin economic considecration other than
gas, the pipeline shall, at the end of the five-year period, remove
the advance from Account 166 and cease rate base treatment thereof.
By requiring recoupment of advances the FPC ensures thet pipeline
customers will not be cherged for a project resulting in totol or
partial fallure. GSA contends thet unguaranteed advances for
wildcat ventures should not be included ac rate base and amortized
as operating expenses, if the venture is 2 failure. Otherwise the
ratepayer will be subjected to the ultimate in speculation.

GSA's reference to FPC procedures is not in point,
because those procedures do not contemplate FPC approval of
individual compeny proposals for advances, dbut simply establish
broad guldelines which must be adhered to in the exercise of
discretion by the individual company. This Commission's control
under the GEDA procedures, by contrast, is auch more <irect and
specific as to individual proposals for expenditure of funds by the
applicants. In this proceeding the Commission will not exclude
advances for lease acquisitions and unguaranteed advances for wildeat
exploration. Protests to such project letter filings will de
considered 2t the time of the project letter filing.

GSA also argucs that the proposed GEDA procedure could
further aggravate the energy ¢risis and gas shortage by artificially
increasing the demand for natural gas. This argument we find
somewhat difficult to understand. The nationwide-~indeed, worldwide=-

-18-
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demand for gas supplies has been amply documented in this proceeding.
Applicants have also demonstrated bdeyond reasonable dispute that
significant new supplies of gas will be reguireé on their system to
enable them merely to continue to serve existing customers in the
coming years. The proposed GEDA procedure, rather than stimulating
further demaond, would simply enable the applicants to porticipate
more effectively on California’s behalf in the efforts already being
made by others to satisfy the demand which slready exists. Without
such participation, this demand would in 2ll probability still be
there, but more of it would be unsatisfied, at least in Califormia.
In other words, the GEDA proposal is a step in the direction of
alleviating the gas shortage in California, not aggravating it.

GSA also contends that since applicants intend to roll in
the cost of future gas supplies the average or rolled-in price will
be lower than the actual price of the incremental gas which may be
as high as $1.35 per mef as compared to the present, approximately
$.50 mef. Since the gas at such time might be sold at less than
incremental ¢ost, such volumes of incremental gas might stimulate an
artificiel demand not Justified by ecconomics. Costing Ilssues may de
taken up in individual project letter filings. Moreover, the
Commission can at any time review SoCal's rate structure and
esteblish rates which will discourage or prevent consumption of
incremental gas at less than incremental ¢ost, if such be appropriste
to conserve gas supplies or accomplish other objectives.

D. Should the Commission authorize
GEDA on & case=by=-case method?

Los Angeles and San Diego question whether the proposed

procedure will give the Commission and the parties the opportunity

to make a proper evaluation of the project letter filings 2nd the
advice letter £ilings. The hearing on the present application has
given the parties an opportunity to suggest limitations which

should be imposed on the type of projects for which the expedited
procedure may be used. With respect to project letter £ilings and
advice letter filings which sudsequently may be nmade, pursvant to

~19-
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the GEDA procedures which are to be authorized in this proceeding,
the parties may file protests and request that hearings be neld.
The GEDA procedure is a case-dby-case procedure which contemplates
that most of the filings will not be so controversial a2s to provoke
protests and requests for hearings.

E. Does the GEDA oroceduré involve
retroactive rate making?

Los Angeles contends that the provision in the proposed
GEDA tariff, which permits annuel revision of GEDA to provide for
correction of any over-collection or under~collection of costs in
the prior yeor resulting from differences between estimated costs
and volumes used in determining GEDA and actusl costs and volumes
recorded for that period, constitutes retroactive rate making.
Since the tariff itself will provide for the adjustment, the adjust-
ment will be a part of the rate which has been authorized previously.
It L1c similar to refunds of overcharges which are made by gas
distribution companies when the FPC disallows increases in wholesale
ges rates by gas trensmission companies, which the gas distribution
companies have been authorized to pass on to their customers through
increaces in rates which are sudbject to refund. The annuwal revision
of GETA also will be subject to the other limitations such as the
neximum ennuel amount of GEDA which 1is to be authorized.

V. What method of accounting should be adopted to
record amounts spent Ior xas exploration and
development?

A. Should the 50/50 approach authorized
by Decision No. oc04%0 Oy the cost ot
service method be used?

San Diego and GSA contend that applicants have failled
to establish any need to depart from the 50/50 approach authorized
by Decision No. 80430 issued August 29, 1972 in Application No.
52696 of SoCal whercby SoCal was authorized to recover only one-half
of amounts expended for gas exploration and development on & cost of
service basis. The remaining nonutility one~half was to be
provided by the shareholders of applicants' parent. San Diego and

-20-
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GSA contend that the principle of shared risk to give applicants an

incentive to control costs prudently is sound and should not be
obandoned.

‘ GSA points out that the energy crisis has created 2
sellers' market with buyers scurrying to and fro to get gas supplies
under ¢call. GSA contends that under such circumstances the Commission
should not remove the incentive and protection of the 50/50 approach
and assume the full responsibility for passing on FLS ventures. The
GEDA proposal i3 far different from a purchased gas adjustment clause

where regulated price changes in the cost of gas ere flowed through
as an adjustment to rates. '

"In this procceding we are proposing to enter into an
edditional activity not included in Application No. 528696,
which we see 25 alse essential 1L we are to be able to get
gas supplles under contract. This involves the moking of
pdvance payments to get producers to commit their gas to
our market. We see this step as an absolute need if we
are to ve able to participete in obtaining gas supply
commitments on our consumers’ behalf. Inasmuch ac the
benefits from advance payments offer nothing other than
commitment of the right to purchase gos supplies and the
possible return of such advance payments, this is an
activity where the one-half approach would in no way be
epplicable; this is so, since there is no possible way
for the shareholder to obtain coverage of such costs
because none o0f the benefits of the activity will flow
through to the shareholder.

"We consider that it is essentiel for the maintenance of
gas service to the area we serve that we be allewed to
undertake the gas development program we have proposed.
If the half andé half treatment were to be the conclusion
that L1z applied to the program we now propose, then our
only choice would be to take the posture of a purchaser,
teking only whatever offer of supply that might de
brought to us. The results we believe would be
wncertaln at bYest and with less assurance than where we
were directly involved. In our view, if this program

is rejected, it can only result in even higher costs
that we now zee in developing from our approach to
bringing in new sources of supply.”

Applicants point out that the record 1s full of
evidence Lllustrating the increasingly critical gas supply erisis
and documenting the extent of deterioration in the gas supply since
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the development of the record in Application No. 52696 on which the
50/50 approach was based. They contend that they have met the burden
placed on them by Decision No. 80430 to show the need to modify the
50/50 concept adopted in that case.

The staff points out thet Application No. 52696 was
filed June 18, 1971, and that by the time Decision No. 80430 was
icsued on August 29, 1972, the gas supply picture had hecome more
serious. In November of 1972 E1l Paso Natural Ges Company, & major
supplier of gas to applicants, first began curtailment of service t
California under 2n interim emergency curtailment plan 2uthorized by
the Federal Power Commission in Opinion No. 634, Docket No. RP72-6.
Subsequently, on December 19, 1972 the Commission in Decision No.
80878 4in Application No. 53118 authorized Pacific Gas and Electric
Company (PGXE) to advance $3,000,000 per year for five years to its
subsidiary, Natural Cas Corporation, to be uced for gas end oil
exploration purposes on a ¢ost of service basis. 0Of this amount for

the test year 1973 $1,500,000 was charged to exploration expense and
$1,500,000 was added to PG&E's rate base.

The staff suggests that a cost of service treatment
also be accorded GEDA. As the GEDA proposal contemplates amortiza-
tion of advances only when they are determined to be unrecoverabdble,
there 1s no necessity for making an estimate of amounts expected to
relate to dry holes as was done in the PG&E matter. The staff also
points out that because GEDA ventures are to be presented for
Commission approvel on a project-by-project basis end tested as W
prudence with rate implementation only after approvel by the
Commission, the GEDA proposal is different from that in Decision No.
80430 where the choice of 2 venture lies solely within the dizcretion
of management Justifying the imposition of an incentive o cause
management to selec¢t only the more promising ventures.

Commission approval of the various undertakings on a
project-by-projec¢t vasis has merit. Cost of service treatment of
these items will be adopted as the best method to providing the
applicant current funds and reducing the higher cost of future
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acquired gas to future customers. Also the ¢ost of service approach
will rore equitably reflect the current cost of gas activities and
operations of the zpplicant. ,

The cost of service approach means the inclusion either
in expense or rate base of the costs of the GEDA program in
determining rate adjustments. The costs of administration of the
program would be charged to expense currently. The PLCD exploration
and development expenses will be treated under Issue VB of this
decizion. The other type of cost of the program is in general
advances to producers and others. Where monies are borrowed for an
advance the carrying ¢hargec of the borrowed funds will be includadle
in expenses, but the advance will not be included in rate base.

Other advances which egre made from general corporate
funds will be included in the rate base. No amortization of such
advances will be made until it is determined that the advance is not
recoverable. The period of amortization will be five years unless

otherwise authorized by the Commission.

All of the above expense items when used to determine
the appropriate rate adjustment will reflect the applicedble income
tax agjustment.

B. Should applicants be permitted to use current
coct accounting as proposed or should full
cost acecounting for gas exploration and
development expenses be required?

Under the full cost accounting method proposed by CGPA,
CMA, and Los Angeles costs related to future gas supplies obtained
as a result of applicants' gas exploration and development progranm
would be related to the future gos supplies, and provision for such
expenses would be made In the rates charged for such gas when
delivered. The result would be that the rates to ve charged for
current gas supplies would bhe lower than proposed by applicants and
the rates to be cherged for future gas supplles would be higher than
proposed by applicants.

GSA urges that GEDA expenses be treated in the same
manner as amounts expended for plant construction in progress. In
other words the applicents' exploration and development expenses
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would be made and interest would be capitelized thereon. Such
capitalized amounts would not be included in rate base for retumn and
amortized as expenses for rate-making purposes until,sucn'time as the
newly discovered gas supplies are available for delivery to future
customers. Hence, gas exploration and development costs would not be
paid by today's customers who may not be significant beneficiaries of
the use of such funds.

Applicants and the staff contend that a current allow-
ance for gas exploration and development costs should be made in
SoCal's present raotes. The staff in its brief has suggested that GSA
had the opportunity to present testimony regarding the interest
during construction (IDC) concept, but did not do so at the hearing,

and contends that the record is insufficient to support the IDC
treatment of GEDA amounts.

Full-cost accounting for exploration and development
costs means the copitalization of all exploration and development

costs incurred in the search for natural gas, while exploration and
development costs are ¢osts such as preliminary survey cocts, well
8rilling costs, lease cocts and other like costs incurred in the
search for natural ges. These would be costs incurred by PLGD's own
program to explore for and find natural gas.

The full-cost accounting method which capitalizes all
exploration and development costs with provision for future write~off
against revenues from producing natural gas wells is preferadle %o
current expensing of such costs, in that expenses and revenues are
matched. Such capitalized costs would be included in the rate base
in determining the rate adjustments.

The recovery of ¢osts will occur when production from
2 lease commences through appropriste depletion, depreclation and
amortization. Abandoned leases and associeted costs will be
emortized over 2 period of five years or as otherwise authorized by

the Commission. Any revenues and income tax credits will be reflected
in determining the rate adjustment.

2l
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VI. What conditions to the GEDA procedure. if any,
should be adopted?

A. Should the conditions proposed
by the staff be adonted?
The staff proposed the following conditions:

1. Maximum GEDA amounts should be limited to 10 percent
of the total cost of gas to the PFLS system or
0.5 cents per therm, whichever is lower. Such
a celling should support a reasonable explorstion
and development program without exposing
consumers to excessive cost increases.

Authority to commit funds to new or revised
projects should be limited to a peridd of not
more ' than three years. Staff believes that

the 3-year time limit has the virtue of applying
more reguletory control to the program by
enabling the Commission to address itself to
possible changes in the gas supply picture.

Applicants should be required to file an snnual

result of operations report recorded and adjusted
for the prior year operastion.

For 21l GEDA amounts amortization of unrecoveradble
advances should commence only after it is
established that the amounts are unrecoverable.
Applicants propose that the Joint venture
projects approved in prior Decision No. 20430 be
encompassed within the scope of CEDA thereby
according sald projects the full cost of service
treatuent previoucsly denied to therm. In iine
with changing the treatment of these prolfects to
full cost of service regulation, staff recommends
thot the immediate monthlysmortizetion feature

of 1/€0 of omount:s applicable to jJoint ventur

be discontinued. Thus rete treatment ‘
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of 211 GEDA amounts would be unirorm, and
in harmony with the notion that amortiza-
tion occurs only when amounts are deter-
mined not to be recoverable and therefore
an item of expense

Frequency of reporting rate adjustments should
be limited to a quarterly schedule om a calendar
basis. Such & timing should provide rate
adjustment at sufficiently frequent intervals to
enable the applicants to recover reasomable
costs. Applicants propose that rate adjustments
under the GEDA procedure be made yearly amd as
frequently as once a month.

6. A period of 45 days within which the aunual
revision becomes effective will permit time
for more complete staff analysis and processing
requirements. Such reviews should be subject
to possible hearing. GEDA changes should be
Included on each rate schedule rather than in

the Preliminary Statement H. Applicants
propose in Exhibit 18 an amnual GEDA revision
to correct over collection or umder collection
of costs, the revision to become effective

15 days after filing.

In the proposed letter request for project
approval there should be included:

a&. The maximum ammual cost and revenue require-~
ment that may result from 3 project.

b. An estimate of reserves that may be
recoverable and the quantity of gas to be
delivered to Califormia,.

Where a working interest is acquired staff
believes that there is greater potential for
ratepayer benefit related to revenue
attributable to the working interest. Staff
therefore recommends tbat where no working
interest is acquired the letter sceking
approval comtain an explanation as to why
such an interest was not acquired.

A, explanation of customer bemefits.

The maximm dollar expemse of all projects
not limited to the calendax year.
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Applicants should de required to give
notice to participants in this proceed-
ing and to parties requesting notice

of the letter filing tor project approval
acd of the advice letter tariff adjustment.

Revenue requirements should be limited to 10
years, in order to maintain regulatory order,
unless specific authorization for a lomger perxiod
is granted.

Applicants should be required to meet periodi-~
cally with staff to discuss the program.

Applicants should file semi-amnual reports om
the status of approved projects. The first
six-month report to be filed om September 1l
and the second on March 1. The report should
include the following items:

a. A report in writing describing the various
projects umdertaken and the current and
projected work involved.

b. Completion of schedules set forth in the
following GEDA Project Schedule:
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CEDA Profect Schedule

1. Nonproducing leases

Disposition

‘ During
Item Location Cross Acres Net Acres Cost  Period

Balance at Beg. of Period

Additions
End of Period Total

2. Producing lLeases
Status of Reserves

Resarves (M3cf )

Cost Working Beg. of Addit. or , End of
Location Lease Other Interest Perfod Revisions TProduction Period

Gross
Net to Company

Total
3. Tist of Wells Drilled During Period
Location Statuse Number Cost During Perdiod Cost to Date

L. Advance to Producers and Qther

Briof Descript.
0f Project Bal. at Beg. Axt. Made Pay
& Location QOf Period Dur, Peried Back

5. Utilization of Funds‘

Source M3
Collected from Rates
Revenues from Sales of Gas
Other (Specify)

Total

- Disposition
Revenue Roquirement of Projects
Admindstrative Costs
Cther
Total

#oupporting cchedules for sach project to be provided.

27~
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12. Applicants contemplate being compensated

or total exploration related costs
authorized in Decision No. 80430 attribu-
table to the year 1973 (Tr. 554-555) under
GEDA, even though GEDA may not be approved
wmntil a substantial portion of the year
has transpired. Decision No. 80430 autho-
rized only cne~half of proposed exploration
activity for joint venture projects to be
Included in rates. To the extent that
applicants are permitted to recover the
second half of such costs in a rate adjust-
ment under GEDA, they recoup such costs
retroactively. Staff recommends that such
retroactive recoupment not be permitted.

CMA concuxrs In the staff conditions set forth above but
contends they are incomplete and urges the Commission to adopt the
additional conditions set forth in Issue VI.B. below.

Applicants have no objections to the staff's proposed
Conditions 1, 2, 3, 5, 7, 8, 10, and 11.

With respect to staff proposed Condition 4 applicants
point out that the recommendation that for all GEDA amounts amortiza-
tion of unrecoverable advances commence only after it is established
that the amounts are umrecoverable is applicants’' proposal with
respect to advance payments. The staff further recommends that
amortization be discontinued on the joint venture drilling program
acthorized by Declsion No. 80430 so that the rate treatment for the
jolot venture drilling program will be uniform with the rate treatment
for the GEDA advances which provides that amortization will occur only
when amoumts are determined not to be recoverable and therefore to be
an item of expense. Unlike advance payments, the joint venture
drilling program involves the direct Iincurrence of lease acquisition
costs, dry hole expenses, productive well drilling expenses, seismic
work, and gemexal and administrative costs. The accounting procedures
previously approved by the Commission in Resolutions G-1522 and G-1563

contemplated that amounts advanced for the joint venture drilling
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program would be Includable in rate base and amortized over a five-
year period in lieu of accounting for such costs as they are reflected
on the books of PLGD. Applicants urge that the Commission continue
accoumting for the joint venture drilling program in this mammex
because to do otherwise would tend to complicate the accoumting or to
increase the overall cost to the customer to the extent that amounts
are capitalized and amortized over a period longer than five yearxs.

In issue IV.C. above the Commission has determined that
advances for lease acquisition and unguaranteed advances for wildecat
exploration should not be excluded at this time under the expedited
GEDA pxocedure which is adopted in this proceeding. Applicants
request that the Commission continue the accoumting procedu.res
approved in Resolutions G-1522 and G-1563 for the
drilling programs authorized by Decisiom No. 80430 will be demied.

The rate treatment of the joint venture drilling prograwms authorized
by Decision No. 80430 should be uniform with the joint venture
drilling programs which may be authorized under the GEDA procedures
to be adopted in this proceeding. Staff Conditiom &4 will be adopted
oy the Coummission.

With respect to staff proposed Condition 6 applicants
state that they have no objection to the recommendation that the
annual GEDA revision become effective 45 days after f£iling rathex
than 15 days after £iling as originally proposed by applicants.
Further, applicants would agree to have the GEDA charges included on '
each rate schedule rather than in the Preliminary Statement H.
Applicants understood the staff proposed Condition 6 to requixe a
public hearing and opposed a required public hearing except in those
instances when the Commission determimes that the facts warxant such
2 hearing. We are of the opinion that the staff proposed Coaditiom 6
also would require a public hearing on the ammual GEDA revision only
when the Commission review of the advice letter f£iling for the ammual
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CEDA revision to correct for over-collection or under-collection of
costs would warrant such 3 hearing. The ifssue will be resolved in
accordance with such understanding.

Applicantc oppose staff proposed Condition 9 and urge
that cuch condition be rejected. Applicants point out that certain
projects currently under way including the Joint venture drilling
program and paymente advanced in the Canadiean Arctic, if successful,
contemplote receipt of revenues and repayment of advances beyond ten
years. Appllicants point out that there iz no evidence in the record
to cupport such recommendation and urge that the condition will
sexrve no useful purpose. We agree with applicants that staff
Cendition 9 should be rejected.

Applicants also oppose staff proposed Condition 12.
Applicants contend that feilure to allow the full 1973 costs related
to the projects reviewed by the Commission in Decision No. 80430 and
authorized in part ic inconsistent with the change of view by this
Commission in Decision No. 80878 relating to PGZE's gas rates.
Applicants point out that the charges ultimately to be placed into
effect 1if the CEDA program ic approved will reflect costs incurred
in 1973. The situation is similar to oréinary cost incurrence by
utilities with later reflection in rcte making. Such is not
considered to be retroactive rate making.

Inesmuch as the Commission has previously determined
in this decision (1) in its resolution of Issue IV.C. above that
advances for lease acquisitions and unguaranteed advances for wild-
cat exploration may be included in the GEDA and (2) in its resolution
of Izsue V.B. thet the concept of full-cost sccounting for PLGD gas
exploration and development activitics should be adopted, it is
appropriate to incorporate in the GEDA program the projects reviewed
and authorized in part in Decision No. 80430. For that reason staff
proposed Condition 12 will e adopted to prevent retroactive
recoupment of costs.
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B. Should the conditions proposed
by CMA be adopted?

l. CMA uxges that the Commission require applicants to
submit sufficient deta with each project proposal to enable the
Coamission to make the following findings:

a. There is a reasomable prospect
that the investment will produce
resexves deliversble to California
in sufficlent quantity to justify
the investment risk.

Any governmental restrictions ox
environmental limitations which

pPose an obstacle to bringing the
developed gas supply to applicant’s
sexvice area can reasonably be met.
CMA points out that it is of lictle
value to develop a gzas supply in a
foreign country which will not permit
its exportation.

The potential delivered cost of the
developed gas will be reasomable in
relation to possible altermate supplies
aud the ability of the customers to

pay the cost. CMA points out there

Ls no basis for approving an LNG project
with GEDA fumnds at a cost of more than
$1.25 Mcf unless applicants can Show
there 4s no place else that the same
investment could be made to obtain gas
a4t & lower cost., Also the Commission
should be able to find that the customers
will be able to gﬁford the coz:géfhthe
PYOoposed suppl fore requir the
customers gg?piy the cost of financing
its development,

There is no reasomable possibility that

the proposed gas supply can be made
available to galifornia consumers without
Yatepayer financing. CMA poiants out

that the operation of any business

venture i{s best conducted by management
directly responsible to those whose

funds are at risk. If the ratepayers

bear the cost of financing and guaranteeing




repayment of capital by amortization
of unsuccessful investments, there is

3 separation of management from the
responsivility to those whose funds

are managed. The ratepayers want to
receive the required gas supply at the
lowest possible cost. Under today's
sellers' market the trend is to tie up
the gas supply before someonc else does
without much regard for its cost.

CMA suggested the following additional conditions:

2. Applicaonts should be required to make aveilable to
the public all deta submitted to the Commission in support of the
findings required in 1. above.

None of tHe parties in their Yriefs objected %o the
above Conditions L and 2 proposcd by CMA. They will be made a
part of the GEDA procedure to be adopted in this proceeding.

3. The Commiscion should give notice to the public of
the filing of ecach specific GEDA request, 2nd in such notice state
that 2 period of not less than 30 days will be provided in which the
Commission will receive comments from the pudlic to be considered
prior to its acting upon the GEDA request. This suggestion would
place a notice burden upon the Commission itsels as well as upon the
cpplicents. We are of the opinion that the requircment that
applicants serve notice and copies of GEDA project letter filings
end GEDA advice letter filings upon the parties to this proceeding
anc upon any other parties requesting notices and copies of such
{3lings, together with the publication of a nosice of such filings
n the Commission's Daily Calendar is adeguate notice to the publiec.

4. GEDA project letter £ilings should be permitted
oniy for projJects in the contiguous 43 states of the United States.
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CMA points out that exploration for new gas reserves
has not kept pace with growth in dewmand for gas. The growth in
Teserves potentially available to California consumers has largely
been outside the contiguous 48 states. Applicant attributes the
drop-off in exploration largely to the pricing mechanisas of the
Federal Power Commission which are mot applicable in Canada and Alaska.
The result is that the major recent additions to domestic gas reserves
bave been in Alaska. CMA contends the need for comsumer stimulation
of gas exploration and development is primarily in areas where price

incentives do not induce producers to make th: necessary investment,
namely the contiguous 48 states.

QMa lists the following advantages for consumers in
concentrating the use of GEDA funds in the contiguous 48 states:

a. Therxe Is a greater possibility of
success in the contiguous 48 states
than in Alaska. This is shown by
the following table of reserves
presented in evidence by applicants:

Categogx 48 States Alaska

Proved 259.6 M et 31.1 M ef
Additional probable 218. cf 39. cf
Additional possible 326.

cf 6l. cf
Additional speculative 370. M'cf  227. Mief

b. The potential cost of delivered gas
from the conti 48 states is
significantly less than from outside
sources. The incremental cost of
delivery through existing facilities
and necessary extensions thereto would
be nowinal as compared with the cost
of LNG deliveries or the cost of
delivery through an entire new pipeline
in Alaska or Canada. The cost of new
gas in the field in areas with FPC
price regulation would also be lower
than the free market price.in areas
with no FPC regulation.
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Governmental limitations om production
and delivery to Califormia consumers
are less severe in the contiguous 48
states than in Canadz or Australia.
There is no assurance that new supplies
developed In Canada or Australia by
GEDA funds would be permitted to be
exported to the United States. -

New discoveries need not be in large
wmits in the contiguous 48 states.

Tke record shows that from Canada,
Alaska, or Aﬁstralia sizeable increments
around 500 M4c£/d are re§uired to make
transportation ecomomically feasible.

Relief from supply shortages can be
obtained much more quickly In the
contiguous 48 states.

There is wore to zain from the risks
taken in the contiguous 48 states.

It is more cconomical to spend $400
million to develop a supply of gas
which can be delivered to market at
75¢/Mc£ than to spend $200 million to
develop a comparagle supply which can
be delivered to mexket at a cost of

$1.50/Mcf.

Whatever success applicants may have
in obtaining ING supplies industrial
customers probably may expect no
greater satisfaction of their fuel
requiremeants than customers of

El Paso and Transwestern east of
California. New supplies from off-
shore may well mean added curtailments
of deliveries fxrom El Paso and
Transwestern. Industry believes that
any benefits from the use of GEDA
xunds outside the contiguous 48 states
wmay be illusory to industry.

Applicants assert that the CMA proposal to limit
GEDA projects ‘to the coutiguous 48 states would severely limit, 1f not
foreclose, applicants'ability to satisfy the energy needs of southern
California. They point out that the showing on the record that threre

w3
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are insufficient xeserves located within the lower 48 states to
Satisfy applicants' needs was unchallenged. Applfcants assert that
the basis for the limitation £s mo more tham a collection of
ingppropriate assertions unsupported on the record. There is mo
evidence in the record that the cost of new gas from the comtiguous
48 states will be significantly less then from other sources. Future
Prices of gas from the contiguous 48 states are unknown.

The staff considers the three-year time limit which
it proposed sufficient protection to applicants' comsumers. During
such three-year period the staff comtends that applicants ought £o be
allowed To compete for gas supplies with others in regions such as
Alaska outside the contiguous 48 states. At the end of the three
years the results of such program can be reviewed and the program can
be modified to the extent appropriate.

SDG&E agzees with CMA that if a source of gas can
be discovered adjacent to the routes of present out-of-state pipeline
suppliers oxr in historic supply arxeas that the incremental cost will
be less than foxr a source of gas delivered from a remote area. SDGEE
also agrees that such projects should take priority over some
alternate foreign or remote project. SDGSE, however, contemds it
would be 2 mistake to restrict the GEDA program to the contiguous 48
States because the availability of new gas resexrves in the quantity
needed by applicants is not indicated by present technical information
to be available in the contiguous 48 states. There is no assuramce
that the reserves estimated to exist in the contiguous 48 states will
be found and 1f found will be made available to applicants. SDGGE
points out that the Commission will have a second opportunity to
decide oun the acceptance or rejection of proiects from areas othex
than the contiguous 48 states, and couterds that, that is the time
for the Commission to meke the decision, not now.
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SDG&E points out that to insure that the contiguous
48 states, and especially Californis, are being carefully comsidered
by applicants for the GEDA program, the Commission could require an
ammual report on the efforts being made in the contiguous 48 states
to line up good projects. Such reports would allay fears that the
comtiguous 48 states are being abandoned for exotic foreign projects.

CGPA goes further and requests that SoCal be
required to file written reports with the Commission at least
quarterly om Januaxy 1, Apxil 1, July 1, and October 1 of each year,
outlining the status of 2ll actions and progress which SoCal has
undertaken to expand and develop s supply of natural gas from

California sources, imcluding federal offshore areas off the
California coast.

The Commission is of the opinion that the GEDA
procedure should not be limited to projects im the contiguous 48

states, but we make mo determination at this time in advance of the
project £ilings whether any GEDA projects either within or without

the contiguous 48 states should be approved. CMA will have an
oppoxtunity to remew its protest with respect to GEDA projects outside
the contiguous 48 states at the time of such project filings.

The Commission will adopt SDGS&E's suggestion that
the Commission require that applicants f£ile an z2nnual report om the
efforts being made in the comtiguous 48 states to lime up good GEDA
projects. The speclal quarterly reports requested by CGPA will not
be required. Such information will of course be included in the
annual report to be filed by applicants.

VII. How should GEDA be applied to rates?

Applicants propose that the GEDA be on 2 uniform cents per
therm or equivalent basis. Applicants’ witness explained the
rationale for proposing this spread as folleows: -




®

A. 53625 ek/nb

"Increments of supply are obtained for our total
market rather than solely for any single portion
of our market. A major portion of new Increments
of supply initially will be sold to interruptible
customers but will assist in meetin%rgeak firm
demands. Sub3e§uent1y » &8 annual £ requirements
Incresse, annual sales volumes will shift to f£irm
Customers, Exploration and development activities
Will thus benefit all classes of service. It is
appropriate, therefore, to provide for xate
adjustment for this activity on a wmiform cents
per therm or equivalent basis.”

The staff supports applicants’ proposal for spread of GEDA
on a wiforn cents per therm. The staff contends that GEDA costs do
not lend themselves to a spread of the adjustment based om an
allocation which differentiates between firm and interruptible |
customers. Omly those who purchase gas will pay the adjustment. I£
during a period of curtailment only firm customers receive gas, only
firm customers will be raying the adjustment. Thus, curtailwent will

have a balancing effect on GEDA between firm and imtexruptible
customers. When gas is acquired umder the GEDA program it will be
for the use of all customers. Interruptibles such as Edison will
have the benefit of such gas except to the extent their supply is
curtailed,

Edison points out that under the GEDA program, 1f, because
of delays or lack of success of some of the earlier projects, the
gas wexe to be required by the firm customers at the time it is
actually delivered to Californifa, it is possible that the interruptible
customers, such as Edison, could receive no bemefits from the GEDA gas
supplies for which they had been required to comtribute. Applicants’
proposal is that the costs would be distributed wniformly, but that
the deliveries would be in accordance with the priority system, and
at various polats In time different customers would get different
proportions of a new increment. Edison contends a more equitable way
To assign and spread the costs of the GEDA program would be to spread
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wnifornly among the firm clecsses only, the demand components of the
costs of such program and to spread uniformly among all classes of
customers, including the interruptible classes, the commodity
components of the costs of such progranm.

Edison contends thot the fact that 4t will be difficult to
classify and allocate GEDA ¢osts as demand ¢costs and commodity costs
i3 no Justification for not doing so.

GSA contends that GEDA gas will for the most part go to
meet service requirements to electric generating customers, then to
regular interruptible customers, and lastly, 4if at all, to firm
customers. In view of this contention GSA suggests one method would
be to surcharge all bills on 2 sliding percentage scale with the
highest percentege being applied to the electric customers and the
lowest percentage to the firm customers.

CMA c¢contends that GSA's suggestion with respect to
spreading rates is based on the false premise that principally the
electric generation customers and to some extent the regular
interruptible customers would benefit from the GEDA expenses,
whereas in fact the primary beneficlaries of the new gas supplies
would be the firm customers with the benefit to the interruptible
customers being incidental and temporary. There is no assurance
that any significant quantity of GEDA gac will actually be made
available to interruptible customers, and the nterruptible
customers have no right to retain any supplies that do become
avallable.

We agree with the contentions of applicants and the staff.
All c¢lasces of customers will benefit to a certain extent when
adéitional cuantities of gas become availadle. The interruptible
customer will benefit because GEDA may bring forth additional ges
supplies which would extend the capability of the applicants to
provide interruptible service beyond what is presently projected
without such supplies. |
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VIII. Saould GEDA be applicable to rate
Schedule G=207

Rate Schedule G-20 is aveilsble only to nmulti~-foamily
dwellings taking gas for residential purposes and %o military
installations taking gas for combined ussge. Schedule G-20 iz a
closed schedule not open to new customers. GSA contends that since
applicants propose to exempt Schedule G~30 customers from GEDA
charges because Schedule G-30 is a closed schedule with very few
customers and few sales, Schedule G-20 shwould also be exempt from
GEDA charges. As Schedule G-20 soon may be phased out completely,
GSA contends thet Schedule ¢-20 customers should not e charged for
gas they may never receive.

Applicants point out that a comparison between Schedule
G-20 ond Schedule G-30 45 unreasonable. Schedule C~30 45 2 zaslight
schedule which provides for chaorges bdased on the number of lights
served, rother than on metered volumes. Annual revenueé amownt to
approximately $20,000. Applicants contend that administratively it
is not worthwhile to attempt to 2pply GEDA charges to Schedule G-30.
On the other nand, G-20 412 a commodity rate schedule ané has annual
revenues of approximately $2,000,000 per year, approximately 100
times the revenue from Schedule G-30.

The staff points out that Schedule G-20 is a fimm
schedule. If Schedule G-20 is prased out these customers will be
placed on other L4irm schedules. Customers who receive gas should
pay GEDA charges. This 4is especielly true since the customers who
pay the GEDA charges will be receiving the GEDA gas.

We are of the opinion thet GEDA charges should be
applicadble to rate Schedule G-20.

IX. Should SoCal be required to furnish SDGEE with
g proportionate snare ol gas developed by the
gas exploration and development progran?

SDG&E asserts that since under applicants! proposal it
would be making CEDA payments in advance of receiving GEDA gas, it
would want assurances that proportionate benefits would flow to

-39_
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SDGEE and 1ts customers.

Appliconts have indicated that they intend to provide
SDGEE with & proportionate share of eny gas developed by the
CEDA proposal. There is no need for the Commisszion to make this
requirement at the present time.

Findings of Fact

The Commission finds:

L. The current energy crisic justifies this Commission in
adepting a GEDA procedure which provides for the expeditious
handling of project letter filings and advice letter filings
relating to advences by applicants for the exploration and
development of gas.

2. The establishment of the GEDA procedure should not bde
deferred until an evaluation of the National Energy Policies
has been made by the Commiscion.

3. The GEDA procedure which is adopted by the Commission
in this proceeding does not authorize a rate increase but
provides a procedure whereby applicants may file project
letters and advice letters which if approved will authorize
rate increases in the future.

4. The Commission on 1ts own motion or on the basis of a
protest’ filed with the Commission mey set for public hearing a
project letter or an advice letter which is filed pursuant to
the CEDA procedure authorized in this proceeding.

5. The GEDA procedure authorized in this proceeding is
not unjust, wnreasonabdble, and discriminatory because of the
range ©f activities permitted and bhecause it may be counter-




productive.

6. The GEDA procedure authorized in this proceeding
provides for a case-by-case method of approving project letter
filings and advice letter filings.

7. The GEDA procedure authorized in this proceeding does
not provide for retroactive rate meking.

€. In determining cost to be charged ratepayers under
GEDA, the cost of service method will be used for administra-
tive cost and advances to producers ond the PL gas exploration
and development program will e on & full cost accounting
basis as more fully discussed within the opinion part of the
decision.

9. The maximum GEDA smounts should be limited to
10 percent of the total cost of gas to the FLS system or
0.5 cents per therm, whichever is lower.

10. The authority to commit funds to new or revised
projects should be limited to 2 period of not more than
three years.

1l. ‘Applicants shouwld be required to file an annual
result of operations report recorded and adjusted for the
prior year operation.

12. For all GEDA amounts, and for the joint venture
projects approved in Decision No. 80430 which should be
encompassed within the scope of the GEDA accounting procedures
and rate meking methods on January L, 1974, smortization of
unrecoverable advances should commence only after it is
established that the advances are unrecoverable and should
be continued for a period of five years.

13. The immediate montaly amortization feature of L/60




of amounts applicable to the Joint venture projects approved in
Decision No. 80430 should be discontinued January 1, 1974.

4. The rate adjustments wnder the GEDA procedure should
be made on a calendar gquarter basis.

15. The annual GEDA revision to correct for over-collection
or under-collection of costs should become effective 45 days,
rather than 15 days, after filing, unless the Commission sets
the wmatter for public hearing, in which case the revision
would become effective as provided in the Cotmission’s decision
issued after the public hearing.

16. The GEDA tariff changes should be included in each
rate schedule rather than in the Preliminzry Statement H.

17. The letter request for project approval should include:

2. The maxinum annual ¢cost and revenue
reguirement that may result from a
project.

b. An estimate of reserves that may be
recoverable and the gquantity of gas
to be delivered to California.

Where no working interest is to be
acquired an explanation 25 to why such
an intereszt is not to be acquired.

An explanation of customer benefits.

The maximum dollar expense of all

projects not limited to the calendar
Jyear.

Sufficient additional information %0
enable the Commission to make the
following findings:

(1) There iz a reasonable prospect
that the investment will produce
reserves deliverabvle to Califormia




in sufficlent quantity to Justify
the investment risk.

Any governmental restrictions or
environmental limitations which
ROSe an obstacle to bringing the
developed gas supply to applicants!’
service area can reasondbly be nmet.

The potential cost of the developed
gas will be reasonable in relation
to poscible alternate supplies and
the ability of customers to pay the
cost.

(&) The proposed gas supply program
could not be made available to
California without GEDA financing.

18. Applicants should provide the parties to this
proceeding, and other parties 50 requesting, notice and copies
of (1) letter filings for project approvals and [2) advice

letter filings requesting gas exploration and development
tariff adjustments.

19. The Commiscsion should publish notice in its calendar
of (1) letter filings by applicents for project approvals and
(2) advice letter filings by applicants for gas exploration
and development tarif{f adjustments. |

20. Representatives of applicants should meet with the
staff periodically and at least cemi-annuelly to review and
discuss the CEDA progran.
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19. The Commission should publish notice in its calendar of
(1) letter filings by applicants for project approvals and (2) advice
letter £ilingz by applicants for gas exploration and development
tariff adjustments. ' o

20. Representatives of epplicants should meet with the staff
periodically and at least semi-anmually to review and discuss the
GEDA program.

21. Applicants should file semi-anrmal reports on the status
of gpproved projects to be filed on March 1 and September 1 of each
yeax. Sgch reports should include the following items:

a. A description of the variovs projects
wndertaken and the current and projected
work involved.

b. Information required to complete the schedules
set forth in the GEDA Project Schedule below:




GEDA Project Schedule

- No '
z nproducing Leases S sposition

Durdng
lten Tocation Gross Acres Net Acrws Cost _ Period
Balance at Beg. of Period

Additions
End of Period Total

2. Producing Leases
Status of Reserves

Rasarves (Mch)
Cost Working Beg. of Addit. or End of
location Laease Other Interest Period Revisions Production Peried

Gross
Net %o Company

Total

3. List of Wells Drilled During Period

Location Status Number Cost During Period Cost to Date

L. Advance to Producers and Other

Brief Descript.

Of Project Bal. at Beg. At . Made Pay Bal. at End
& location Of Period Dur. Period Rack Other Of Period

5. Ttildzation of Funds

Source M
Collected from Rates

Revenues from Sales of Gas

Other (Specify)
Toteal

Disposition »

Revenue Requirement of Projects
Admirndistrative Costs
Other

Total

v'bv.voor*.sng schedules for each PNSGCZ to be provided.
=45
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22. Costs incurred on or after January 1, 1974, in
connection with the Joint venture drilling projects approved
in Decision No. 80430 should be cccounted for and included
in the ges exploration and development tariff adjustments in
the same manner 2s joint venture drilling projects which are
opproved pursuant to the GEDA procedure adopted in this
proceeding.

23. GEDA project letter filings should not be restricted
to projects in the contiguous 48 states of the United States.

24. GEDA costs are commodity costs ond should be spread
on a uniform cents per therm or equivalent basis over the
ratec, except rate Schedule G~30.

25. GEDA should be appliceble to rate Schedule G-20.

Conclusions of Law
The Commicsion concludes:
1. Expenses related to gas exploration and development
lowfully can de included as utility operating expenses for
rate-making purposes.

2. The GEDA procedure sdopted in this proceeding is &
lawful procedure.

IT IS ORDERED that:

1. Applicant Pacific Lighting Service Compeny i3
authorized to include in its cost of service tariff costs
associated with Commission authorized gas exploration program
in the manner approved by this decision.

2. Applicant Southern Cslifornia Gas Compeny is authorized
£o flile with this Commission on or a2fter the effective date
of thiz order revised Preliminary Statement and Rule 2 a5
contained in Exhibit 21 modified to reflect the conditions
established by the Commission in the findings and conclusions

w46
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of this decision. Such £iling shall comply with General Order
No. 96-A. The effective dote of the revised toriff schedule
shell be four days after the date of filing. The revised
tariff schedules shzll 2pply only to service rendered on end
after the effective date thereof.

3. The accounting procedures for opplicants shall be in
accordance with the conditions established by the Commission
in the findings and conclusions of this decision and the
Uniform System of Accounts prescribed by this Commission.

The effective date of thic order shall be twenty days
after the date hereof.

Dated at San Frandisco , California, this

2% gay of SEPTEMBER | 1973.

T ol $ile « wwtlen : 4//

' sserd.

Commissioners
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APPENDIX A

List of Appearances

.
]

For Applicant: Robert Salter and Frederic'k Peasley, Attornmeys at
Law, for Southern Califormia Gas Company, and Pacific Lighting
Service Company.

Intexested Parties: William S. Marrs and William L. Knecht,
Attormeys at Law, Ior Callfornia Farm Bureau Fedexation; Hemry F.
L}ﬁ%ﬁ%, Attorney at Law, for California Gas Producers Asso-
¢iation; Brobeck, Phleger & Harrison, by Gordon E. Davis,
Attorney at Law, for California Manufacturers Association;

Frank A, Miller, for City of Burbank; Edward C. Wright, Ceneral
Manager, Roy A. Wehe, Consulting Engimeex, and Leonard Putnam,
City Attormey, by Harold A Lingle, Deputy City Attormey, for
Long Beach Gas Department, City of Lomg Beach; Louis Possmer, for
the City of Long Beach; John 0. Russell, Fuel Supply Administrator,
and Arthur T. Devine Deputy CIlty Attorney, for Department of
Water and Power of the City of Los Angeles; Robert W. Russell and
Manuel Kroman, for Departwent of Public Utilfties and Iransporta-
tion, City of Los Angeles; Roger Arnebergh, City Attormey, by
Charles E. Mattson, Deputy City Attorney, for City of Los Angeles;
Jobn W, Witt, Clcy Attorney, by Robert J. logan, Attormey at Law,
and Manley Edwards, Utility Rate Consultant, Zor the City of San
Diego; WﬁImm E. Casselman, Maurice S. Street and Renn C. Fowler,
Regulatory Law Division, Attornew at Law, for General Sezvices
ére strgtigg; Goxdon Pearce, Attornmey at Law, agg ghiclfgréng &
tCgoTy, by Sherman Chickering, C. Hayden Ames, a ona .
Richardson, Attorneys at I.a:;fgfor San Diego Gas & Electric lom-
pany; R. E. Woodbury, Robert J. Cahall, and H. Robert Barmes, by
R. E. Woodbury, Attormey at Law, for Southern California Edison
m%obert F. Smith and Walter C. Leist, for Linde
Division, Union Caxrbide.

Comnission Staff: Lawrence Q. Garcia and Janice E. Kexrx, Attorneys
at Law, Colin Garrity and J. J. Cibbons. )
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D. W. HEOLMES, COMMISSIONER, Dissenting:

I am fully aware that the current energy ¢risis demands
new methodological remedies in order to provide continuing sources
of power for the Califormia consumer. In light of this awareness,
it is most difficult for me to dissent to any proposal which
promises to facilitate the develorment of these sources. However,
in my often stated opinion, there is neo more speculative invest-
ment than ome in oil and gas exploration. Whenever a speculative
investment is made, it should be on a purely voluntary basis.
Here again, this Commission is authorizing the utility to force
its ratepayers into an involuntary investment in a speculative
undertaking.

An additional concern arising out of this decision is
based on the fact that the utility is automatically compensated
for any expenditure which it makes in gas and oil exploration.
There thus arises the untoward possibility that management will
be less than diligent and exercise insufficient control over its
exploration programs. This removes all risk from where it should

properly be, i.e., on the investment side of the corporation,

and places it on the unsuspecting ratepayer. Wwhat then is %o

assure these ratepayers, who have no part in the management of

the corporation, that their money will be most judiciously spent?
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It is my considered judgment that a viable alternative
would be to permit the utility to advance interest-free moneys
in return for future guaranteed sources of energy, Or return
of the principal amounts to the utility, for the benefit of the
ratepayers, within a five year period. Thus, all parties
involved would have effective incentives leading to wise expen=

diture of moneys and diligent follow=through on 2all exploration

and development projects.

Commissioner

San Francisco, California
September 25, 1973.




