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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of

SOUTHERN CALIFORNIA GAS COMPANY for

(a) A General Increase in Its Gas Application No. 53797 ‘
Rates, and (b) For Authority to (F:Lled January 19, 1973)
Include a Purchased Gas Adjustment ‘
Provision in It.s Tariffs.

(List of Appearances in Appendix A)

OPINION ON PRASE I

Southern California Gas Company's (SoCal) application
seeks authority for a general increase of $53,151,000 in its gas
rates, designed by SoCal to yleld an 8.5 percent rate of return on
its rate base, based upon a summary of earnings for test year
1974 contained in Exhibit D attached to the application. During
the course of the hearings SoCal made certain changes in its
estimated operating results which would reduce its revenue require-
ments by approximately $2,392,000 including an alternate treatment
for gas exploration and development activities (GEDA) authorized in
Decision No. 81898 dated September 25, 1973; a reduction of ad~
ministrative and general expenses for dues and dopations, and
a reduction of income tax expenses related to income for discharge
of indebtedness (IDI). SoCal requests consideration of later
data requiring increased revenues to offset expenses higher than
originally estimated, namelys: :

(a) $89,000 for increases in social security taxes;

(b) Sales tax increases, $640,000 on an annualized
basis, $480,000 for 9 months beginning on April 1,
1974;

(¢) Increased postal rates, $900,000 for full year 1974
(the increases were ‘deferred to March 2, _1974.1)-'; and -
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(d) Increased research and development expenses of

$1,000,000. -

SoCal also requests the Commission to comsider (a) its
revised estimate of net plant budget expenditures of approximately
$6,300,000 above its original estimate for the consolidated opera-
tions of SoCal and its utility affiliate Pacific Lighting Service
Company (PLS), and (b) that reductions in its 1973-1974 ad valorem
taxes, which would reduce its April 1974 payments by $740, 000 might
be offset by a greater amount, over its original estima’ce, for i‘cs ‘
 December 1974 payments. ‘

The 8.5 percent rate of return’ being sought by SoCal is
the same as it requested in Application No. 52696, based on a 1972
test year. Decision No. 80430 in that proceeding authorized a ra.te
of return of 8.0 percent. '

SoCal also requests authority to incorporate a purchased
gas adjustment clause (PGA) in its tariff schedules to permit it to
promptly reflect in its rates all charges in the cost of purchased
- gas. SoCal is the only purchaser of gas from PLS. These gas sales
are made under a cost of service tariff approved by this Commission.

All of the expenses and return for PLS are’ included as a part, of
SoCal's revenue requirements.

SoCal states that:
(a) Growth in number of customers and growth in firm use per
. Weter are occuring at slower rates than have been experienced in
the past and that these slower growth rates are expected to continue;
(b) A shortage in gas supplies caused by curtailment of de=
liveries to SoCal from its out~of-state suppliers and a sharp decline
in gas availability from California suppliers, including federal off-
shore suppliers, has resulted in lower c!.e?l.i'cre::':sr levels to SoCaJ.'
interruptible customers;

(¢) Its opera.t.ing and maintenance costs are continuing to
increase;
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(d) - The wage rates being paid are higher than those reflected
In Decision No. 80430 and costs of pensions and employee benefits
are increasing; ‘ |

(e) The cost of materials and supp’iies used in the operation
of its dbusiness 1s increasing; .

(£f) Programs to meet new safety and health standards and
environmental restrictions will result in higher operating and
mainternance expenses;

(g) The development of its underground storage facilities
has been significantly accelerated to meet increased requirements
for load balancing to meet its firm requirements because of the
above-mentioned decline in gas supplies and that this expansion
requires large amounts of additional capital and results in signi—
ficantly higher operating expenses; ‘

() $175,000,000 of new capital from external sources is
veeded in 1973 and 1974, $95,000,000 of which would be from new
debt and $80,000,000 from new commor stock to finance the growing
plant requirements of both SoCal and PLS. A rate of return of
8.5 percent on rate base is needed to enable these companies to
raise new debt and equity capital on satisfactory terms; and

() Its costs of imbedded long-term debt will increase
from 5.92 percent at the end of 1972 to 6.2 percent at the end
of 1974. The 8.5 percent requested rate of return should enable
SoCal and PLS to meet their financial requirements, es—
pecially reasonable interest coverage for their bonds, and to
retain satisfactory ratings on their debt securities.

SoCal presently utilizes two different procedures to
offset purchased gas costs increases. SoCal is authorized to
increase its rates following the advice letter procedure where
the increase results from a tracking increase, an increase put
into effect by either of its out-of-state pipeline company sup-
pliers (El Paso Natural Gas Company (El Paso) and ‘I‘ranswestern
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Pipeline Company (Transwestern))to reflect an increase in the
prices EL Paso or Transwestern is required to pay gas producers.
SoCal has to file an application to offset increased gas costs
where El Paso or Transwestern seeks an increase other than for
tracking, for increases in gas costs from its California suppliers
(not related to tracking), and for increase~> for California federal
offshore supplies. ' ‘

A portion of the first day of the hearing in this matter
was devoted to taking evidence in such an offset proceeding,
Application No. 54065. Decision No. 82042 dated October 24, 1973
authorized SoCal to increase its rates to offset increased gas
costs in Federal Power Commission (FPC) Docket No. RP73-10k, .
subject to refund and reduction if lower rabes were ordered by
the FPC. The increase was also subject to refund if there was
any excess of charges over increases in expenses, or if the end
of year temperature adjusted rate of return exceeded the authorized
rate(s) of return, up to the amount of the authorized increase.

Similar provisions were contained in Decisions Nos. 819500
dated September 25, 1973 and 82395 dated Januwary 29, 1974 in Appli-
cation No. 52696. These decisions authorized substitution of the
staff estimates of 1974 test year gas purchase and sales volumes for
the 1972 test year gas purchase and sales volumes previously used
for tracking increases and extension of SoCal’s tracking authority
from December 31, 1973 to the effective date of this order, which
authorizes inclusion of a PGA in SoCal's tariffs.

After notice, 27 days of public hea.rings were held before
Commissioner Symons, Commissioner Moran, and Examiner Leva.nder
between August 13, 1973 to November 7, 1973, during which: t:.me
all parties and the general public were given. an opportunity to pre-
sent testimony and evidence.

Southern California Edison Company (Edison) i‘iled a motion
which, interalia, requests the Commission to consider evidence rela-
ting to alternate arrangements for deliveries of gas by SoCal to its
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G-53-T, G-58, and G~61 customers. The motion to reconsider the
basis of allocations to these customers was granted in part in
Decisions Nos. 82414, 82657, and 82745. The issues arising out
of the Edison motion will not be described in this order except
as they relate to our determination of the reasonable level of
rates following existing curtailment priorities. The issues re—
lated to possible reallocation of gas supplies are being adjudi-
cated in a separate Phase II proceeding. '

SoCal, through witnesses, presented testimony and exhibits
in support of the requested increases for itself and for PLS. The
Commission staff's witnesses presented a comprehensive showing as
to all aspects of the proposed rate relief. The city of Los
Angeles presented evidence on rate of return. The California
Manufacturer's Association (CMA) sponsored evidence on rate spread.
The General Services Administration (GSA) presented evidence on

Schedule G-20. Other parties to the. proceeding state their pos:i.-
tion on various issues and participated in the cross-exam:.natlon
of witnesses. '

SDG&E's proposal that no portion of SoCal's uncollectible‘
expense and wnaccomnted for gas expense be allocated to SDG&E
applied to both Applications Nos. 53797 and 54065. The rationale
for our not adopting SDGEE's proposal, contained in Decision
No. 82042, also applies to this proceeding.

Public witnesses opposed the gas rate increases because
of the adverse inflationary effect such increases would have on
charitable institutions, on people with fixed incomes, particularly
the elderly and the poor, and because certain businesses, which
would have problems in passing through increased gas costs, would
have financial problems in absorbing such increases.. -

On November 7, 1973, Phase I was submitted for dec:.sion
subject to the receipt of a late-filed exhibit (received on
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November 16, 1973). Concurrent opening briefs were filed on
December 4, 1973, and concurrent reply briefs were filed on
December 21, 1973, | '

Gas Supply Shortage : - |
Since we issued Decision No. 80430 on August 29, 1972 in

SoCal’s last general rate increase the national gas supply shortage
referred to in that decision has worsened. Adopted gas sales for
test year 1972 were 979,086 Mch » excluding consideration of a
special purchase of 44,000 M°cf proposed to be delivered to SoCal's
retail steam plant customers and to SDGSE for its steam plants

at a special contract rate, above regular tariff rates. Recorded
1972 gas sales were 1,015,694 Mzczf.«:L The gas sales volume adopted
in this order for test year 1974 is 782,850 Moef » a8 decline of
232,844 Mch or 22.9 percent from recorded 1972.

In order to meet its firm peak loads and to meet its
seasonal load requirements for 1974 SoCal plans to make a net
injection into storage of 39,354 Meef. ‘

SoCal's vice president for its System Gas Supply Depart-
ment testified as to the efforts of applicant, its parent, and
its affiliates to obtain new sources of supply to substitute for
declining deliveries from E1l Paso, Transwestern, and the California
producers, to add additional volumes of gas to wmeet Increasing
firm requirements, and to better meet increasing interruptible loads
on the PLS system, - ‘

Some of the factors affecting present and future gas
supplies available for SoCal's use are:

1/ Including 41,719 MecE of special contract gas. SDGSE defexred
L a portion of its special contract gas deliveries until




A.53797 CM/ep *

(2) Gas producers seek to optimize their profits and weigh
the value of oil vs. gas production, often to the detriment of gas
production.

(b) Existing gas fields are being depleted.

(c) Thexe 1s vigorous competition for mew gas supplies., EL
Paso and Transwestern have not obtained sufficient new gas to meet.
their contracted for deliveries to the PLS system.

(d) Gas exploration and development and coal gassification
activities are being carried out by SoCal's affiliates and affiliates
of its suppliers to augment gas supplies delivered to existing trans-
mission facilities supplying the PLS system.

(e) New gas supplies are being sought from Alaska and from
foreign sources which may involve deliveries by pipelire or as
liquified natural gas (ING) delivered by special tankers.

(£) SoCal is seeking to obtain liquid hydrocarbon feed stocks
to operate a synthetic natural gas (SNG) facility to manufacture
ges. After feed stocks are obtained SoCal plans to seek certifi-
cation from this Commission to construct a SNG plant. The plant_-,
which will take about two years .to build, may be either a 125 Mch
per day unit costing $45,000,000 to $50,000,000 or a 250 Mcf per
day unit costing approximately $75,000,000. The SNG plant is planned
to meet SolCal's anticipated near term requirements.

All of these factors point to higher gas costs in the
future, The possible effect on average gas costs of prospective
Canadian gas imports is discussed under the PGA section in this
~opinion,

Aliso Storage Field

In Application No. 52696 SoCal and the Commission staff
both Included the estimated cost of acquisition and 1972 construction
in the Aliso storage field in rate base for the full test year 1972.
This acquisition was made to meet the peak and seasonal load require-
ments on the PLS system. The 70,000 M cf storage capability-of Aliso
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is 2 1/3 times greater than the combined storage capacity of the
four other wnderground storage reservoirs on the PLS system.

Since 1972, because of the worsening gas supply situation, PLS has
accelerated the development of the Aliso storage field by con-
struction of additional wells, compressors, plant piping, and
related facilities so as to be able to inject increased volumes
of gas into storage and to increase the rate at which it could
withdraw gas from the field. PLS states that it will complete the
construction of all facilities related to the A.'Liso proj’ect in
late 1974.

The 1974 estimates of SoCal and of the Commiss:tor; 'staff
include the estimated cost of the 1974 Alisc improvements in rate
base as of Jamuary 1, 1974 and the estimates of operational expenses,
depreciation, and taxes are predicted upon operation of all Aliso
facilities for a full year. GSA proposes deletion of Aliso from
rate base. | L L |

It appears that additional expenditures to meet SoCal's
peak and/or seasonal load requirements will be required for the next
several years and that the magnitude of the 1974 capital expendi-
ture for the Aliso project, of approximately $23,000,000, is of a
similar order of magnitude to the contemplated expenditures needed
for meeting peaking and/or seasomal load requirements in the near
future. Consequently, it is appropriate to treat the 1974 capital
expenditure for the Aliso field on an as—expected basis rather than
the pro forma beginning of year basis used by SoCal and the
Commission staff. Our adopted results reflect this treatment which
is carried through operation expenses, taxes, and deprecia.tion.

Our adopted results include interest during comstruction at 7.5
percent on the Aliso related plant on an as—expected basis, follow—
ing PLS' usual practice. ’

The other issues raised on Phase I proceeding will be

discussed under the subjects designated in center headings in the
following sequence:

2/ This pro forma treatment does not include capitalized interest
during construction (PLS' uswal practice), but does include
compressor station additions at Adelanto. "As—expec'ted" treat~
ment weights plant as of its operative date.
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A. RESULTS OF OPERATION

B. RATE OF RETURN

C. RATE SPREAD

D. PROPOSED PURCHASED GAS ADJUSTMENT CLAUSE

A. RESULTS OF OPERATION

Both applicant and the Commission staff presented results
of operation studies of SoCal and PLS for test year 1974 which in-
cluded all elements related to revenues, including customer growth,
increasing firm use per customer, and declining :Lntemptible‘ sales
in the revenue mix. The studies reflect the efficiencies of size
in operating expenses and facilities. SoCal has the lowest ratio
of operating labor per customer of any major gas utility.

During the course of the proceeding, a number of important
revisions were made by SoCal and the staff in their respective esti-
mates, some of which were included in Exhibit 46, the comparative
results of operation. We will consider applicant's request for
further modifications based upon changed information in our adopted
results. ' ‘

Table I on the following page shows the summary of the
revised comparative results of operation for SoCal under present
.rate in test year 1974 proposed by SoCal and by the Cormission
staff wnder existing delivery priorities as set forth in Exhibit 46,
and the amounts we will adopt for test year 1974. | |

3/ Present rates are those effective as of February 15, 1973
reduced by 0.023 cents per therm which are now part of the
GEDA charge, and excluding all tracking, offset, and other
GEDA changes which have occurred since that date. ‘
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TABLE 1
SOUTHERN CALIFORNIA GAS GOMPANY

Results of Operation Under February 15, 1973 Rates
Test Year 1974

: . Utilicy

:Commission  Exceeds )
* Staff : Staff Adopted
(Dollars in Thousands) '

Item

Operating Revenues $648,500 $652,221  $(3,771) $649,057

Operation and Maint. Exp. _ ‘
Production 358,458 358,812 (354) 356,554,
Storage 5,890 5,683 - 5,631
Transmission 10,873 10,812 10,873
Distridbution 55,812 54,189 54,992
Customer Accounts 30,906 30,854 - 3,515
Sales . 12,000 8,430 8,7Lb
Admin. & General 58,857 55,919 58,029

Subtotal OSM Expenses 532,796 526,699 526,340

Wage Increase Adjustment - (5;203)

Sales Tax Increase - 480

Adjusted OGM Expenses 532,796 519,496 1 | 526,820

Taxes '

Taxes Other Than Income 25,849 25,642 26,407
Federal Income 5,485 11,992 : 6,807
State Income : 1,858 . 3,181 : 2,112

Total Taxes 33,192 40,815 33,326

Depreciation 33,623 33,681 ‘ 33,695
Total Oper. Expenses 599,611 593,992 593,841

Affiliated Int. Adjustment 25 25 ' 25
Return 48,914 58,303 ' 55,241

Rate Base

Working Cash 19,800 9,670 10,130 11,406
Remainder 812,089 814,194 2,105 811 AS

~ Total $831,889  5823,866  $8,025 826,09¢
Rate of Return 5.88% 7.08%  1.20% 6697
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Qggrating 'Revenues.

The staff estimate of operating revenue exceeds appli-
cant's estimate by $3,797,000 for gas sales revenues and Is $27,000
less for other operating revenues. $3,026,000 of these differences
are due primarily to the respective estimates of use per firm meter.
The Commission staff used an average of 9,607 more firm customers
than So0Cal and used a higher number of G=10 customers. The net
effect of the latter differences is $771,000.

Estimates as to numbers of customers, usage per firm
customer, gas supply, and requirements for all of SoCal's customers
were prepared by SoCal and the Commission staff. The Commission’
staff used later estimated data than SoCal. The record contains
later recorded data supporting the staff customer estimate. The
staff estimate of numbers of customers and its use of a more recent
altitude correction factor are reasonable and are adopted. The
staff's later estimate of sales and of the monthly pattern of sales
to the city of Long Beach is reasonable and is adopted.

SoCal estimates a firm usage per customer of 135.1 Mcf
for test year 1974 as compared to the Commission staff estimate of
137.5 Mcf per customer. The SoCal estimate was developed by pro-
jecting the estimated year—end 1972 use per customer at an average
growth rate for the 3-year period .ending August 1972 and by re—
flecting average temperature conditions of 1,637 degree days based
on a 20~year period ending December 31, 1971. The Commission stafs
estimate was developed by projecting a straight line least squares
trend through temperature adjusted twelve-month moving totals from
Januvary 1970 through December 1972 and by reflecting average tem—
perature conditions based on temperatures during the 30-year period
ending December 31, 1970 (the basis generally used' by magor gas
utilities).

Temperature adjusted data for early 1973 show higher
monthly firm usage per customer than indicated on the staff's trend
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line. However, we are persuaded by ScCal's argument that the effects
of the continuing energy crisis as exemplified by the request of the
President of the United States "to lower the thermostat im your home
by at least 6 degrees, so that we can achieve a national daytime
average of 68 degrees" and the various campaigns undertaken to con-
sexve energy will In fact bring the usage per customer down.
SoCal’s estimate of usage per firm customer is reasonable and .
is adopted. Ouxr adoption of SoCal's usage per customer is an end
result., The temperature adjusted base period is a tool used for
trending usage and for adjusting recorded usage per customer to av-
erage conditions., We now require SoCal to report sales information
on a recorded and temperature adjusted basis. The record does mot
Persuade us to adopt a 20-year temperature adjusted base for trending
firm usage per customer. SoCal may wish to present additional in-
formation on this subject in a future rate proceeding but for pux--
poses of reporting temperature adjusted sales it should use a 30~year
temperature adjusted base. ' -
The gas sales volumes and the related revenues by class
as estimated by SoCal, by the Commission staff, and our adbpted sales
are shown on the following tabulations. The revenue modification for
other revenues reflects the modification of curtailment of inter-
ruptible exchange deliveries based upon adopted sales.

Gas Sales by Classes of Service
Test Year 1974

Class of Service SoCal >  staff > Adopted

(Sales in MPcf) -
Firm General Service 442,193 451,555 443,659
Gas Engines 5,699 5,699 5,699
Regular Interruptible 177,164 171,565 177,242
Steam Plants 61,366 . 58,161 _ 60,077
Wholesale 96,179 96,173 196,173
Total Sales 782,601 783,153 782,850
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Revenues by Classes of Service
Test Year 1974

Class of Sexvice Utility . Staff - Adopted
, - (Dollars in Thousands)
Firm General Service $485,031 $492,829" 486,172
Gas Engines 3,416 3,416 3,416
Regular Interruptible 88,329 85,527 88,244
Steam Plants 23,127 21,919 22,640
Wholesale 47,120 47,130 47,120
Subtotal 647,023 650,821 647,592
Other Operating Revenues 1,477 1,450 1,465
Total Revenues 648,500 652,271 649,057

- Decision No. 82716 dated April 9, 1974 in Applications
Nos. 53945, 53946, and 53970 established test year 1974 annual gas
requirements for Sam Diego Gas & Electric Company (SDGSE). It also
established ammual gas deliveries from SoCal to SDGSE based upon &
£loor of 80,665 M c£, which fncludes 270 M2cf to be utilized in ING
storage, 50,890 MZcf (which fncludes 1,065.3 M2cE of peaking gas) to
be used directly to meet firm requirements, 8,608 M?cf to be used to
meet retail Interruptible sales, and 20,897 M ef to be used to meet
interdepartmental requirements. Due to the difference between esti-
mated firm usage and adopted firm usage of SoCal's customérs, there
is a shift of available interruptible supplies by priority blocks.
This shift increases SDGSE's regular interruptible deliveries by
88 MPc£ and decreases SoCal's deliveries for SDG&E's interdepart-
mental usage by 88 Mle £. The Commission staff's later estimates for

regular interruptible and steam plant requirements have been utilized
in arriving at the adopted gas sales. ’
Operating Expenses

SoCal's estimate of $532,796,000 in.total operating and
maintenance expenses, including administrative aund general expenses,
is analyzed in detail in the following paragraphs.

-13-'. .




A, 53797 cm *

Wage and Employee Benefit Adjustments

SoCal's 1974 expense estimate includes a prospective .
April 1, 1974 wage, salary, and employee benefit increase of
5=1/2 percent on a pro forma full year basis over the comparable
April 1, 1973 levels. SoCal characterizes this {ncrease as con~
sexrvative in light of the increases negotiated in receunt years
coupled with the ongoing inflation. The wage and salary increases
for 1974 total $3,231,000 and the associated fringe benefits total
$1,359,000. The Commission staff's wage adjustment of $5,203,000
is based upon the April 1, 1973 salary, wage, and benefit levels,
less a $613,000 disallowance to limit the 1973 increase to 5-1/2
pexcent in accordance with the Phase II guidelines and the spirit of
the federal govermment's Economic Stabilization Program. GSA opposed
inclusion of out-of-phase-adjustments in this proceeding. Our
adopted results incorporate all of the 1973 wage increase and a
5-1/2 percent wage increase ammualized for 1974. The latter amount
is subject to reduction if the actual increase is below 5-1/2 percent.
Social Security Taxes, Sales and Use Taxes, and Postage

Changes in sales and use taxes, social security, and
in postage rates have been frequent in recent years., Consistent
with our treatment of the Aliso project our adopted results of
operations incorporate these increases for the period they are
anticipated to be in effect in the test year. The breakdown of
the amounts attributable to these adjustments are contained in
the appropriate sections of this opinion.
Production Expensges :

Production expenses account for over 67 percent of SoCal s
1974 estimated 0 & M expenses, for over 69 percent of the staff
estimated 0 & M expenses, and over 55 percent of their respective
total revenues at present rates (see Footnote 3). Production
expenses consist mainly of costs of natural gas purchased from




El Paso and from PLS. Purchases from the latter company are made
under a cost=of-service tariff, necessitating a determination of
that company's results of operation for test year 1974 to determine
in turn a substantial part of applicant's production expenses.

The $10,000 use per firm meter and the $178,000 basic
expense estimate differences between SoCal and the Commission
staff (Table 2, page 26), excluding the PLS purchases, are related
t¢ their estimates of gas sales and gas purchases. Adopted total
gas purchases by applicant amount to 808,24 M?cf, of which
10,191 MPef is for company use and 15,203 Micf for mnaccounted for
gas (excludes PLS net :Ln.aection of 39,354 MPef and unaccounted for
gas of 8 M%cs). :

From our test year 1974 adopted-operazional results of
PLS contained in Table 3 (page 32), the costs of operation which
flow to SoCal under the cost-of-service tariff, which includes a
fixed rate of return of 8.0 percent, amounts to $142,492,000, which
is $2,056,000 lower than estimated by applicant. We find reasonable
and adopt production expenses of SoCal, with PLS»charges.at the
existing 8.0 rate of return, in the awount of $356, 554,000 for test
year 1974, as shown in Table 2 (page 26).

Storage and Transmission Expenses

Applicant 's as-expected estimates are developed at the
district level by function and by accommt. These estimates are
reviewed through the company's divisional and departmental levels
for conformity with company policy and budget goals..

The Commission staff tested applicant's as-expected
estimates using five years of recorded data, adjusted to.the test
year wage levels. to establish straight line trends for each ac-
comt. The $207,000 and $61,000 differences represent the differ-
ences between the trended amounts and the company estimates for 9
of 34 accounts where the trend was below the company estimaxe. The
staff adopted the compary's estimate where the trend was above the
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company estimate. The Commission staff did not justify this
selective trending procedure. We adopt SoCal's estimates. for trans~
mission expense and for storage expense, less a $259,000 deduction
to reflect the as-expected storage operation of the Aliso -
project. -
Distribution Expenses

The Commission staff estimates for customer installatiomns
and other operational expenses are $1,122,000 and $319,000 lower
than SoCal's estimates because of a changed trend occurring after
the 1970 merger of SoCal and Southerm Counties Gas Company. The
demand for customer installation services iluctuated widely in 1971
and 1972, Operational changes for providing these services are’a
logical outcome of the merger. The wide fluctuations in customer
sexvice demand have a bearing on average costs for providing such
services and consequently we will adopt ome-half of the adjustments
indicated in the staff trends. The adopted amounts for these ac-
counts total $20,520,000, a $721,000 reduction from SoCal's estimate,

The Commission staff'’s evidence in support of the adjust-
ment of $33,000 for maintenance of distribution structures and
improvements is not persuasive. The Commission staff's evidence
on trended unit costs for meter repairs,coupled with the inability
of applicant to estimate which meter grouping would be repaired
prior to completion of their meter survey, justifies our. adoptibn

of the staff's $99,000 adjustment for maintenance of meters-and
bouse regulators.

Customer Account Expenses

We concur with the staff adjustment of $114,000 for
customer accounts supervision based upon past cost ratios
between supervisory and non-supexrvisory labor costs. We adopt:
the staff's $54,000 higher estimate for meter reading costs
which are related to numbers of customers. Uncollectibles are
related to adopted revenues. o |
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SoCal's postage expense will increase by $666,000 over
estimated postage charges for customer records and collections.
Sales Expenses |

SoCal estimated its 1974 sales expenses at $12,000,000
for advertising, promotion, and customer informatiom. The Com-
mission staff estimate {s $3,570,000 lower, consisting primarily
of deletions of all expenses related to residential appliances
($1,505,000), packaged air comditioning ($639,000), and food sex-
vice ($665,000); of the elimination' of $600,000 of 3800 000 for
advertising expenses in support of manufacturers; and deletion of
related supervisory salaries and expenses ($130,000).

SoCal contends that all of these expenditures are needed
to carxry out its objectives and emphasizes that the level of its
advertising expenditures and programs is necessary to counter the
heavy expenditures of the electric manufacturers (mo breskdown of
such electric manufacturers local expenditures in areas competitive
with gas appliances was provided), to maintain its share of the
maxket, to encourage manufacturers to continue to turn out gas ap-
pliances, and to assist appliance dealers in marketing.gas appli-
ances. SoCal's program objectives are:

(2) To accommodate their customers informational needs;

(b) To improve customers efficlent and effective use of
gas;

(¢) To maintain its present market position for gas
appliances and equipment and to influence the fuel
choice for appliances being installed in new homes
and apartments; and

(d) To influence the choice of customers who‘have com—
mitted energy-needs. «
The Commission staff witness elimxnated all expenses

for those programs where the 1974 gross revenues attributable to
these activities was less than the 1974 expense imcurred for the
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programs because he concluded such programs were not beneficial

to the ratepayer. He stated that this monetary criteria was the
only ome offered by SoCal when he sought to evaluate the. programs.
Exhibit 44 contains the expense breakdown within each major sales
activity by accounts. SoCal's estimates in Account 912 for
programs, salary expenses for appliances, packaged air—conditioning,
and food service total $2,059,000. The Commission staff ad;ustmeno
for these items was $2,820,000.

When cross—examined SoCal's witness categorically
characterized all of the programs as essential with the following
exception:

"No, I don't consider the packag’ed:‘air |
conditioning program as an essential service except

the aspect of that which responds to a customer’s

. and a contractor's need to know about the av*ailabili‘ty
of gas air conditioning and what it will do for the

customer.® (Tr. 708.)

SoCal contends that the expenses for a single year “should
not be related to Nvenues for a single year, but to the long term
benefits of such expenditures. Exhibit 43 shows the present worth,
at 8 percent, of gross revenues anticipated to be derived from all
of its programs (over the service lives of the several products) as
compared to the 1974 expense. To the extent that the present worth
approach is valid, if applied, it should be applied to net z?evenues'
to determine benefits to the company. The present worth of net
revenues at the authorized rate of return for each of the staff
adjusted programs is less than the 1974 expenses.

SoCal's total sales expenses constitute approx:’.matelj
2.25 percent of its estimated operating expenses. The reasonable-
ness of amounts expended for certain sales marketing activities and
for institutional advertising (Account 930) are amounts which the
public and their elected representatives frequently take. exceptiénx 1oy
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especially when taken in the context of‘todaY’s energy'éhortages.
After giving due consideration to the record herein we find that
SoCal's $12,000,000 estimate is excessive and that an allowance
for SoCal's sales expenses of $8,746,000 is just and reasonable
for SoCal's 1974 sales activities. The latter amount includes
an allowance for advertising expenses to meet the objectives set
out on page 17, lines (a) and (b). SoCal should carefully weigh
its priorities and consider the benefits to it and to its
customers in setting up various marketing activities.

Administrétive and General Expenses

SoCal estimated {ts administrative and gemeral expenses at
$58,857,000 for 1974. The corresponding Commission staff estimate
of $55,919,000 includes a $2,143,000 reduction for SoCal's public
relations expenditures, a mavagement force reduction of $640,000,
and other net reductions of $155,000.

SoCal's rebuttal witmess Riffel, its Vice President for
Public Relatmons, testified that the company's public relations
effort consists in part of commumications programs directed to
informing the public of various facts and services relating to the
company and to gemerate mutual understanding between the public
and the company; that the thrust of SoCal's institutional adver-
tising was to supply the public with information concerning the
natural gas supply situvation in Southern.California and what  SoCal
was doing,to neet gas supply problems, including reasonable as-
sumptions regarding the probable cost of such programs; and infor-
mation on the quality and scope of its customer service programs.

Witness Riffel testified that Institutional advertising
is an arm or tool of public xelationsz and was not Synonymous “with




public relations. Witmess Riffel also sought to distinguish ingti-
tutional advertising and public relations from advertising in
connection with California Assembly Resolution HR 56 dated May 22,
1972. This reselution urges the Commission to maintain dowawaxd
pressure on the over-all level of advertising expenditures; to
‘examine and to require the utility to demonstrate, within guide-
lines, substantial benefits to the ratepayers for allowed expenses.
Many of the social objectives promoted by SoCal in its
public relations progxamsé-/ appear to be worthy objectives, but
GSA correctly points out that Account 426, other income deductions,
a nonoperating account, rather than operating accounts, was the
proper place for recording such expenditures. The $24,000 fox
legislative advocacy should be recorded in Subaccount 426.4.
Commission staff witmess Pemny testified that he equated
public relations and institutional advertising because they have
the same objective, the enhancement of the corporate image. EHe
did not delve into the purposes of various SoCal programs. His
adjustment was based upon increasing a calculated .00054 ratio
of institutional advertising to revenue, derived from Decision
No. 80878 dated December 19, 1972 in PG&E's gas xate increase
Application No. 53118, to .0007348 for all of SoCal's administra-
tive and general public relations activities, including institu-
tional advertising and display shop expemses of $27,000. Witness
Penny testified that the thrust of ER 56 and this Commission's
Rule 23.1 supports his position. . |

s/ Public relations expenses are specifically mentioned only in
Account 923 of the administrative and general expenses. There
is no dispute as to the amount to be included in Account 923.
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The staff contends that SoCal's witness Bruncken -was
originally offered as the witness responsible for justifying
the expenses attributable to public relations and institutional
advertising; that his prepared testimony contained in I:::d-xibit: G
is devoid of any mention of either activity much less any justi-
fication for these activities; that when given an opportunity to
justify these expenses he explains that they were helpful in
enbancing the corporate image of applicant; that the Commission
staff recognized that the ratepayer received some benefits from
such enhancement and made an allowance for that benefit; that the
shareholders received the major bemefits; and that recognizing
the failure of its direct presentation SoCsl's rebuttal witness
Riffel testified concerning the company's public relations
activities.

SoCal has the burden of proof in justify:{ng any portion
of its request for a rate increase. It should be explicit inm
explaining the need for each of its public relations programs and
of showing benefits for the ratepayer as well as for the enhance-
ment of its coxporate image. The Commission staff estimates should
be based upon greater familiarity with specific programs.

After careful consideration of the record we find that
just and reasonable test year 1974 expenses for public relatioms
activities and associated employee bemefits included in
Accounts 920, 921, 926, and 930 are $2,100,000. This amownt includes
$650,000 for advertising concerning gas safety and information on
the gas supply situation. An information program focusing on the

cost impact of reduced gas supplies might have a salutary effect
on SoCal's energy comservation program.
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Witness Penny's estimate reduced regulatory Commission
expenses by $135,000 based upon a trending of regulatory expenses
incurred. The Commission staff contends that authorizationr of a
PGA would significantly reduce the regulatory burden on applicant
and that applicant has not demonstrated the need for expenses
related to preparing emvirommental data statements (EDS).. SoCal
bas subsequently submitted an EDS in a certificate proceceding,
Application No. 54671. SoCal's regulatory commis_sioiz expense
estimate is reasomable. , .

Witness Pemny reduced the company's estimate of adminis-
trative and gemeral salaries in Account 920 by $640,000 based
upon the contention that SoCal did not reflect its planned reduc-
tion of 32 management positions in 1974 in its Accowmt 920
estimate. S

SoCal states that its management persomnel requirements
are scattered throughout the operating and maintenance expense
accounts and that the reduction in numbers of posit:ions are
included in these accounts as well as in Account 920. SoCal did
not provide the necessary detail, for the record, as to mmbers
of management positions spread through the various operating
accounts or of the associated expenses. SoCal's Exhibit 48 shows.
a reduction of two sales management positions as comtrasted to its
Exhibit 42 which shows no such reduction. Exhibit 21 shows
SoCal's estimated full-year management salary increases for 1973
totals $1,753,000. This represents an increase from a 1972 salary
base (for positions carried forward into 1973) to a calculated
1973 salary base of $33,626,000. A 1974 anoualized increase of
5% pexcent from this 1$73 base totals $1,849 ,"000.‘ SoCal estimates
its 1974 management salary increase at $1,825,000. The expensed
portion of SoCal's 1974 management salary increases reflect a
$370,000 expense decrease from the 1973 salary base level.
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Our adopted administrative and general expenses reflect
a $270,000 net reduction for management salaries, the difference
between the Commission staff's $640,000 adjustment and the reduc~
tion contained in SolCal's estimates.

We have increased administrative and gereral. e;cpenses’
by $83,000 to reflect increased postage costs not in effect when
SoCal prepared its application. There is no question of the need
for SoCal to pay increased postage rates, increased saﬂ.es taxes,
and increased social security taxes to carry out its day—to—day
activities.

In the area of SoCal's research and development (R&D)
activities we enter into a discretionary type of activity.

SoCal sought $2,000,000 for test year 1974 R&D activities. The
nature of the R&D activities and the reasons for them, to carry out
energy conservation and pollution abatement activities, were.
explored on the record. SoCal's testimony was that five years age
the company was trying to sell more gas but that at this time the
company was trying to get themselves and their customers in a
position to survive an energy supply crisis that is growing. con-
stantly and the end of which is not in sight; that SoCal's revenue
requirement could be increased by reason of having to spread its
fixed costs over smaller volumes of gas; and that {ts customers
and soclety would benefit from having more efficlent, more
pollution-free gas consuming appliances and processes.’ ,

The Commission staff adopted SoCal's estimate for R&D
expenses of approximately $2,000,000 for test year 1974 (exclndmg
R&D costs for projects to be carried out by affiliates which
SoCal included in the PLS rate base). SoCal listed the n.ncreased
estimates for its 1974 R&D program on the record but it did not
seek an allowance for the upward revision as part of its basic
showing. The increase does not appear in Exhibit 46 which shows the- -
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difference between SoCal and the staff. The staff points out that
several of the projects are substantial in amount and represent
accelerated program developments. One program was for the fuel
cell TARGET project. The Commission previously amortized TARGET
expenses for ratemaking purposes, but SoCal did not amortize TARGET
expenses in this proceeding. The staff contends that, if anything,
these expenses should be reduced by appropriate amortization of
TARGET and like projects; and that some of the new projects are
devoted to developing new uses for natural gas rather than
conservation. .

GSA opposes inclusion of R&D expenses because they will
promote gas usage and also because certain items, if developed,
will be used by SoCal and become part of rate base and could be
then incorporated in the company's accounts as depreciable assets.
GSA suggests that R&D expenditures, if prudent and reasonable,
could be put in a deferred account and capitalized or be written
off over a reasonable period after the failure of a particular
project becomes apparent. GSA contends that under SoCal's treat-
meat ratepayers would be forced to contribute capital by meeting
an excessive revenue requirement caused by charging against
current income a cost properly relating to future plant and future
income. _ -

To the extent that more efficient appliances are devel-
oped and marketed and more efficient uses of gas energy are :
realized, there will be savings of gas. With such savings the-
requirements for more expensive new sources of £as supply would be
lessened, and the average cost of gas in the SoCal gas pool might
be reduced. SoCal's :Lntempt.n.ble customers would benefit to the
extent that the firm gas usage savings were utilized to meet ‘
interruptible loads. This is a factor to be considered in rate




. * I

A 53797 ep w

design. There are benefits to SoCal's customers in ‘authorizing
the company to include R&D expenses in its operating expenses.
However, the staff's objections to the pi-Oposedi level of the
augmented R&D programs for test year 1974 are reasonable.

Based upon the discussion, supra, we acto_pt an amownt of
$58,029,000 for administrative and general expenses. _

Table 2 contains SoCal's and the Commission stéi‘f’s,_
operating and maintenance expenses for test year 1974 together with
a breakdown of their areas of differences and our adopted expenses.
of $526,820,000. The adopted expenses include additional sales

tax expenses of $480,000 and additional postage expense o.f
$‘749’OOO-

Taxes Other Than on Income

SoCal provided later infomation that current ad. valorem
tax costs would result in a $740,000 decrease below its estimate
for the first installment of its 1973-1974L tax year and a like
amount for the second installment. We are not persuaded by ‘SoC‘aJ.'
arguments that no recognition should be given to this v-ed1:«’:'1::!.0:1
because of potential offsetting increases of like magnitude in
the second half of 1974 due to increased assessed valuations
because of the possibility that there would be a reduction in
federal revenue skaring funds available to reduce pro:pert.y tax
rates, and because property tax rates may increase to the 1972-
1973 fiscal year level. SoCal’s estimates of average tax rates
per S100 of assessed value are $11.855 for SoCal and $10.90 for
PLS for 1972-1973, 1973-1974, and 1974~1975. -

The edopted ad valorem tax of $18,459,000 reflects the
full year effect of the reduction in rates and adoption of all of
the staff's plant adjustments to rate base, with the except.ion of
the capitalized wage adjustment proposed by the staff. .

We are including an additional $86,000 for social security
tax increases not contemplated m the orig:’.nal estimates, based
upon tae adc»pted' operating expenses.
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The staff's estimate of payroll taxes reflects staff
reductions inherent in its expense estimate and is $217,000 below
SoCal's estimate. We will adopt payroll taxes of 7$'5*,‘9l+3;000.
Income Taxes |

Applicant and the Commission sta.ff used the same tax
rates and procedures to arrive at the income tax estim&bes_ for
SoCal and PLS. Differences in operating revenues, operating{ ,
expenses, payroll taxes, and of the plant base for the computation
of ad valorem taxes all affect the estimates. Both the Commission
staff and applicant used asset depreciation range and accelerated
depreciation following the double declining balance method, where
appropriate, in the calculation of tax depreciation. Bot‘h" estinmates
reflected an annual amortization of ad valorem tax reserve based
upon an accounting change authorized by this Comm:fssion, and an
amortized amount of additional corporation franchise tax for SoCal,
resulting from this Commission's permission in 1972 for SoCal to
change its method of accounting for these purposes (SoCal's federal

income tax calculation omitted the exclusion of this add:.tional
amount ).

Applicant and the Commission staff used different
approaches in the computation of interest deductions for income
taxes. Applicant based its computations on actual or estimated
interest rates applied separately to the monthly balances of
long~term and short-term debt. The Commission staff states

it derived interest by multiplying the estimated year—end 1974
weighted composite of long-term and short~term interest applied
to the estimated weighted average debt for each utility in the
year. However, the short-term rate used for tax purposes
differed from that used for the rate of return determination.
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The adopted results reflect further‘inciéeses in the cost
of sbort-term debt to 10 percent; and long-term debt to 9.5
percent, for the prospective long-term debt‘issuesiin'1974;V These
interest charges were utilized in our derivation of a year-end 1974
composite interest rate for tax purposes. Ye axe adopting the same
approach as we @id in Decision No. 77975 dated November 24, 1970
in Application No. 51567. This decision states in part (mimeograph
page 13): | ' I |

*The staff's use of a year-end composite

interect rate for combined short-term and

long-tern debt to determine test year

interest deductions for the calculation of

taxes based on income is consistent with

rate of return studies which involve in

effect applying year-end capital cost rates

with weighted average capital during the

test vear, in view of the relationship of

such capital to rate base and the fact that

the revenue requirement on vhich rates are

to be based is, in ‘part, the product of a

rate of return and 2 weighted average rate

base. In concept the staff approach tends

to bring income taxes and rate of return,

as elements of the total cost of service
or revenue requirement into synchronization.”

In our discussion of rate of return"We,regégnize'that,‘
Socal and PLS would receive below the line benefits from the gains
realized by reacquisition of their debt at a discount. The
utilities did not pay any income tax on these gains as they have
taken advantage of provisions of the Internal Revenue Code to
offset the gain against depreciable property, which in turn reduces
the depreciable property basis for computing income tax
depreciation. We would be inconsistent if we 2uthorized the gain
to be transferred to surplus and also burden applicant’'s rate—
payers with the additional expenses -

-28-
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of paying higher taxes by reason of PLU taking advantage of these
gains. We adopt the Commission staff approach’ (acceded to by SoCa.l)
of not recognizing the IDI reductions in tax. depreciation expenses
for rate fixing Purposes.
Rate Base

The Commission staff's estimate is based upon the updated
plant estimate provided by applicant, less $812,000 because a
portion of proposed transmission line will not be comstructed,
and an addition to plant based upon their higher estimate of
customer growth. We adopt these adjustments. The Commission staff
proposed a capitalized wage adjustment of $86,000. We reject this
adjustment because we have annualized wages. The adopted working
cash allowance of $11,406,000 at the last authorized 8.0 percent
rate of retwrn incorporates previously adopted revenues and
expenses. The adopted working cash allowance at the 8.50 rate of
return authorized herein is $9,301,000. The lead-lag data used
in calculating the adopted working cash is based upon the 1971
lead-lag study with the staff modification using the 1972 state
corporation franchise tax lags, based upon the actual practices
of the company, and includes the Commission staff's adjustments
for non-interest bearing customers' deposits and for unamort::.zed-
State corporation franchise taxes. The 1972 lead-lag study
furnished to the staff by the company is not appropriate. because
estimated 1974 revenues rather than recorded 1972 revenues were
used for the revenue lag determination.

In 1967 SoCal sold certain properties to an affiliate,
Pacific Lighting Properties Company (PLPC) at a loss. PLPC made
$1,400,000 of improvements t0 this property and in 1972 sold a
portion of the pmperty to a non-affiliated third party for a
$421,000 pre-income tax gain. The Commission staff recommends '
that on final sale of the property to an oxxt,s:i.de part:y '
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a portion of the gain should be returned te Sofal to reduce the
original loss and that $411,000 of the original loss presently
remaining in SoCal's depreciation reserve account be disallowed
for ratemaking purposes. The accumulated depreciation reserve of
Southern Counties Gas Co. (Counties), now merged with SoCal, was
reduced by approximately $488,000 in 1967 which represented the
loss incurred by the utility on the sale of land and buildings.
The Commission staff witness did rnot dispute the allocation between
depreciable property and land made at that time. Counties made
vigorous efforts to sell the property from July 1961 mntil it was
sold to PLPC in 1967." We concur with SoCal that no adjustment is
appropriate mder these circumstances.

There are several instances where the Commission staff
requested greater control over applicant's reclassification of
properties from operative to non-oOperative properties. The
Comission staff's recommendation was that SoCal and/or PLS should
notify the Commission by letter of intent of planned reclassificas
tion of properties with book values for land in excess of $100,000
in time for the Commission to determine if it has amy objections
to the reclassification. The staff indicated that this approach
would be followed in other utility rate proceedings. There is
nothing on this record indicating any improper action on SoCal's
or PL3' part in the disposition of non-operative properties.
SoCal objects to the adoption of this recommendation because it
would represent a fundamental change in the wiform classification
of accounts. However, in the interest of our continuiné ovei'view '
of the operations of these utilities we will adopt the staff
recommendation.

The record supports GSA's recommendation that ut:.l:tty
plant in the amount of $5,000 be transferred from an oPerat:.ve
to a non-operative sta.tus.
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Authorized Revenue Increases , ‘

In order to achieve the authorized rate of return of 8.5
percent on rate base SoCal is in need of additional net revenues
of $14,799,000 and gross revenues of $33,693,000. The additional
revenue requirement gives consideration to increased uncollectible
. expense and franchise taxes and the decrease in the working cash
requirement at authorized rates. Revenues derived from SoCal's
requested rates, modified for the 0.023 GEDA adjustment, would
total $702,275,000. This increase is excessive. The authorized
rates and charges contained in Appendix B, attached to this brgler,
designed to yield $682,750,000, are just and reasonable and present
rates and charges, insofar as they differ therefrom, are for the
future mjust and wnreasonable. '
Pacific Lighting Service Comx |

As pointed out earlier herein, a determination of PLS'
costs of operation must be made to determine in turn a substantial
portion of applicent's production expenses. PLS' total ¢ost of
service equals its gross operating revenues, which are the sum of
its operation and maintenance expenses, depreciation expense, and
taxes other than on income plus net operating revenues and income
taxes. Its net operating revenues equal the product of its
weighted average rate base and a fixed rate of return, presently 8.0
percent as fixed by Decision No. 80430.

Table 3 contains the PLS 1974 results of operations
estimates of SoCal and the Commission staff, and the amounts
adopted, all at an 8.0 percent rate of return, and the amounts
adopted at the 8.50 percent rate of return authorized herein.

The following discussion explains the basis used in amving at
the adopted amomzts.




A 53797
TABLE 3
PACIFIC LIGHTING SERVICE CQIPANY
RESULTS OF OPERATION - TEST YEAR 19764

At 8.00% Rate of Return :

: At 8.50%
! Commnis- :Ut{lity :

:Rate of Return
Authorized
Herein

te

sion :Zxceeds : H
: Staff : Staff : Adopted =

mep——

Item

: So Cal

Total Oper. Revenues

erating E
Production
A & G Tranchise Reqs.

nges

Total Oper. Expenses

Taxes
Taxes Other Than Income
Federal Income
State Corp. Franchise

Iétal Taxes

Depreciation

Returmn

Rate Base :

Gas Plant in Service
Const. Work in Prog.
(N.I.B.) ,

Cas Stored Underground-
Current '

Prepaid Gas Purchases

Materials and Supplies.

Working Cash -

Unamort. Gas Dev. Costs

Subtotal

Depr. Reserve of Gas
Plant

Total

Rate of Return

$144,548

117,599
130

(Dollars fn Thousands)

117,828 (230)

115

$144,714 - ($166) $162,492

117,721

114

$144,377

- 117,721

117,729

4,328
Q3s)
218

15
117,944

4,295 -
209

33
(344)
(72)

(215) -

117,835

4,108

(656)
(55)

116

117,837

4,108

4,411
5,638
16,770

234,874
475

16,843
3
54
1,260
3,421

290
4,796
5,638 0

16,338 432

233,393 1,481
475 0
16,843 0
3 0
5 0

792 468
- 3,621

(383)

3,397
5,422

15,838 -

226,750
475

16,843 "
s

54

919
0

115

6,29
5022
16,826

| 226,750
475"

16,863

3
54

878

0

256,958

(47,328)

251,588

(67,238) "0

5,370

245,072

(47,112)

245,031

. (47,112)

$209,630 $204,260 $5,370

8.00%

8.007 -
~32-

$197;§60'

$197,919"

8;00%' : ,ﬂ8;5613 {“'
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Operating and Maintenance Expenses

The $230,000 difference in production expenses between
SoCal and the Commission staff is related to the gas volumes
purchased, which in turn are related to the interruptible exchange
curtailments. Based upon the sales estimates to SoCal's customers
PLS' production expenses total $117,721,000. This production
expense is solely for gas costs. All labor and material costs
associated with the operating and maintenance of the PLS system
are reflected on SoCal's operating results. The only other
operating and maintenance expense incurred by PLS is the payment of
franchise fees. The adopted amount of franchise fees of $114,000
is based upon the staff's more up-to—date ratio of 0.08 percent
of revenues. :

Interest Deductions for Income Taxes :

The interest deduction for income taxes is based upon
the same considerations which were utilized for the SoCal |
deductions.

Rate Base

The Commission staff excluded 1,320 acres of buffer
zone around the Aliso Canyon storage field which reduced rate
base by 91,233,000 and reduced the Commission staff"s ad valorem
taxes by $33,000. SoCal demonstrated that this buffer is ziécessa;-y'
for Security of the injection and wi.thdrawal facilities used in
the operation of the gas field and to prevent undesirable inter—
ference with nearby residential developments. SoCal points out
that if the buffer were not a part of the Aliso field, and if trees,
which would be costly to plant and to maintain, were planted close
to the critical facilities used in operating the field to. prov;de
a visual barrier and a sound barrier, that these trees could be—
come a serious fire hazard ' ‘
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The record shows that there were over 2,000 trespassing
incidents on the Aliso project in approximately 15 months and that
there is a substantial brush fire hazard in the area. SoCal should
investigate the possibility of cultivating, or leasing for
cultivation, of some of the fringe areas most frequently trespassed
upon and of providing more substantial fencing in these areas.
Possible benefits could be the generation of revenues from such
cultivation, increased protection against fire hazards, improved
appearance, and greater security for the facil:.'cy. The staff" s
adjustment is rejected. '

The acquired Aliso field oil operatioms were assigned
to a non~utility affiliate. In apportioning costs the present
worth of oil rights was calculated at a 13 percent rate and the
present worth of gas rights was calculated at a 10 percent rate.
The 13 percent rate was designed to meet the earnings obj.éctivé
of the affiliate. We do not quarrel with the transfer of the oil
operations from applicant's operations so long as the ob«jectives
of the utility gas field operations continue to be paramount.

We concur with the Commission staff's $210,000 PLS rate base
adjustment which assigned costs based upon using a 10 percent
interest rate in computing the present worth for both gas and oil
rights and an associated ad valorem tax adjustment of $4,000

GSA proposes to eliminate the Aliso field from rate
base because net gas volumes injected are not available for
sale in the test year. No withdrawals from Aliso are projected
for the test year. We cannot expect PLS to develop this facility
during a cold year when withdrawals from storage are ne-cess.ary;

The rate base adjustment based upon as—expected con-
struction of various portions of the Alisc project and capitaln.zed
interest d.wing construction totals $7 »914,000. -




A. 53797 ‘ep *

The related ad valorem tax and depreciation expense: edjnstmentsx
are each $216,000. ‘

PLS has included $3,421,000 in rate base for R&D costs
of‘non-GEDA type projects, i.e., coal gasification, SNG and various
LNG projects such as contemplated projects in Alaska, Indonesza,
and Australia. The staff‘did not include these amounts in the.

PLS rate base.

The expenditures are basically for preliminary engineering,
engineering studies, environmental studies, and feasibility studies
which are undertaken prior to-making,a final decision on the under—
taking of a project. If the proj’ec-t;s are undertaken, they will be
carried out by affiliates of SoCal or PLS, or SoCal for the SNG |
project. :
The preliminary funds related to a particular project
world be assigned to that project at such time as the development
was to be initiated. Since we have not authorized these projects
and since the authorization for these projects, except for SNG
Project, would have to come from the FPC the appropriate vehicle
would be for the affiliate requesting authorization of the project
%0 include these costs in making its proposal for a cost of
service filing to the FPC or for applicant to include the appro-
priate costs inan SNG certificate filing with this Commission.

The justification for such expenditures could be tested upon that
record. Consequently, we adopt the Commission staff's recommendation
and delete these expenditures from the PLS rate base. Oux act:.on
will not preclude applicant—frOm requesting authorization to
amortize wnsuccessful project expenditures.

SoCal used the same allowance for PLS' working cash
as authorized in Decision No. 80430. The Commission staff's
estimate properly reflects the transfer of PLS' employeeS'to
SoCal as of January 1, 1972. Our determination of‘working cash
in the amount of’$919,000 is consistent with our determnnation
of the adopted working cash ro* SoCal... |

35—




The adopted gross opening revenues £for PLS which are
incorporated in SoCal's production expenses are $142,492,000 at the
8.0 percent last authorized rate of return, and $lbh,377,000 at
the 8.50 percent rate of return authorized herein.

B. RATE OF RETURN

In determining the appropriate rate of return in this
proceeding, the Commission must balance the interests of SoCal's
custonmers and those of the investors furnishing the funds necessary
To meet the public utility service needs of PLU. We strive to
give the customers the lowest rate practicable and at the same time
%o provide applicant with the funds necessary to comstruct the
PLU systems and to provide SoCal's customers with rea.sonable
service. -

All of the common stock of SoCal and PLS is cwned,by-'

their parent, Pacific Lighting Corporation (PLC). SoCal, the
Commission staff, and Los Angeles aseribed PLC's preferréd stock tvo
the PLU capital structure. The funds derived from the prefemd
issues have been utilized for the same utility pUrposes SoCal or
PLS could have utilized had they issued preferred stock in their
own names. In arriving at . owr rate of retwrn determination: the
financial requirements for the integrated operations of SoCal and
PLS, designed to meet the needs of Solal's customers, are appro-
priately treated as a single entity, PLU. ‘

SoCal and PLS are constn.tmn.onally entitled to an
opportunity to recover their operating costs and to earn a |
reasonable return on that portion of the PLU system which is.
lawfully devoted to public use. The rate of return-on rate base
provides for the payment of interest on debt, dividends on
preferred stock, and earnings on common equity. A company's
earnings level should be sufficient to permit it to attract
capital on reasomable terms and to adequately cohpensat'e dts
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investors. After considering all of the evidence, the -Commission
concluded that a rate of return of £.50 percent is fair and
reasonable for SeCal and PLS. We will now proceed to consider
the evidence which assisted us in arriving at the rate of return
we judge to be fair and reasonable. | N
Testimony and exhibits concerning the fair rate of
return for the PLU system were presented by witness Jensen, for
applicant, who initially recommended an 8_.5 percent rate of return,
but subsequently suggested that rates of retwrn of 8.75 to 9.0
percent be considered if the then existing high rates on debt
continued in effect;/ by Commission staff witness, Scheibe, who
recommended a rate of return of 8.15 percent; and by witness -
Kroman for the city of Los Angeles who recommended a rat}e:of return
of 8.2 percent. : |
SoCal contends that the rates of return for itself and
for PLS must be at a level which will enadle them to maintain their
credit ratings, to attract capital on favorable terms so that the
PLU systems can be expanded to meet the energy needs of SoCal's
customers, and to provide investors with arn adequate return. |
SoCal points out that there is no significant difference
between the PLU's capital structure as developed by the company '
and the Commission staff and that only minor differences ex:.st
between the imbedded costs of debt used by each o.f them .
(Exhibits 31 and 37) and that the difference of $7.8 million in
8ross revenue requirement stems almost entirely from the. rate ‘
of earnings allowed on the 35 percent common stock equity ratio,
namely, the 11,83 percent recommended by the Commission staff as
compared to the 12.96 percent requested by SoCal. |

5/ e suggested that the Commission could consider this. rate
of return request in relation to the overall increase
requested.
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In Decision No. 80430 dated August 29, 1972, rates were.
set for SoCal with a rate of return on rate base of 8.0 percent to
produce an 11.65 percent earnings rate on common equity capital
which represented 39.3 percent of the capitalization of PLU.

SoCal contends that its rate of return showing considers
the economic environment and comparative data of companies with
similar operations, size, and risk, which must be accorded great
weight. Witness Jensen selected comparison companies on the basis
of their natural gas distribution activities and relat;ve revenue
and plant sizes. His conclusions were that the i‘ive larges‘a gas
distribution systems were the most appropriate to comp&m with
PLU; that electric companies may be compared to PLU- Buc that in-
tegrated gas companies are of a different character tha.n gas
distribution companies and they are more debt oriented than gas
or electric distributors. PLU consists of an integrated tran&-
mission company and a distribution company.

Applicant®’s comparison of PLU with the five largest
83s companies is summarized below.

T 5 Largest Gas Distribution & Pacific Lighting
Item : Companies Utility System

1272.2627_—_7:1__22_

‘Capital Ratios . R L B
Debt.. SN 7% 46—575:_": 51 8% -
Preferred Stock o 2.3 12.570 . 12.8

 Common. Equity 0 ko 915735-?* :

Earnings Rates | | o A ” B Lo

- Common Equity 56 ‘9‘-,94;“,7' ll.Ol

- Total Capital = | j 9432 7.00 - 7.57

Times Interest Earned 3460 '3-05 s 2.53 |
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 Witness Jensen testified that the low percentage holdings
of institutional investors in PLC common stock compared to
California electric and gas and electric utilities, to the five
largest gas distributors, and to 10 electric companies (which in
1970 were close to the same size as PLU) justify higher earnings
in order to increase PLC's relative market price to book ratio and
T attract investor interest. Mr. Jensen alse prepared comparat:.ve
data for the four largest integrated natural gas hold:.ng companieS,
which are larger than PLU. He testified that the large gas and
electric distribution operating utilities have greater earnings
Stability than PLU and that gas utilities are less capital intensive
than electric or telephone utilities.

In our opinion, the possibility of divestiture of PLC's
non~utility operations being ordered by the Securities and Exchange
Commission could influence the choice of institutional investors.
The market price of PLC would be affected by the earnings of its ’
non-utility subsidiaries. These earnings were not explored on this
record. SoCal's earnings stability should be improved by the rate
spread and PGA adopted in this decision. The adopted rate spread,
the PGA, and the previously authorized GEDA should serve to lessen
the risk assumed by investors in PLU securities.

Since 1970, the PLU financing mix has shifted from
predominantly internal financing to predominantly external financing.
The estimated proportion of debt increased to a 55.2 percent peak
(with PLC preferred stock allocated to PLU) in 1973. In this
Time span increases in the weighted average cost of debt and the
agount of debt have exerted upward pressures on PLU's revenue
requirements and have decreased the times interest. coverage on its
debt. These trends have been accentuated by increases in PLU's
‘debt..xratio. PLU's earned times interest coverage is higher

- -,
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than the averages of the largest 10 gas and 10 coznbination gas and
electric company groups used in a COmmission staff comparison for
1968 to 1972, inclusive.

In 1974 PLU proposes to red.nce its short-term debt. by
approximately $59,000,000, to increase its long-term debt by
$52,000,000, and to increase its common equity by $55,000,000,
which would reduce debt to 52.5 percent of total capital. The
decrease in short~term debt and contemplated new debt and equity
finaneing in 1974 will tend to arrest both the growth in :.nteresc
charges and the decline in times interest coverage.

Table 4 contains the capital ratios, cost rates, and
weighted cost used in the rate of return determinations for PLU
adopted in Decision No. 77975 for 1970 in Decision No. 80430 for
1972 and SoCal's original estimates for test year 1974. The
table also includes times interest earned data.
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TABLE 4
PACIFIC LIGHIING’UTILIT? SYSTEM
Rate of Earnings on Capital

Capital. : Cost : Returm
Item Ratios ‘s Rates: Component

ORIGINAL - Test Year 1974 : | o
Debt: Long Term 50.0%  6.24% 3,127
Short Term 2.5 6,00 - .15
Total Debt T5L.5T TeXIT BT
Preferred Stock . 12,4 5.47" .68
Common Equity L3510 12,9 455
Total _‘ | 100.07% o | 8.507.
Times Interest Earmed o . 2,60
DECISION NO. 80430 - Test Year 1972 R
Debt: Long Term 46,27, = 5.82% ' 2,697
Short Term 3.8 __5.50 21
Preferred Stock ‘ ‘ - 4,83 o '.5_21.“ -
Common Equity . - 11.65 _4.58
. Total | | ST 8.00%
Times Interest ' : | 2.7"_6_-‘*
DECISION NO. 77975 - Test Year 1970 |
Debt 4.6 273,
Preferred Stock I © 4,83 .53‘_j-,; -
Common Equity ' o . 11.68 bbb
Total - I 7.75%,
Times Interest Earned o . R 2.84
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SoCal's revised rate of return computation assming a
continuation of increased capital costs is tabulated below* '

: " Returm Component .
:Capital Cost With Common Stock at .
Itenm :Ratios Rates 13% - 147

Debt: Long Tern 50.07 6.12%7.(3) 3%&'/ | 3.2107,
ort Term R 9. NS SRR Y 2
Preferred Stock . 12.4° 5,47 L .678. ,678
Common Stock 35.1 - 4.563 - _4.914
Total 100..07% . s.sesm 9. 0337.:__
TIMES INTEREST EARNED . - 2z ]‘,‘2 63
FAIR RATE OF RETURN | 8,75 9.0
Earnings on Common @ Falr Rate of Return 13.21% . - 13.92%
Times Intexest Earned @ Fair Rate of Retwrn 2 54 S 2,62

(R}
e o e

- L -

(a) New debt at 8-1/2% ffo.r SoCal and 8-5/87. fbr_'PIS‘;_
(b) Prime rate in mid-August 1973.
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Witness Scheibe’s study of the cost of capital and rate of
return showed changes in interest rates and debt issues; changes in
PLU's capital structure and financing; earning rates on average .total
capital and on average met plant investment; revenues, expenses, and
net income; average customers and per customer net investment,
revenues, expenses, and net operating income; and nominal interest
paid by major California utilities. PLU was compared to 10 electries,
10 combination gas and electric companies, and Paciffic Gas and Electric
Company. ' o R

He testified that in making his analysis he did not xely
on comparable earnings of other utilities, but considered such
earnings as simply one of the many guideposts in arriving at a fair
rate of return; that comparisons with industrials using umadjusted
raw earnings data are bound to be misleading; that utility comparisons
should be with investments in other enterprises having corresponding
risks; that avoidance of circularity is achieved through use of
judgnment and consideration of factors other than statistical ones;
that attrition in equity earnings caused by addition of plant at
higher costs per wnit of additional revenues, by the increase
of expenses at a faster rate than corresponding revenues, and by
increases in fixed charges constitute the basis for a rate application;
that rate of return is the allowance for the capital needs of a .
company-debt, preferred, and common equity, and not a catch-all for
every possible adjustment; and that a rate of return allowance should
hopefully be suitable for a lengthy period of time but there is no
justification foxr excessive allowances to avoid near future rate cases.

His recommended rate of return is 8.15 percent on rate
base, including a judgment figure of 11.83 pexcent as the common
equity allowance, which included comsideration of 28 enumerated
factors (Exhibit 37, pages 13-15). Two of these factors were
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consideration of other income, e.g., the gain on reacquired debt by
the utility, and the Phase IV federal price control criteria that the
increase will achieve the minimum rate of return needed to attract
capital at reasomable costs and not impair the utility's credit.
SoCal witness Jensen did mot consider the below the line gain on .
reacquirxed debt, which will improve PLU earnings and which is included
in the indenture determination of times interest coverage in an-i.ving
at his recommended rate of return.

The following tabulation contains the breakdown of witness
Scheibe's recommended rate of return based upon estimated. cap:{.tal
ratios as of Decembexr 31, 1974:

Capiltal Cost ‘
Item Ratios Rates Return Component

Long-texm Debt 50 6.277% 3. 147.
Preferred Stock 5.47 .68

Common Equity 11.83 4.14
Total 8.15%

The Comnission staff objected to SoCal’s reliance om
Decision No. 81919 dated September 25, 1973 in Edison's Application
No. 534388 as support for its requested rate of return of 8.5 percent
because Edison's authorized 8.2 percent rate of return on rate base,
which was designed to yield 12.25 percent common equity returm, gave
heavy consideration to Edison's capital requirements, env:[ronmental :
and regulatory problems. |

Witness Kroman for the city of Los Angele.s (Los A.ngeles)
testified that:

(a)_ A reduction of applicant's debt e.xpense by ‘
$2,560,000 to reflect 1974 estimated gains made by purchasing its
debt on the open market at substantial discounts and d:[spoéi.ng of them

at par for sinking fund purposes would reduce the embedded cost: of
debt rate from 6.24 percent to 5.76 percents
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(b) The issue of treatment forxr reacquired debt was
considered by the FPC and the New York Public Service Commission.
Evidence was taken on whether to reduce debt requirements by the
full debt discount in the year incurred or reduce debt requirements
by spreading the aggregate accumulated debt discounts realized over
the average life of new debt issued to finance such sinking fund
transactions. The adopted treatment was to take an annual amorti-
zation of discounts and premiums over the remaining life of the debt
being retired; and

(¢) He did not have the data to make a calculation on the
renaining life of debt basis and therefore recommended averaging the
results of his full test year debt discount and average life of new
s:‘.nk:tng fund debt financing methods, which reduces debt expense by
$1,672,000 to an adjusted debt cost of 6.00 pexcent (GSA concurred
in this treatment). ‘

Witness Kroman stated that witmess Jensen began with an
8.5 percent rate of return and derived the allowance for common.
equity of 12.96 percent and 12.50 pexcent related to equity ratios
of 35.1 percent and 37.6 percent in Applications Nog. 53797 and
52696. He criticized witness Jensen's heavy reliance on a five-
company gas distribution group because there was no showing that
the earnings of these companies were reasonable, and in fact, the
eaxrnings could be used to support a 16.8 percent return on common
equity; that the selection of comparable companies used, changes
in equity ratio of these companies, and the type of regulation all
affect earmings. He points out that equity earnings on industrial
groups, including financial, have declined since SoCal's last
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general rate proceeding; that the rate of growth of PLU's
capitalization was diminishing rather than increasing; that
there has been a gemeral decline in times interest coverage
for gas, electric, and combination gas and electric companies;
that reliance on earlier levels of interest coverage without
considering the declines in Aaa coverage would result in an
wmrealistically high rate of return requirement; that the
projection of Aaa coverage to the year 1974 would fall below
Mr, Jensen's times interest coverage for PLU which includes
the Aa rated SoCal and the A rated PLS; and that the times
interest coverage proposed by witness Jensen was considerably
higher than indicated by extrapolation of trends of interest
coverage of the 10 largest natural gas companies or of 10
selected electric utilities. Witness Kroman recommended an
8.2 pexcent rate of return by updating Decision No. 80430 by
glving consideration to changes in the cost of long- and

short-term debt, adjusting debt charges for gains on reacquired
bonds, increased cost of preferred stock, changes in earnings

of other utilities, changes in common equity, rates of retum
recently authorized by this Commission for other major utilities,
xelative growth in plant and capitalization, comparable risks,
and comparable earnings. His update of cost components of the
allowances authoxrized in Decision No. 80430 is tabulat.ect belmr
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Capital Cost ~ Return
Item Ratios Rates Component

Shote-temn Dot g 395 g

Total Debt 50.0° o 3.10
Preferred Stock 10.7 5479 59
Common Stock 39.3 . 1141 4.48

Total 100.0% \ - 8.17%
Times Interest Earned | 2.64

(a) 11.65% x 1.031 x .95 = 11.417 '

1.031 is a factor equal to the percentage increase in
embedded debt incorporating an adjustment for reacquired
d The .95 is an adjustment to reflect recent .
declines in earnings on equity of electric, gas, and
telephone utilities. '

His application cf cost components to 1974 capitalization ratios,
Tetaining the 50 percent debt ratio of Decision No. 80430, increasing
the preferred ratio, and decreasing common equity following an
alternate treatment suggested by Mr. Jensen, is tabulated below:

Capital Tost Ketarn
Item : - _Ratios Rates Component

Long~term Debt 50.0% - 6.007 3.00%
Preferred Stock 12.4 5.47 . .68
Comxon Stock '

Equity 37.6 11.67@.11.5:3®) b.394 45,
Total 100.0% 8.07-8.13%
Times Interest Earned : 2.69-2.71

(2) A judgment amoumt utilizig comparisons with other -
i ter a

utility groups! earnings djustments to reflect
PLU's capi ation. ]

(®) A modification similar to that described in Footnote (a)
to the prior tabulation with an additional upward adjugt-
ment to reflect the decline in the common. stock capital.
ratio from that set forth in Decisjon No. 80430. .
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SoCal contends that the Commission has never adopted an
adjustment te reflect proflits ondebt purchased at a discount, that
witness Scheibe rejected this approach; that the full amount of
interest payments would not be allowed in future years if witmess
Kroman's recommendation was adopted; and that with modifications to
eliminate inconsistencies Mr. Kroman's computations would result in
rates of return equal to or above that requested by SoCal.

SoCal and PLS credit these debt purchase gains to Account
421, Miscellaneous Non-operating Income. Earlier issues of PLU
securities can be purchased at a discount on the open market but
SoCal and PLS are the only entities which can realize the gain priox
to maturity. These gains and capitalized interest act to provide a
cushion on times interest coverage. Other emtities could realize a
gain or a loss by selling their SoCal or PLS bonds.

These debt issues were authorized by the Commission and the
interest payments on that debt are lawful obligations of PLS and
SoCal. We will not adjust the debt expense of PLU in this decision
because of the gains realized on the reacquired debt.

GSA recommends that the Commission adopt an average year
capital stxucture rather than end-of-year structure used in the’
evidentiary showings, an 11l.4 percent return on common equity, and a
rate of return on rate base of no more than 8.2 percent.

The city of San Diego recommends that the PLC preferred
stock should not be aseribed to the PLU capitalization but that those
dollaxs should be reflected as common equity. San Diego contends
that the Commission has not included the preferred of AT&T in Pacific
Telephone and Telegraph Company's (Pacific) capitalization ratio and
it has awarded lower returns on Pacific's compon equity than to
utilities with 10 pexcent less common equity. Therefore San Diego
contends that a rate of return of no more than 8.0 percent is adequate
for PLU. San Diego's suggested capitalization ratios are as follows:
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Tapital T (oSt —Retom
Item Ratios . Rates . Component
Long-term Debt 50.0% . 6.31% 3.155%
Preferred Stock : 2.0 5.47 S 1.09 o
Common Stock 48.0 9n¥ a6l

Total 100.07 - 7.925%

San Diego's argument is mot persuasive,

Based upon all relevant considerations, we find the
foliowing cost rates to be reasonable for the components of the PLU ‘,
capital structure as of December 31, 19743

(a) 12.35% on common equity;

(b) 5.47% on preferred stock, including the
imputation of all of the PLC preferred
stock to PLU; '

(¢) 10.00% on short-term debt; and

(d) 6.50 % on long~term debt. :

PIS's 1973 debentures were issued at an effective rate of
.38 percent. SoCal proposes to issue $35 million of its Aa rated
bonds in October of 1974 and PLS proposes to issue $30 million of its
A rated bonds in December of 1974. The detexmination of the cost
rate for long-term debt is based upon Table No. 5 of Exhibit 37,
(the Commission staff basis) adjusted to reflect the issuance of the
1973 PLS issue at 8.33 pexcent and the issuance of lomg-term debt at
an avexrage rate of 9.5 percent for the SoCal and PLS issues in 1974.

6/ Derived by weighing cost of PLC's preferred stock at 5.37
ge:ce:nt and its common stock at 11.0 percent (which is
5 pexcent over the weekly average earnings price ratio of
PLC from January 5, 1973 to November 16, 19?3). |
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We are adopting the Commission staff capital ratios.
Application of the gbove-mentioned cost rates to the capital ratio
results in an overall rate of return of 8.50 percent. The application
of an 8.50 pexcent rate of return on the PLU rate base would provide
an approximate times interest coverage before taxes on income of
2.56 and 1.89 after taxes. Giving consideration to the estimated
$2,560,000 gain for 1974 related to the reacquisition of the PLU
debt would increase the times interest coverage by approximately 0.08
both before and after taxes. The following tabulation contains the
adopted rate of return computation:

PACIFIC LIGHTING UTILITY
Adopted Rate of Return

Gapital Cost Return
Item Ratios Rates : Component
Debt: Long Term 50.0%2 . 6.502® 1 3257

Total Debt  52.5 = 648  3.50
Preferred Stock 12.5 - s47 . 68
Common Equity 35.0 © 12.35 432

Total 100.0% | - 8.50%

(2) Includes proposed 1974 PLU debt issues
at average rate of 9.5 percent. .
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C. RATE SPREAD |

. SoCal's witness testified that his rate design reflects the
rate relationships established in Decision No. 80430; the comments of
the Commission in that decision as to future rate comsiderations; the
rate design approach’ indicated by the Commission to be appropriate in
meeting the problem of temperature semsitive earnings; that in
addition he gave comsideration to historical factors, allocated costs,
value of service, soclo-political factors, customer usage patterns,
and levels of service to interruptible customers; that the additional
costs to be reflected in rates are gemeral in nature, as contrasted
to an increase in the cost of gas, lending support to his use of a
percentage increase as an overall approach in spreading the revenue
increase. His consideration of these factors resulted in a non-
uniform percentage increase both to classes of service and to
individual rate scheduleg and xrate blocks.

SoCal's proposed rates would result in the following
percentage increases by class of sexvice: £irm gemneral service,
excluding gas engine, 7.6 pexcent; gas engine, 8.2 percent; regular
intexruptible, 1l.4 percent; utility electxic generation, 8.2 pexcent;
and wholesale, 8.2 percent. The overall increase was vdesigned‘ to
yield 8.2 percent. | 7

SoCal has proposed a reduction in a numbexr of rate blocks in
the £irm gemeral natural gas schedules (G~-1 - G-5).

For Schedule G-61, service to San Diego Gas & Electxic
Company, SoCal proposes to set the comod:i:ty charge equal to the
proposed Schedule G-58 rate consistent with the rate treatment in
Decision No. 80430; to increase the peaking demand by the system
average percentage increase; to combine the additional peaking demand
commodity rates and derive at a single rate established at an
historical level of 1.5 times the average cost of out-of-state gass3
to leave the monthly facility charge at its present level; and to
arrive at the balance of the G-61 revenue: reqmtranent: in the monthly :
demand charge.
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SoCal's proposal for Schedule G-60, service to the city of
Long Beach gas department, is to apply the system average percentage
increase to the monthly demand charge, the various commodity rates,
and the annual charge for additional pesking demand.

For Schedule G-58 SoCal proposes the system average increase
of 8.2 percent.

In its design of regular interruptible rates SoCal gave
recognition to the widening differential in levels of sexvice between
utility electric genmeration customers and regular interruptible
industrial customers; and between the various pr:i.oﬁ.ties within the
regular interxruptible clagss. It proposes increases ranging from
9 - 14 percent for regular interruptible rates and to narrow the rate
differential between closed Schedule G-50-T and Schedule G-50. The
G-53-T rate for supplemental service to Monolith Portland Cement |
Company proposed by SoCal reflects the ag::eement between it and PG&E
regarding exchange deliveries.

A system average increase is proposed by applicam: for

street and outdoor lighting, Schedule G~30, and gas engine,
Schedule G-45.

SoCal proposes that the remainder of the revenue
requirement increase for the test year be assigned to the fimm
general service class which would result in a 7.6 percent increase.
For Schedule G-1 ~ G-5 the proposed rate design provides for an
increase of 75 cents per month in the initial block charge, increases
of 7.6 percent in the next twenty-eight-thermal unit block, and for
all usage over the 1,000 thermal units per month tail block rate (except .
Schedule G-20 where the blocking would remain wnchanged but the rate
for the tail block, for usage in excess of 20,000 thermel units per
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month, would be identical to the tail block rate proposed for .
Schedules G-1 to G-5 and G-40). This proposal envisions a decrease
in the third block, the 970 block, where the bulk of the consumption
exists within the G~1 to G-5 Schedules. SoCal seeks to utilize the
lowest practicable rate possible for the 970 thermal unit block to
minimize the effect of temperature sensitivity om its earmings. The
Commission staff brief points out that that type of rate blocking
would have a negative impact on SoCal's consexrvation efforts. The
company®s proposal for optional Schedule G-10 rates would continue
the minimum charge at one dollar per month less than the initial
block charge for the genmeral service rate applicable in the same azea
with a break-even point with those local rates at 30 thermal units
per month. SoCal contends that using the same tail block rates for
Schedules G-20 and G-40 as it proposes for Schedules G-1 through

G-5 would more nearly equate service under these schedules to G-1 to
G~5. SoCal proposes to increase the initial block rates of Schedules
G-20 and G-40 by a lesser amount than the average rate for comparable
usage under Schedule G-l and to reduce the number of rate blocks in
Schedule G-40 to more mearly align it to the proposed rate blocking
of Schedules G-1 to G-5.

SoCal's witness testified that he initially investigated
the possibility of a rate design with a 50 cent increase in the
ninimum charge for Schedules G-1 through G-5 under hot year and cold
yeax temperature sssumptions of delivery and that the comparison A
indicated that the 50 cent increase reduced the revenue differemtial
of about $46.4million by only$l.lmillion and that the 75 cent increase
proposed for the initial block charge would permit a reduction of
about $4 million in the revenue variation between hot and cold years.
He felt that this Increase was justified and was supported by the
company-sponsored cost of service study whick showed that firm's:
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general service direct assigned costs are over $58 per customer per
year or almost $5 per customer per month, excluding allocation of
fixed costs relating to distribution mains, transmission mains, or
storage used in common with other classes of customers, and which are
incurred whether or not any gas is delivered. The minimum charge
proposed for Schedule G-1 is $3.70446 for two thermal units or less,
increasing to $4.81446 under Schedule G-5. He further stated that
these costs would be applicable in the same order of magnitude to
G-10 customers because the costs relating to meter services, billing,.
and general office operations are applicable at virtually the same
level to small G-10 customers as to large residential customers,
although there would be some reduction in appliance servicing costs
of G-10 customers who may have fewer appliances. SoCal proposes a
¢lass average increase to be applied to the air-conditioning discounts,
and a firm average percentage increase for Schedule G~30, street and
outdoor lighting. |

A Commission staff witness concurred with SoCal's proposal
that the largest increase would be assigned to the regular interrup~
tible classes of service, but his recommendation was based upon the-
basic concept that rates for gas service should not be lower than
the average cost of gas expressed in cents per milliom Btu for G~58
customers and for the commodity rate of Schedule G-61l. The G-58 rate
was his starting point for a regular interruptible rate design which
glves consideration to the level of service for the various intexrup-
tible schedules as a prime factor in the assignment of rate increases
to these classes. His rate spread assigned a higher than system
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average increase to gas engine customers, afr-conditioning service,
and street and outdoor lighting sexrvice. He adopted SoCal's
proposals that the average system increase be assigned to wholesale
customers and that firm customers be assigned the remaining balance
which was less than the system average increase; that there should
be a reduction in the number of rate blocks in the firm schedules
and in the G-50 Schedule; and that there should be a common tail
block rate for all measured firm schedules except for gas engine
sexvice. He also testified that the effect of SoCal's proposed rate
structure would mean increases on the order of 20 percent to its
smallest customers and decreases to certain larger users; that
weather gensitive earnings can be important, but that he did not
concur with SoCal's rate design for firm customers as other factors
such as the critical gas supply may be of greater importance at the
present time. He proposed that the assigmment of cost to the
various xate blocks of the firm schedules be generally based upon’
equal percentage increases. .

CMA. contends that applicant's rate design is unfair and
discriminatory to the regular interruptible class. CMA places
principal reliance on applicant's base supply and load equation

cost allocation study which yields the results cont:a:l’ned i;n ‘the
following tabulation:
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:Cost of Sexrvice Revenues Iin £:

| : Excl.”: Incl. ¢ tProposed:

Class of Service Deliveries :Franch.:Franch.:Rates(a) sRates(a):
Firm General Gas ' |

Sexrvice 442,193 121.2 122.8 109.9 118.3
Gas Engine 5,699 67.7 68.6 60.2 65.1
Regular Interruptible ' o

Interruptible Schs. : o e

G=50, G~50-T & G-53-T 177,164 44.8 454  50.1 .55.8
Util. Elec. ‘ ~ Ce oo

Genexation Sch.

G-~58 ~ ‘
Wholesale - City of , o

G-69 & G-60 15,514 53.8 54.5 55.1 59.7
Wholesale - SDGSE L

Sch. G-61 80,665 52.2 52.8 48.1 52.0

Total - 782,601 88.5 89.7 82.9 89.7
() Includes the GEDA charge of .023 cents

therm vhich has not been included in Table 1

of this decision nor in the adopted revenues

at proposed rates. The present rates column

includes the offses increase which became
effective on February 15, 1974.

Q%A contends that SoCal's regular interruptible customers
would bear a burdenm which is $2,807,000 per year greater (and genmeral
service would bear a corresponding reduction) than would be the case
if the additional revenue burden were distributed rateably, among all
classes, based upon SoCal’s cost of service study; that the gas
avallable for interruptible gas customers will decline from about
43 percent in 1973 to 6 percent in 1977 and zero percent in 1982.

SoCal argues that it is striving to prevent a decline to a
Zeéxo percent service level for interruptible customers by 1982 and
rejects QMA’s suggestion that a greater burden should now be assigned
to firm austomers in anticipation of such a decline in level of |
sexvice, S

61,366 38.4

8.9 379 41.0

/
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Q4 proposes an even greater increage In initial block -
charges than those proposed by SoCal and a lesser dependence on
declining regular interruptible sales to compensate for alleged
shortcomings im applicant's rate design. CMA contends that a larxge
proportion of SoCal's general sexrvice customers do not pay enough to
cover even the directly assigned fixed costs of serving them; that at
SoCal's proposed rates the average firm general service revenue would
be 4.5 cents per Mcf below applicant’s allocated costs; thet regular
interxuptible rates are now 5.7 (4.7 cents per Mcf based upon Tsble 1
of Exhibit 4) cents per Mcf above costs and that this would increase
to 10.4 cents per Mcf under SoCal's proposed rates.

M contends that the relationships established :Ln Decision
No. 80430 have already been impaired by subsequent offset and tracking
increases applied on a wmiform cents per Mcf basis, the effect of
which is to narrow the rate differentials between classes; that these
differentials would be further narrowed under appliwnt:'s varylog
pexcentage increases proposed herein for those classes; that SoCal,
in fact, did not build upon prior rate relationships except by
applying differing percentage increases to present rates; that cost
of alternate fuels was once a ceiling on interruptible gas
but that this {s no longer the case; that SoCal did not rely upon the
cost of alternate fuels in its proposed rates for any class of service;
that applicant's industrial custowers are entitled to ‘the Conmission's
protection against successive and unjustified increases in regular
interruptible rates; that the interruptible class which is contra-
weather sensitive is called upon to compensate SoCal, through higher
rates, for the unstable use characteristics of the gemeral service
class; that applicant's proposal under a value of service concept .
does not include the cost of alternate fuels but considers relative
levels of service, that the evidence shows that the level of satis-
factdion of regula: intercruptible ::equirements :Ls declining from
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90 percent in 1973 and 74 percent in 1974 while those of £irm
customers remain constant at 100 percent; and that comsideration of
this factor between firm and regular interruptible customers would
justify greater increases for firm service and lesser increases for
regular interruptible sexrvice than those proposed by applicant; that
applicant's proposed 75 cent increase in the Initial block charge is
completely nullified by its failure to seek at least an average
pexcentage increase in revenues from the genmeral service class. Q4
also contends that the application of a percentage increase to the
whole of existing rates results in an improper distxibution fox the
recovery of non-gas costs: that the interruptible customers are being
required to pay approximately $2,000,000 amnually for the costs of the
Aliso gas storage facility which contributes to the reduction in the
level of service which they would otherwise receive in 1974. CMA
attacks the Commnission staff's rate design as being more unsound and
discriminatory than that of applicant for firm industrial, regular
interruptible, and steam plant customers; CMA points out that the
Comnission staff witmess gave no consideration to cost of service in
arriving at his proposed rate; that the staff witness testified that
pricing of gas to interruptible customers would be wholly ineffective
for conservation purposes given the present gas supply situation; and
that the staff's proposed rate design would do little to help out the
stability of earnings problenm.

CQMA proposes an alternmative rate based upom rolling out the
average cost of gas from present rates and Iincreasing each rate by a
wiform percentage of 17.86 pexceant, attributable to non-gas costs,

~ and then adding the gas costs plus an increment for increased charges -

from PLS to each rate. CMA argues that its proposal would produce a
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highex percentage increase for the gemeral service class and a lower
percentage increase for all other classes then under applicant's
proposal, but such revenues from the-general sexvice class will still
not cover the allocation of costs. CMA argues that its design would
provide for greater security from erosion of earnings resulting from
the rapid decline in gas supply available for interruptible sales.

SoCal argues that the maintenance of rate relationships in
the mammer suggested by CMA is wmusual; that the cost of gas is not
an identifiable portion of individual rates nor is the cost of the
Aliso facility identifiable in any rate; and that cost allocation is
only one factor to be considered In the design of fair and reasonable
rates. N

The Commission staff points out that testimony shows that
the cost of gas used in the CMA study was not the same as that in the
cost allocation study of SoCal and that following through on the CQMA
proposal would result in reductions for certain rates. The staff
suggests that if the average cost of gas is as calculated in the CMA
exhibit the Commission could consider that cost as the lowest rate
level and set interruptible rates at levels that reflect levels of
service and this average cost of gas. '

Edison argues that present regulatory practices were designed
to protect consumers of public utility sexrvices, to avoid exorbitant,
what the traffic will bear, prices having no reasonable relationship
to the cost of providing such service. Edison contends that the sale
of gas to interruptible customers having no demand rights at amy rate
above the coumodity cost to SoCal can do nothing but contribute to
the overall econcmic operation of SoCal's system and be financially
beneficial to it and to its other customers; that the altermate cost
allocation studies (the extreme peak day method and the annual average -
day method) did not yield valid results; that the base supply and




A. 53797 el *

load equation method shows that at the proposed rates there would be
an inappropriate margin of revenue over the allocated costs for
interruptible customers, that if SoCal's proposal were followed, steam
plants and regular interruptible customers would pay more than the
system average increase and the firm genmeral service class would
receive the benefits of that differential, which would be contzary to
the Commission's intent in Decision No. 80430; that in modifying the
rate design established in Decision No. 80430 SoCal has failed to
give appropriate consideration to the very significant deterioration
In levels of gas service available to its steam electric customers
since that time, resulting in substantial part from federal curtail-
ment orders issued after that decision; that in 1971 the level of
sexvice for all retail and wholesale electric utility generation was
61.7 percent (for Edison 58 percent) and that SoCal anticipates that
the 1974 level of sexvice for retail and wholesale electric utility
generation on its system would be about 1/5 as high, 12.7 percent,

as compared to 1971, and that Edison would only have a 10.8 percent
level of service in 1974; that the evidence in this proceeding shows
that the rate relationships established in the prior proceedings are
ingppropriate and that the Commission staff recommendation of a rate
flooxr equal to the average cost of gas includes both demand and
comodity cost components and Edison has no demand rights, but steam
electric customers (e.g., Edison) provide a valusble service to SoCal
by enabling it to utilize this service as a means of seasomal load
equation balancing; that in so doing the interruptible customers incur
substantial costs required to provide storage and altermate fuel
backup; and that the gtaff proposal would give no weight: to these
factors in theixr average cost of gas concept.
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. The city of San Diego questioned the assigoment of storage
costs to SDG&E because 90 percent of its service is taken directly
from a main transmission line and also questions the assignment of a
bigher transmission cost than the overall average transmission cost
because of SDGEE's load factor. Sam Diego also alleges that the
facility charge to SDGSE is excessive and therefore recommends a
reduction of 2.4 cents per Mcf in the assigmed charges to SDGSE. The
evidence shows that SoCal operates an integrated storage, trans-
mission, and distribution system to meet the firm requirements of its
retail and wholesale customers and to supply portioﬁs of the interrup-
tible retail and wholesale requirements on its system pursuant to the
orders of the Commission.

San Diego also contends that the coincidental extreme peak
day method of cost allocation supports the logic of a reduction to
SDGSE and that the annual average day method is imappropriate for
consideration in this proceeding. San Diego requests the Commission
to reject applicant’s and the staff's proposed methods of spreading
the increase by giving comsideration to cost allocation methods along
the lines developed in its brief and to the fact that any increase
should be applied to customer and demand components of the rate
because the commodity portion of their rates has been increased by
tracking and offset increases since the last major rate case. With
regard to Schedule G-61 San Diego recommends that the Commission
delete the facility charge and make any adjustments necessary in the
customer and demand portions of the rate.

A GSA witness recommends that there be a military rate
schedule applicable systemwvide to installations which own or operate
their own distribution systems and take £irm gas for the combined
three uses of cooking, water heating, and space heating. GSA alleges
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chaos in present service to military facilities and contends that the
paranount question is "Is it fair and equitable to force military
installations to take service and pay rates vnder an all-purpose or
general sexrvice rate schedule which is also available to a variety of
customers displaying different load characteristics and cost
responsibility?"”

GSA also contends that the PGA and proposed rates authorized
herein could, if determined incorrectly, aggravate seriously the
energy crises. SoCal points out that the proportion of gservice under
£irm schedules provided under Schedule G-20 is minor. The so~called
chaotic condition in military rate schedules may be caused in part by
the attempt of the military to coerce SoCal into extending its service
area under Schedule G-20 to new customers. The military withheld
payment for service at Lemoore Naval Air Station. SoCal properly
sought to serve the station under Schedules G‘-6y and G-4 for the
period from April of 1972 to September of 1972. The then umpaid
compensation due undexr Schedules G~4 and G~6 totaled $170,715. Had
the G-20 rate been in effect the compensation would have been
$169,948, a difference of $766 or .045 percent.

Exhibit 50, which contains the test year revenue derived
from SoCal's G~20 and G-40 customers at present rates and proposed
rates, indicates that revemues for G-20 customers are below the
average Increage proposed for firm service. |

7/ A prior schedule which was applicable during the t:i.me the
'Llling was be:f.ng d:l.sput:ed
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A Commission staff witness recommended that a larger than
average increase be assigned to G-20 and G-40 rates to make them
more nearly equivalent to G-l rates. This resulted in part from bis
recommendation of lower genmeral service minimum chaxges than requested ‘
by applicant.

The Commission staff contends that GSA stressed the thxee-
use requirement in the present G-20 Schedule as justification for
extending that schedule to the entire service area of applicant; that
SoCal's witness pointed out that the load factor for the G-20
customers was approximately the same as those of the gemeral sexvice
group and that the three-use criteria do not make military housing
wmique because of applicant's saturation for these three uses. The
staff suggests that perhaps the best solution to this probl‘em is to
relieve the military of the three-use criteria by eliminacing this
schedule entirely.

SoCal has customers on its general serv:!.ce schedules who,
in common with G~20 customers, own their own distribution systems
and have the responsibﬂity of operating and maintaining their gystems
at their own expense. (One of SoCal's G~1 customexrs owns and opexrates
its own system which supplies approxdimately twice the number of
housing units as the largest G-20 customer.) There is a cost differen-
tial advantage to such customers and to G-20 customers because most
of thelr consumption is purchased at the tail block rate. If SoCal
were to own and operate a system which provides a meter for each
separate housing umit, the average bill per housing umit would be
higher. This differential in gas cost per housing wmit would offset
or exceed the cost of operating and maintaining a private distribution
system. o
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In Decision No. 77975 the Commission reiterated the
limitation of cost allocation data on the PLU system as follows:

“ inted out in Decision No. 75429 in the

1969 rate proceeding of applicant, the outloock
does not appear promising for any single cost
allocation method or axray of such methods to
provide results for the Pacific Lighting Utility
System which could serve as more than at best

an approximate guide within one of the important
elements comnsidered in determining reasonable
rates for the various classes of service."

In prior years when there was an abundant supply of gas and
fuel costs were competitive with those of gas and envirommental
constraints on the burning of fuel oil were not a factor in fuel
choice, there was an argument for the division of the cost of out-of-
state gas on a demand-commodity basis. Rates authorized permitted
SoCal to sell gas at competitive rates to its interuptible customers.

In this time of gas shortage, SoCal has been unable to
obtain deliveries of contracted for out-of-state demand quantities.
SoCal is seeking mew, expensive, and massive increments of gas supply
to meet its system requirements. It would obviously welcome a massive
additional supply of natural gas being made available from its out~of-
state suppliers. Its imterruptible customers would welcome such new
increments of gas at prices based om an average cost of gas. The
costs of alternate industrial fuels, principally low sulfur fuel oil,
are several times as expensive as the costs of natural gas, for the
purposes required by SoCal's interruptible customers.

At this time the demand compoment in $oCal's purchases of
natural gas, which benefits its suppliers, is not based upon any.
meaningful demand-commodity relationship. FPC authorized rate designs
appear to be trending toward commodity cost only rates for interstate
transmission of gas. - o
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In Decision No. 81050 dated February 14, 1973 we took
official notice of FPC's letter oxder dated December 29, 1972 in
RP 72-150 and RP 72-155, authorizing El Paso’s rate proposal in
RP 72-150, which reduced demand charges and increased commodity
charges. In Decision No. 82042 dated October 24, 1973 we noted the
demand charge adjustment which would reduce demand charge payments

when El Paso's deliveries are less than 100 percent of its contract
demand. |

On October 31, 1973 the FPC issued Opinion No. 671 in
United Gas Pipeline Company's (United) Docket No. RP 72~75 (Phase II).
The FPC revised the method of classifying costs so that more of the
fixed costs are shifted from the demand to the commodity category..
This increases costs to low priority direct customers and intexrzup~
tible customers who are able to use competitive fuel. In that pro-~
ceeding sales to United's customers were limited by supplies of gas

available, not by pipeline capacity. The same situation prevails in
the case of SoCal's out-of-state suppliers. The FPC indicated that
it was not going to a complete volumetric method of pricing gas at
this time because such a sudden change may be disruptive to United's
system (which includes nonjurisdictional customers).

In Opinion No. 671-A in the same docket, in which the FPC
denied rehearing, the opinfon and order states:

We also recognize, however, that the 25-75
¢lassification of fixed costs between the demand
and comnodity components of the rates adopted
thereiﬁ may require further revision in future
cases to establish pipeline rates for industxial
use more in line with the cost of competitive
fuels available for such use (Page 16). Thus, we
made it clear that the continuing natural gas «

shortage portends even higher commodity rate
levels.”
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SoCal's rate allocation study contains demand allocatioms
for its out-of-gtate gas supply. After careful consideration of the
evidence in this record, we continue to hold that we do mot have
before us any method of cost allocation which meets satisfactorily the
test of an equitable cost apportionment between firm gas service and
interruptible gas service where certain measures of cost benefit
appear Indeterminate gnd rigorous cost f:h:xd:tngs probably cannot be
wmade.

While there are undenied benefits to SoCal of having
customers on its system whose usage can be curtailed to meet the
needs of its firm customers, we are not convinced that a theoretical
allocation apportioning such benefits to yield rates below the average
cost of gas is reasomsble. In arriving at our adopi:ed rate spread
we have considered the rate design criteria proposed by the parties
and we take cognizance of the cost of altermate fuels. In
apportioning the increased revenue requirements we are adopting the
basic premise of the Commission staff that rates should not be below
the average cost of gas. o

The adopted rate for the G-58 customers and the G-61
commodity charge will lessen SoCal's revenue losses when below average
fim consumption results in the release of additional gas volumes for
interruptible uses. Regular interruptible rates authorized herein
give consideration to levels of service anticipated under the various
rate schedules.

In the interests of enexgy conservation we are narrowing
the incentive inherent in the air-conditioming rate differential by
reflecting the 100 percent rate recommended by the Commission staff
and its 100 percmt rate for Schedule G-30.
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The city of Long Beach offered mo evidence during
the proceeding. However, at the close of hearings Long Beach.
filed a brief requesting a restructuring of rates similar
to the G-61 rates, to facilitate gas sales to Edison. We
concur with the Commission staff's objection to this pro-~
cedure In that there should have been an evidentiary testing
on this record of that change. Long Beach's proposal is
& sigoificant change in concept in the restructuring of the
G~60 rate schedule.

We concur with SDG&E's request that its revised
peaking demands incorporated in SoCal's Advice letter No. 882,
authorized by Resolution No., G~1602, should be incorporated
in the San Diego rate design. We adopt the recommendation
of SoCal and the Commission staff for a system average whole-
sale rate increase and the staff comcept for the G=61" com- |
modity rate. '

The adopted rate blocking for Schedules G-1 through
G-5 incorporates & higher than class average increase for the
first two thermal units to lessen the impact of the temperature-
sensitlive revemue swing. The evidence supports the Commission
staff proposal that approximately equal percentages of im-
crease be adopted for the remaining G-1 to G-5 blocks. |
No adequate rationale for a billing decrease, which would
occur under SoCal's proposal for certain consumption levels,
was demonstrated on this record.

We adopt the Commission staff's recommendat:!.an
that a higher than average Increase should be charged to
gas engine customexs to maintain historical relationships
with otber rate schedules. Table 5 is the summary of author-
ized increases for test year 1974. We find that these. in-
creases, based upon the rates contained ix Appendix B to this
order, are just and reasonable.

-67=
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TABLE 5

SOUTHERN CALIFORNIA GAS COMPANY

Summary of Authorized Increases
Test Year 1974

: Rev, Adopted: Authorized :Avg. Rev.:Avg. Rev.: .

sAdopted Sales . Increase - : After : After

s Sales 2/15/79 sAmount: Per- = Cents :Inc.Cents:Inc.Cents:
Class of Service : Mycf Rates + M8 = cent -Per Mcf: Per Mcf -Per Thquf

General Service 443,659 486 1722/ 17,615 3.62 = 3,97 113.55 10.870
Gas Engine 5,699 3,410 366 10.71 = 6.42 66.36 ° 6.320
Regulaxr Interr, 177,242 38,244 10,743 12.17 © 6.06 © = 55.85  5.314
Steam Elec, Plut. 60.077 22,640 2,539 11,21 4,23  41.91 3,984
Wholesale 96,173 47,120 2,430 5,16 - 2.53" 51.52 - 4 902-

subtotal 782,850 647,592 33,693 5.20  4.30  87.03 8, 303

Other Gas Rev. 1,465 - - - ;T5‘  | -

Total Rev. : 649,057

*

a/ Includes an increase for the customexs served under G-20 and G-40, Suqh -
ustomers transferred to Gemeral Service Schedules at: proposed xates.

b/ Modified per Footnote 3 herein (p. 9)._
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D. PROPOSED PURCHASE GAS ADJUSTMENT CLAUSE

SoCal has requested a purchase gas adjustment clause (PGA)
to replace the tracking authority in effect through the effective.
date of this orxder and to offset other changes in the cost of gas.
SoCal states that if it is guthorized to utilize the PGA that ir-
would eliminate the necessity to file frequent applications to extend
its tracking authorization, to update test years used in establishing
appropriate tracking and/or offset charges; and to offset gas c9st
Increases resulting from basic rate increases made effective by its
suppliers; that elimination of such £ilings would result in comsid-
erable savings in time and manpower, both to the company and the
Commission; and that at the same time, the Commission will retain
full control over the company's rates through its continuing suz-

veillance over the results of operations. The PGA procedure proposed
by SoCal would provide among othexr things that:

() Commodity rates in all filed rate schedules except G-30
shall include the applicable PGA.

(b) Filings could be made to reflect changes equal or greater
than 0.025 cents per Mcf in the weighted sverage umit cost of gas.

(c) Weighted average unit cost would be based on estimated
aonual volumes for the succeeding 12 mouths. o

(d) Changes in the PGA would be spread oun a uniform cents-per-
thexrm or thermal wmit basis, including the supplemental sexrvice
special G-33-T rate for Momolith Portland Cement Cdmpany and the
additional peaking commodity rate in Schedule G-61 for SDG&E.

(e) Filings would become effective on the effective date of
the change in uwnit cost or 15 days after the date of £iling.

The Commission staff supported the authorization of the

PGA clause at this time for SoCal with the following modifications
as -to filings:
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(2) Each PGA should be filed with the California 2ublic
Utilities Commissfon 30 days before the proposed effect:ve date.

(b) The PGA should not be revised mozre often than six times
each year.

The Commission staff also recomended th.at:-

(2) Any vefund from a supplier should be refunded with 7 percent
interest to the utility customers. A refund plan should be filed with
the Commission when such refunds have accunulat:ed to a tocal of
$1,000,000 or more.

() No change in the PGA should become effective without
Coumission approval.

(c) Results of operation reports should be filed 'by April 15
of each year providing estimated operations for the ensuing year and
recoxded and adjusted operations for the prior year. The adjustments
would be for normalized temperatures, possibly reflecting Commission
adopted or imputed txends in per customer f£irm usage, and adjustments
made by the Commission in the preceding rate case (e.g., disallowance
of a portion of sales expenses). | |

(d) A report on the reasonableness of the prices paid for gas
should be filed by April 15 of each year.

SoCal agrees to the staff's revised limitation, based on the
potential number of rate filings by its suppliers, that the number of
PGA filings be restricted to no more than six per year, filed 30 days
or more before the effective date of the filing, which would not go
into effect before the issuance of a resolution of the Commission.
SoCal supports the Commission staff proposals on refunds from
suppliers, the filing of the xresults of operation report on a recorded
and temperature adjusted basis. We conclude that: th&ce modif:.cat:.ons
are reasonable.

SoCal opposes adgusting the recorded ox temperatu::e
adjusted results of operation to reflect disallowances or ‘deductions
wade by the Commission in its prior rate decision. SoCal points out
that relationships are not static in expense levels and that almost
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any adjustment made in a prior period may no longer be applicable
to the period under comsideration. SoCal contends that the prior
year's result of operations adjusted for average weather conditioms,
as reflected in use per meter, would give the Commission adequate:
information to maintain its continuing surveillance on the company's
operations. SoCal also opposes the £iling of a prospective results
of operation report because it feels that there will be no value in
such 2 report in ensbling the Commission to pass upon the propriety
of a PGA filing and because of the ongoing purpose of PGA 15 to off-
set future gas cost increases. SoCal states that the PGA procedure
1s Intended only to emable it to expeditiously adjust rates to re-
cover Increases inm its average cost of gas and that since all rates
would be adjusted uniformly, on a cents-per-therm or equivalent b831s,
the proper test is a comparison of SoCal's revenue 1ncrease-after PGA
‘2djustments with SoCal's gas cost increase caused by supplier xate
increases for the prior year. ‘
The following points in opposition to, ar proposing.modiflcap

tions of, SoCal's proposals made by other parties are as follows:

(a) GSA concludes that existing_procedures are satisfactory
to enable SoCal to adequately recover increased purchased gas costs.
GSA objects to the possibility of any type of gas being included in
the PGA whether regulated or not. and regardless of cost because these
costs could be considerably in excess of gas costs from traditional
scurces, and the rolling in of new high priced gas with other gas
pool supplies would result in the sale of new gas below the incre~
mental cost of such gas.- GSA states that under the GEDA.procedure
companies affiliated with SoCal, whose interestsare those of‘Sup-
pPliers, would be in opposition to SoCal's interesc as a discributor
to keep the cost of gas down and that the Commission must be sure

that SoCal has an incentive to bargain for tbe lowest possxble cost
of gas.
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. As to the issue of inclusion of new supplies in the PGA
a Commission staff witness stated that basic to his Inclusion of
new supplies, such as a ING filing, in the PGA was the assumption
that before any high price increment was included in SoCal's supply
there would be a certificate proceeding which would state ‘the rate
design implications of bringing in this new source of supply.

(b) CMA opposed inclusion of peaking gas supplies in the PGA
because a portion of such costs would be paid by interruptible
customers who would not bemefit from these supplies. )

SoCal argues that peaking gas amounts to sl:;ghtly more
than one percent of its 1974 test year supply and that CMA's con-
cern that interruptlble customers would be required to partic:.pate
in the cost of such high cost supplies is de minimus and that
furthermore the Commission's policy as set forth in Decision
No. 80430 is that the spread of this type of increase to customer
classes should be on a uniform cents-per-therm basis. SDG&E's
xeasons for opposing the CMA proposal for exclusion of the cost
of peaking gas from the PGA for use in determinn.ng changes in inter-
ruptible rates are:

"SoCal's utilization of the California- source gas for
peaking purposes is bemeficial to both firm and interruptible
customers and the cost should be included in the PGA formula. If
California source gas were not obtained for peaking purpdses » it
would be necessary during the summer months for SoCal to curtail
interruptible customers to anm even greater extent to inject gas
supplies into storage for the winter to replace the Califormia
source gas if it were not otherwise available to provide' peaking
~deliveries. This would further erode service to the interruptible
customers, Thus the interruptible customers receive a direct
benefit from the Californla souxce gas used for peaking because
they receive gas service which would not otherwise be available
to meet their demands. For these reasons, it is appropriate for

=72~
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the interruptible customers to share in the cost of such ges X Othex-
wise, the interruptible customers would receive the cheaper gas in
the summer which could have been inJected into storage for the future
vse of the firm customers, and the fixrm customers in turn would
recelve the more expemsive peaking gas as a replacement for which
they would absorb the total cost.”

CMA. requested that the number of cost changes umder PGA
£ilings be limited to four per year because the intent was not to-
eliminate slippage resulting from increases in the cost of gas and
that four anmual adjustments should substantially reduce SoCal's
risk, while providing it with an incentive to seek out the lowest
possible gas cost. ‘ :

Exhibit 26 containga computation of the average cost of
gas for SoCal's test year 1974 and it also shows the revisiqg on
& pro forma basis of an additional supply of 73,000 Mch of*gas'\at: :
$1.25 per Mef along with a deci:ea.se in purchases of Califormia inter-
Tuptible exchange supplies brought about by a decline in curtailment.
The $1.25 per Mcf is the hypothetical cost of obtaining a new incre-
ment of gas from Canadian sources in 1975. The effect of adding
this pew supply to SoCal's gas pool would be to increase the cost |
of gas from 41.86 cents per Mcf to 48.34 cents per Mcf, a 16 percent
lncrease. This mew rate would be equal to .664 cents~per-thern.

The magnitude of this increase together with SoCal's testimony in
Case No, 9642 that its first incrememt of LNG would cost $1.82. pex
Mef Justify our requiring SoCal to file an application for authority
to include such large and costly mew increments of gas to the gas
pool used for determination of the PGA. ,

The future implicatioms of our excluding peaking gas or .
new and highex cost additions from the PGA pool could result in es=
tablishrert of an incremental pricing structure or special contract
deliveries to interruptible customers similar to the special comtract

~73~
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deliveries to SDGSE and the G~58 customers authorized in 1972. There
could be administrative and/or financial problems assoclated w:f.th
either of these approaches. We f£ind it reasomable to include peaking
%as in the PGA pool. The issue of how to deal with new costly gas
increments can be considered on a case-by-case basis. Considerations
of how to deal with the pricing of mew gas supplies support our prior
determination that rates for gas sexvice should not be less than the
average cost of gas.

We find it reasomable to authorize SoCal to file tariff
sheets incorporating its PGA with the modiffications contained in this
opinion. SoCal will be authorized to make up to six PGA leings per
year. The PGA authorized should be applied on a uwiform cents-per-
thexm or thexmal unit, or equivalent (om the basis determined in
Exbibit 40 for Schedule G-30) basis.

The staff recommendation regarding the filing of a ptojected
results of operation report is reasonable, except that the only
wodifications required will be for normalized temperature adjusted
sales and customex growth.

Ac beretofore noted, Past decisions authorizing tracking or
offset increases have contained provisfons that these increases would
be subject to refund and reduction if lower rates were ordered by the
FPC, and that the increase was also subject to refund if there was
any excess of charges over increases in expenses, or if the end of
yeaxr temperature adjusted rate of return exceeded the authorized
xate(s) of return up to the amount of the authorized increase. In.
authorizing the PGA we will retain all of these provisions. The PGA
1s intended to expeditiously allow SoCal to pass through supplier
increases without hearing. The average price of gas changes with the
wnit gas prices and on the gas mix actually received in the systenm.
SoCal's customers are entitled to have any increase limited to
reasonable Increases in expenses actually incurred.
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The staff recommendation of incorporating the trends in
usage per firm customer in future filings is reasonable. We adopt
the average increase in firm usage per year contained in SoCal's
estimates in this proceeding, adjusted to a 30-year temperature base.

We adopt the Commission staff's recommendations as to -
SoCal®s PGA with the exceptions discussed above. We expect SoCal to
continue to participate vigorously in FPC rate, certificate, and
curtailment proceedings to protect its existing gas supplies, to
obtain certificates for mew gas supplies, and to obtain reasonable
gas rates. SoCal and/or PLS should keep the Commission staff fully
informed in advauce of propesed FPC £ilings in certificate and rate
proceedings to be made by its affiliates, either acting alone or with
other companies. The Commission staff should be similarly advised as
to gas procurement and pricing in the California market.

Continued activity in behalf of its customers is the other
side of the coin for authorization of the PGA. A SoCal witmess
acknowledged that such participation would present problems in 'a
proceeding where its gas supplier was an affiliated companY-
Additional R&D Requirements

SoCal witness Hill sets forth the company’s pol:.cy regarding.
licenses and patents relating to R&D and activities entered into by
SoCal as follows:

"Q Mr. Hill, a number of questions have been raised
regarding Southern Califormia Gas Company's policy relating to
licenses and patents which may result from research and development.

| "Would you comment on this?

"A The Examiner's question at transcript page 319

and the questions of others seem to anticipate that there may




‘A, 53797 MN/cmm *

be substantisl revenue benefits flowing to Soutbern California
Gas Company from research and development programs of'Sngl;

*That may or may not be the case in the future, but
it has not been true to date.

"Our research program is aimed at bringing about
improvements in equipment and programs which will increase
our operating efficiency, make improved appliances and equip~
went avallable to our customers, conserve energy and assist in
pollution abatement. |

"Revenue benefits from licenses and patents, in our
judgment, likely will be the least of the bemefits of re-
seaxrch and development to Southern Californians,

"Now, when employees bring developments of interest to
the company we help them perfect their rights in excban'ge for
shop rights. ‘ | |

"In case no manufacturer is found for such tools and
devices, the gas company makes such tools and devices foruits
own use, When manufactured, our shop rights emable us to -
obtain a lower purchase price,

" The Examiner's question was directed specifically to
revenue benefits from licenses and patents as related to the
affiliates of Southern California Gas Company, the employees
of the company and the flowing back of financ:[al benefi:s from
rights held by the company.

"The general policy which has been followed by Souchern
Californiz Gas Company In the case where company research apd
development leads to an item which has possible commercial value
is for the company to sell or license such development to & -
third party in return for royalty payments.

"In such event, the third party, whether an outside
company or an affiliate of Southern California Gas Comparny,

pays the cost of any additional development needed pIus the
item, :

~76~
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"The payments received from this arrangement are credited
to operating revenues, and this is PUC Account 495, Other Gas
Revenues, and thus reduce the total cost of service.

"In no instance has a product been of such value that
a sale of the right itself has been made.

"In certain cases because of cost factors or lack of
market interest it has not been feasible to insist on xoyalty
payments, even though we believed the product to be of bemefit to
customers. | |

"In such cases licenses to manufacturers have been granted
without the requirement to pay royalties.

"A specific instance of this situation is the recent
development of the low NO, water heater which the company believes
to be immensely important to its customers but which manufacturers
were not willing to pay a pemny for because of the intensity of
cost competition in the water heater business."

In regard to inclusion of R& expenditures as expenses
for ratemaking purposes we have previously noted: the oppos:f.‘_tion
to allowing such R&D expenditures; the questions raised as to the
amortization of programs; and the reasonablemess of the inclusion
of new projects devoted to developing new uses for natural gas.

Based on the foregoing considerations we will oxder
SoCal to keep the Commission staff fully informed, in advance, of
contemplated new R&D projects. SoCal should also supply updated
information on ongoing R& projects. | ‘ o
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Findings of Fact

1. SoCal requests a general increase in rates of $53,151,000
above the rates in effect on February 15, 1973 in its application.
During the course of the hearings SoCsl made certain changes in
its estimated operating results reducing its estimated revenue
requirements by approximately $2,392,000, fancluding an alternate
treatment of GEDA charges. It is reasonable to consider increases
in SoCal's revenue requirement to offset higher net plant budget
expenditures of approximately $6,300,000 above those contained
in its application for the consolidated operations of SoCal and

PLS and higher expenses than those 1ncorporated in its applica-
tion, nawmely: -

(a) $89,000 for increases in social security taxes;

(b) Sales tax increases, $640,000 op an annualized

basls, $480,000 for nine months beginning on
April 1, 1974'

(¢) 1Increases postal rates, $900,000 for full" year

1974 (the increases were deferred to March 2,
1974); and

(d) TIncreased research and development expenses of
$1,000,000, ‘

It 1s reasonable to decrease expenses based upon updated reduced
ad valorem tax payments.

2. Prior to this proceeding the operations of the PLU
system were last exhaustively analyzed by the Commission in
Application No. 52695. Decision No. 80430 was issued thereon
August 29, 1972. The test year used was 1972.

3. The year 1974 is reasonable and appropriate to-serve
as the test year in this proceeding.
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4, The adopted estimates in Tables 1 and 3 of opei:ating
revenues, operating expenses, and rate bases of SoCal and PLS for
1974 test year sales of 782,850 Mch of gas are appropriate to
determine SoCal's gross revenue deficiency under present rates and
should be used for that purpose. Present rates are defined for
purposes of this order as those effective as of February 15, 1973,
reduced by 0.023 cents per therm which are now part of the GEDA
chaxge, and excluding all tracking, offset, and other GEDA charges
which have occurred since that date. These tables include expenses
attributable to the Aliso Canyon Storage Field and the rate base,
including interest during construction for test year 1974, attrib-
utable to Aliso on an as-expected basis.

5. 4An allowance of $8,746,000 for SoCal's 1974 sales expense
is reasonable. Of this amount $2,800,000 is reasonable for
informational advertising to instruct users in the efficient and
effective use of gas. In A & G expenses, $650,000 is a reasonable
allowance for informatiomal advertising.

6. SoCal's earnings under present rates from its operations
during the 1974 test year produce & rate of return of 6.69 percent
on & rate base of $826,090,000,

7. A rate of return of 8.50 percent for the PLU system is
reasonable., A corresponding return on common equity under the
adjusted capital structure would be 12.35 percent. This rate of
return determination is based upon imputing FLC preferred stock
to PLU and the use of year-end capital ratios as described :Ln .
the foregoing opinion.

8. A fixed rate of return for PLS for application in its
cost of service tariff of 8.50 percent on its rate base of
$197, 919 000 is reasomable.

9. The rates and charges authorized herein are just and

Treasounable and present rates and charges, insofar as they differ :
therefrom, are for the future unjust and unreasonable.
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10. SoCal is entitled to increases of $14,799,000 in net
annual revenues to raise its test year rate of return from the
present 6.69 percent to the 8.50 percent hereinabove found to be
reasonable, : -

11, An Increase of $33,693,000 :i.n annual gross revenues
based upon the test year 1974 is justified. Accordingly applicant
should be authorized to increase its existing gas rate levels to
the extent indicated in Appendix B hereto, so as to yié]id-add‘itional
annual gross revenues in the amount of $33 693,000 based upon the .
test year.

12. The amount of the authorized increases consists in part
of an estimated increase in wage and fringe benefits of 5-1/2 percent
beginning on April 1, 1974, SoCal should inform this Commission
of the outcome of its 1974 wage and benefit negotiations. To the
extent that the expensed wage and fringe benefit increase effective
on and after April 1, 1974 is below a 5-1/2 percent ammual rate,
SoCal should file tariffs with a uniform percentage decrease from
those authorized in Oxdering Paragraph 1 herein to absorb the
difference between a 5-1/2 percent Increase and the wage and benefit
increase agreed to by it.

13. All classes of sexrvice should bear a portion of the:
required revenue increase of $33,693,000. Table 5 of the foregoing
opinion shows the amount of increase authorized heréin, by class
of service. The rates authorized by this Commission, set forth
in Appendix B hereto, reflect a faixr and reasomable apportiomment
of the authorized increase in gross revenues of $33,693,000 to the
various classes of service. The rates comtained in Appendix B
incorporate the net authorized changes in SoCal's tracking, offset,
and GEDA charges from those included at present rates to June 30, 1574.
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14, It is fair and reasonable:

(a) To structure interruptible rates s¢ that no
rate is below the average cost of gas and
to give consideration to levels of sexvice
anticipated under the various interruptible
schedules.

To consolidate SoCal's firm schedules by
eliminating Schedules G=20 and G-40. Such
customers may continue to receive service
under the appropriate genmeral sexrvice rate
SChedule. '

To lessen the alr-conditioning incentive in
SoCal's rates. '

To not modify the G-60 rate structure absent
an evidentiary showing. _

To increase G-30 rates above the average
percentage of f£irm customers. We would
entertain a request by SoCal on a future
GEDA filing to include the G=30 schedule
in a manner similar to that incorporated
in the PGA.

(f) To modify rates in accordance with the
criteria set forth in the opinion herein.

15. The multiplicity and magnitude of f£ilings for gas rate
increases by the suppliers of SoCal and PLS justify Commission
authorization of a PGA procedure for SoCal and PLS which provides
for the expeditious handling of advice letter filings relating
to such increases. The PGA procedure which is adopted by the
Commission in this proceeding does not authorize a rate increase
at this time but provides a procedure whereby SoCal may file
advice letters, which if approved will authorize rate changes
in the future. SoCal and/or PLS should file an application’ for
authorization to add costly new increments to their basic gas
supply. : ‘ ‘
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16. The Commission on its own motion or oo the basis of a
protest filed with the Commission may set for public hearing a
proposed increase contained in an advice letter which is filed
pursuant to the PGA procedure authorized in this proceeding. The
PGA procedure authorized in this proceeding is not unjust, un-
reasonable, and discri:hinatory.

17. The PGA procedure authorized in this proceeding provides
for a review of an increase proposed in an advice letter £41ing.
The conditions and limitations of the numbers of PGA f£ilings and
the zmounts to be included in the PGA filing set forth in Exhibit 1
should be modified to conform to the eriteria set fort:h :£n the
opinion herein. ‘

18. The PGA tariff changes should be included in each rate
" schedule and explained in deta:[l in the preliminary statement and
Rule 2,

19. The proposal of SoCal relating to reduction in the PGA
value and the handling of refunds is reasonmable. The contingent
refund dockets should be listed in Section H of SoCal's Preliminary
Statement in a manner consistent with the listings now filed for
offset and tracking increases.

20. The PGA increases should be spread on a uniform cents per
thermal urit or an equivalent basis for Schedule G-30 using the
procedure set forth in Exh:.bit 40, :

21. Applicant files temperature adjusted operating reports
with this Commission. The use of a 30-year temperatuxre base
for such reports, including reports related to PGA—*fﬂings,aisv
reasonable,

22. Tbe Phase I proceedings were necessary to arrive at the
required additional revenues to yield a reasonable rate of return
fox SoCal and PLS based upon existing interruptible service priorities.
Possible further rate modifications and envirommental considerations
~ should be dealt with in a separate Phase II proceeding ”
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23, Special rate considerations for minor items, such as
allocations of unaccounted for gas expense and uncollectible
expense, would constitute an undesirable precedent leading to a
proliferation of special rate schedules.

24. SoCal should be oxdered to keep the Commission staff
fully informed in advance of contemplated new R&D projects. SoCal
should also supply updated information on ongoing RSD projects.

25. SoCal and PLS should be ordered to notify the Commission
staff by letter of intent of planned reclassification of properties
from operative to nonoperative status having book values for land in
excess of $100,000. The letter should set forth the proposed
accounting treatment and the reasons for the reclassification. If
the property is to be conveyed to an affiliate the proposed dis-
position of the property should be explained. A letter of intent
should be filed at least 20 days before the proposed reclassification.

26. SoCal and/or PLS should be ordered to keep the Commission
staff fully informed in advance of proposed FPC f£ilings and certifi-
cate and rate proceedings to be made by its affiliates, either
acting alone or with other companies. SoCal should also advise

the Commission staff about its gas procurement and costs in the
Californjia market. -

Conclusions

1. Thke application herein should be granted to the extent
set forth in the preceding findings and in the followmg order, and
in all other respects should be denifed.

2. The increases in rates and charges authorized herein
are justified, providing that the expense wage and fr:'.nge benef:.t

Increase effective on and after April 1, 1974 is equal to 5-1/ V4
percent.

3. SoCal should file an informationmal filing conceming expense
wage and fringe bemefit increases for 1974. If the increase on and
after April 1, 1974 is below 5-1/2 percent, a substn.tute tar:[ff -
filing should be made,
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4. SoCal should be authorized to incorporate its proposed
PGA provision in its tariffs, modified to conform to-the criteria
set forth in the opinion herein. The justification for inclusion.
of any costly new increments of gas supply should be incorporated
in a certificate application.

5. SoCal and PLS should file temperature adjusted data usrng

a 30-year base.

6. The Phase I proceedings were necessary to-arrive at the
required additional revenues to yield a reasomable rate of return
for SoCal and PLS based upon existing interruptible service
priorities. Possible further rate modifications and environmental
considerations should be dealt with in a separate Phase II proceeding.

7. Special rate considerations for minor items, such as
allocations of unaccounted for gas expense and. uncollectible-expense,
would constitute an wndesirable precedent leading to a prolifération
of a special rate schedules.

8. SoCal should be ordered to keep the Commission staff
fully informed in advance of contemplated new R& projects. SoCal
should also supply updated information on ongoing R&D projects.

9. SoCal and PLS should be ordered to notify the Commission
staff by letter of Intent of plammed reclassification of properties
from operative to nonoperative status having_book values for land
In excess of $100,000. The letter should set forth the proposed
accounting treatment and the reasons for the reclassification. If
the property is to be comveyed to an affiliate the proposed disposi-
tion of the property should be explainmed. A letter of intent should
be filed at least 20 days before the proposed reclassification..

10. SoCal and/or PLS should be oxdered to keep the'Commission
staff fully inforwed in advance of proposed FPC filings and certifi-
cate and rate proceedings to be made by its affiliates, eitber
acting alone or with other companies. SoCal should also advise the

Commission staff about its gas procurement and costs in the California
market.
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ORDER ON PHASE T

IT IS ORDERED that:

1. Southern California Gas Company is authorized to file the
revised tariff schedules with changes in rates, chaxrges, and
conditions as set forth in Appendix B attached hereto, and con-
curxrently to cancel its present schedules for gas service. Such
£filing shall comply with General Oxder No. 96-A. The effective
date of the new and revised tariff sheets shall be one day aftex
the date of £iling. The new and revised schedules shall apply only
to sexvice rendered on and after the effective date thereof.

2. Southern Califormia Gas Company shall file a statement
with this Commission setting forth the wage salary and fringe
benefit increases granted to its employees. To the extent that
this increase Ls less than 5~1/2 percent Southern California Gas
Company shall file substitute rates reducing those authorized in

Ordering Paragraph 1, herein, consistent with our findings and
conclusions,

3. Southern California Gas Company is authorized t:o_ file
with this Commission om or after the effective date of this oxder
a revised Preliminary Statement and a revised Rule 2 describing
2 purchased gas adjustment clause in its tariffs, which incorporates
the criteria set forth in the opinion herein. Such £iling shall
comply with General Order No. 96-A. The effective date of the revised
tariff schedule shall be ten days after the date of filing. The
revised tariff schedule shall apply only to serv:[ce rendered on and
'aft:er the effective date thereof.

4. Southern Californmia Gas Company and/or Pacific Lightmg
Sexvice Company shall keep the Commission staff fully informed,
in advance, of proposed FPC £ilings, in certificate and rate
proceedings to be made by its affiliates,v either acting alone or
with othex companies. The Commission staff shall be similarly
advised about-its gas procurement and cost in the California market.
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.5; Southern California Gas Company is ordered to keep the
Commission staff fully informed, in advamce, of contemplated new
research and development projects.

6. Southern Califormia Gas Company and/or Pacific Lighting
Sexrvice Company shall notify the Commission staff in advance by
letter of intent of plamned reclassification of properties with book
values for land in excess of $100,000 in time for the Commission to .
determine if it bas any objections to the reclassification.

7. Southern California Gas Company and/or Pacific Lighting
Sexvice Company shall file temperature adjusted report:s using a
30~year base.

The effective date of this order is the dste hexeof.
Dated at Sex Franelseo | California, this
day of __JULY , 1974, |

. - ) A TN SSALT/ SETRY e
11y SAH N/
- .~ ‘J Al .
“ o e e e
! o
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APPENDIX A

List of Appearances

Robert Salter and E. R. Island, Attorneys at Law,
or applicant.
Arthur T. Devine, Deputy City Attormey, for Depart-
ment or Water and Power, City of Los Angeles;
Burt Pines, City Attorney, by Charles W. Sullivan,
Attorney at Law, for the City of Los Angeles;
Robert W. Russell, Chief Engineer and General
Manager, by Kenneth E. Cude, for Department of
Public Utilities and Iramsportation, City of Los
Angeles; Robert J. Logan, Attorney at Law, and
Manley W. Edwards, Ut%IIty Rate Consultant, for
the C:.ity of San Diego; A. W. Schafer, for the City
of Burbank, Public Service Department; John T.
Healy, for Pasadena Water and Power Departument;
K. L. Parker, Principal Mechanical Engineer, for
the City of Glendale, Public Service Department;
Rollin E. Woed » Robert J. Cshall, H. Robert
Barnes, Attorneys at Law, Larry R. Cope, Logineer,
Or Southern California Edison Company; Renn C.
Fowler, Attorney at Law, for Office of Gemeral
Counsel, Regulatory Law Division, Gemeral Services
Aduninistration: Chickering & Gregory, Sherman
Chickering, C. Hayden Awes, Donald J. Richardson,
Jr., by Donald J. Richardson, Jr., and David A.
on, and Gordon Pearce, Attorneys at Law, Zor
San'Diego Gas & Electric Company; William L.
Knecht, Attorney at Law, for California Farm
Bureau Federation; Henry F. Lippitt, II, Attorney
at Law, for California %‘E' . Esgucers Association;
Brobeck, Phleger & Barrison, by Robert N. Lowry,
Attorney at Law, for Cslifornia Manutacturers
Association; John B. Brewer, for Hospital Council
of Southern Czliforrnla; Wov A. Wehe, Consulting
Engineer, Edward C. Wr:x’.gh_t},'_mﬁ'f Manager,
Leonard L. Putnam, City Attorney, by Harold A.
Lingle, Deputy City Attorney, for the City of
Long Beach; C. H. Fuller, Jr., for California
Coin Laundry and Dzy Cleaning Owners; Edward A..
Boehler, for California Ammonia Company; inter-
ested parties. )
Janice E. Kerr, Attorney at Law, Colin Garrity, and
Kenneth K. Chew, for the Commission stazf.




sa 53797 .

APPZNDIX B
Page 1 of 8

RATES - SOUTHERN CALIFORNIA GAS COMPANY

Applicant's rates and charges are changed to the level or extent set forth
in this appendix.

RATES AUTHORIZED INCLUDING TRACKING OFFSEIS AND GEDA
INCREASES PRIOR TO JULY 1, 1974

ALSQO A o023 CENT GEDA INCREASE AUTHORIZED
PRIOR TO FEBRUARY 15, 1973

CINERAL NATURAL GAS SERVICE

Blocking adove 1,000 thermal units are consclidated into a single block.
Eliminate G-20 and G-40. These customerc to be billed on the General Natural Gas
Service Schedules. o s '

RATES

e t——

Cormodity Charge: Per Meter Per Month
' Gul = G=2 : G=3 :  Gelor = G=5

Regular Usage:-

First 2 thermal units, or less § 3.25 $ 3.30 $ 3.35 & 3.45 § 4.35
Next 28 thermal units, per unit 10.207¢ 10.449¢ 10.965¢ 11.84l¢ 13.353¢
flext 970 thermal units, per unit 9.212  9.613 10.029 10.527 -10.998
Over 1,000 thermal units, per unit 8.608 8.606  8.608 .. 8.608  8.608&

Minimum Charge:

Al customers except $3.30 L 3.35° 5 3.45 5435
"space heating only" ‘ L o

‘Space heating only customers: ‘ _ A
November through April $ 9 6.60 £ 6.70 S 6.90 $8.70.
- May through October None  None None =~ Nome
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APPEDIX B
Page 2 0f 8§

OPTIONAL RESTDENTIAL GENERAL NATURAL GAS SERVICE

SCHEDULE NO. G-10
RATES

Commodity Charge: o : Per Meter Per Momth . . :
 :First 2 Thermal:Over 2 Thermal:
: Units or Less :Units Per Unft:

In rate arcas where Schedule G-1 applies $2.25 13.778¢
In rate arcas where Schedule G-2 applies 2.30 14.020¢
In rate areas where Schedule G-3 applies ‘ 2.35 14.536
In rate areas vwhere Schedule G-4 applies 2,45 : 15,412

MULTI-FAMILY AND MILITARY NATURAL GAS SERVICE 6-20

APPLICABILITY

Schedule discontinued as of the effective date of the oxder herein All
<ustomers to be billed on the sppropriate General Natural Gas Service Schedules

STREET AND OUTDOOR LYGHTING NATURAL GAS SERVICE

- Schedule G-30 is subject to: cracking type increases as of the effec:ive
date of the order hexein,
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APPENDIX B
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STREET AND OUTDOOR LIGHTING NATURAL GAS SERVICE

RATES

Rete "X" - Lighting Service onl:y :Pex Lamp. Per mnch'
Bourly lamp rating: _ ‘ H H

1.99. cubic feet pexr hour or less
2.00 - 2.4¢ cu.ft. per hour
2.50 - 2.99 cu.ft. per hour
3.00 - 3.99 cu.ft. per hour
4.00 = 4.99 cu,ft. per hour
5.00 - 7.49 cu.ft. per hour
7.50 -10.00 cu.ft,. per hour
Over - 10,00 cu_£ft, per cu.ft., per hour

FIRM INDUSTRIAL NATURAL GAS SERVICE G40

APPLICABILITY

Schedule discontinued as of the effective date of the order hexein. All
customers to be billed oz the appropriate Gemeral Natural Gas Service Schedules,

SPECIAL RATES FOR AIR CONDITIONING USAGE -
SCEEDULES G-l THROUGH G-5 :Pex Meter Per Month: -
' - :May Through October:- .

Afir Conditioning Usage:

First 100 thermal 8.608¢
Next 150 thermal . ‘ 7.768
Next: 250 thermal : : 7.247
Next 1,500 thermal | 6.818
Next 8,000 thermal units, ‘undt 6.424 .
Over 10,000 thermal - 6.308
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GAS ENGINE NATURAL GAS SERVICE

RATES

Cbmédity Charge: o : tPer Meter Per Monthﬁ*

-
-

First 2,000 thermal units, per unit
Next 8,000 thermal units, per unit.
Over 10,000 thermal units, per unit

INTERRUPTIBLE NATURAL GAS SERVICE

SCHEDULE NO. G-50
RATES

Blocking and Rates are revised as follotks‘:

G=4S - e

.17

7,182

Commodity Charge: ‘ :Per Meter Per Month:‘l ‘

Reguler Usage:

First 10,000 thermal units, per unit
Next 20,000 thermal units, per unit
Next 170,000 thermal units, per unit
Over 200,000 thermal units, per unit

Special Rate for Afr Conditioning Usage
May through October

First 2,000 thermal units, per unit
Next 8,000 thermal units, per unit .
Over. 10,000 thermal units, per unit

G-50. L

7.665¢
7,365
6.943

. 6.650
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INTERRUPTIBLE NATURAL 'GAS SERVICE--Comnt'd.

SCHEDULE NO. G=S0T

RATES

Commodity Charge: _tPer Meter Per Mont:h:," '

Regular Usage: : : C-30T

First 440,000 per therm - 6.650:.‘;"
Next 650,000 : per therm: 6.503¢
Over 1,100,000 per therm ' 6.320¢

'SCHEDULE NO. C=53T

RATES

Commodity Charge: ‘ 7Per Meter Per 'Mcmch:“_
Regular Usage: : G=33T :

First 440,000 therms, per therm ' 6. 194¢- ;‘
Next 460,000 therms, per therm ' : 5.888¢.
Over 1,100,000 therms, per therm 5.728¢ -

Special Rate for Air Conditioning Usage,
May through Octobexr:

Applicable to Schedules Nos. G-50T and G-53T

First 11,000 therms, per therm ‘ 5.722¢ .
Next 11,000 thexrms, per therm 5.562¢

SCHEDULE NO. G-58

NATURAL GAS FUEL FOR UTILITY ELECTRIC GENERATION

RATE

Btu.

The rate for all gas supplied under this schedule s 52.18¢ per miilion ‘
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WHOLESALE NATURAL GAS SERVICE

SCHEDULE NO. G=-60

‘Revisedto reflect ch.a.nges filed with Advice Letter No. 880 and further
mod:.f:.ed below. , ' ‘

RAI’ES ‘

Monrt:hlly Demand Charge:

Per Mcf of Daily Contract Demaﬁd at 68,000 Mcf per day

Comﬁodicy Charge, per therm:
Up to 42,500 Mcf on any day

....... LN R RN N RN RN Y

For usage between 42,500 and 68,000 on any day:
Up to accumulated usage of : .
1,000,000 Mcf during contract year .......o..... cerans s 6.155¢

Iz excess of*i,OO0,000 Mcf during contract year 8.45%¢
Minimum Anoual Charge for Additional Peaking Demand $ 159,000%

* TIocludes up to 21,000 Mcf of gas taken during
winter period calculated at the rate of $7.571
pex Mcf or up to 63,000 Mcf calculated at the
rate of $2,524 per Mef if taken during nonwinter
period, without extra charge. Payment of the
minimum asnual charge for additiomal peaking
demand shall be made at the rate of $45,000 per
month with the December, January, February bill-
ings and at $24,000 with the March b:f.lling.
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WHOLESALE NATURAL GAS SERVICE-~Cont'd.

SCHEDULE NO. G-61

RATES

Monthly Facility Charge | s 97,500

Moothly Demand Charge:
Per Mcf of Contract Daily Maximum Demand at
221 ooo MCfPerd&y .oo--nt--a-.....o’.--f.'-. ) 1 9598

Coumodity Charge, per million BLU ..oewewnoeno. - 52, 13¢
Additional .Peaking Demand Gas: o E
Annval Charge for Pealdng Demand sesvescscesas 234.,000%

Commedity Charge per million Btu of Monthly - ‘
DelIVeTY . iivrcerinraaiiecrocaneraen sren 7L.18¢

* Payment of annual charge for additional peaking demand shall be mde _
at the rate of $42,000 per month with the November, December, January, February
and March bilh.ngs ana at $2%, 000 with ‘the April billing.
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SOUTHERN CALIFORNIA GAS COMPANY

SUMMARY OF TRACKING OFFSETS AND GEDA RATE INCREASES BY CLASS OF SERVICE
SUBSEQUENT TO FEBRUARY 15, 19/3 UP TO AND INCLUDING JUNE 30, 1974

.mracking 0££set GEDA,

:  Increases.
: 2-15.73 to 6-30-74

Inclusive

.

e Therm%i"
.+ Rates.
- ¢/Th

General Natural Gas Sexvice o |
@1 mw@ 5 ...'-...‘..‘.-".......r..’.‘.‘.-.....'.-....‘.

Gas Engine\

c.&s - ass . - 00..0.-...ooo-.'..’..t.‘.:--0-00-.-..... 1-234

Regular Interxuptible : : ‘ o -
G-so 5” SBT IO...O..........l.‘l”'-...lﬂ..-I.I. ' 1.234‘ 102“'

Stean-Electric

G"SS .O..D..--OOD-'..C..0-0-....l.o‘--.nooot\.'o.---oo L | 1 233‘78/ : |

b
[ 4

WhOlesale: Lm BeaCh 6-60 ..l..-....l..-.-‘..‘...‘.‘.‘-.i.‘-.'...'....'.‘....-;;.
SW_&E 6-61 .....-....0.'...-.I..'.'O-.-..“..-.’O’..v_._.I‘..:9."'_-‘-

a. Increase in G-S8v-‘ 12.337¢/M?Bcu

b, 1Increase in rates is: Commodity 1,2337¢/Therm

¢. Increase in rates are: Monthly Commodity. 12.337¢/

e te vy ee u

Additional Peaking COmnod:’.ty. 12.337¢/M Bee




