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DEFORE THE ?UBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of Advice Letter %
No. 911 of SOUTHERN CALIFORNIA

GAS COMPANY to Increase Revenues -
to Offset Higher Gas Costs | Appliication No. 55544
Resulting from Increases in the | (Filed Maxrch 6, 19753
Price of Natural Gas Purchased _ amended March 13, 1975)°
from EL Paso Natural Gas.Company, . .
Transwestern Pipeline Company and

Califormia Producers.

) -
' . .
-

(Appearances listed in Appendix A)

On February 28, 1975 Southern California Gas Company
(SoCal) filed its Advice Letter 911 seeking a Purchased Gas Adjust-
ment (PGA) for increased natural gas rates to go into effect April 1,
1975% . The Commission converted this £iling into the subject
application on Maxch 6, 1975. SoCal's amended zpplication was £iled
March 13, 1975, seeking a gross revenue increase of $80,221,000,
effective April 1, 1975 because of an increase of 12.06 cents per
Mef to be charged by E1l Paso Natural Gas Company (E1 Paso) uader its
PGA with the Federal Power Commission; a PGA increase of 3.96 cents
per Mcf by Transwestern Pipeline Company (Transwestern), a major
natural gas supplier of SoCal, and a concomitant increase by the
California suppliers, whose price to SoCal 1s based on the boxder
price of gas. At the public hearings held on March 19 ané 20, 1975
before Commissiomer Vernon L. Sturgeon and Examiner Phillip E.
Blecher, SoCal amended its request by éecreasing the total revenue

1/ 1.39 cents per Mcf surcharge of El Paso Natural Gzs Company will

be effective April 2, 1975. All figures used herein have been
adjusted to reflect this one day differential. ' '
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requested to $78,270,000, a decrease of $1, 951 000, due to a reduction
in El Paso s increase from 12. 06 cents pexr Mcf to 11.71 cents per Mcf.
Thus, SoCal s revised PGA’ request is 1,003 cents per thern or -
equivalent SoCal proposes appropriate reduction and refund action
to its customers in the event the FrC alters the filings made by
SoCal s suppliers.' SoCal also proposes’ to offset the increases on

a uniform cents per therm basis ‘which procedure has Commfssion
approval The revenue increase sought here is approximately $200,000
per day.w The requested Increase Includes a proportional increase '

in’ franchmsesland uncollectibles of $1 318 000 ““f;,
The Evidence -

Decision No. 83160 dated July 16, 1974 authorized rates
based on an 8.50 percent rate of return based on test yeaxr 1974,
and authorized a PGA procedure for SoCal, which is the basis for this
proceeding. SoCal represents its adjusted recorded rate of return
for 1974 as 7.55 percent (Exhibit P). It further represents that
{ts test year 1974 results adjusted for updated gas suppiy and xates
authorized up to January 1, 1975 (less GEDA rates) with the subject
gas cost increase Included would reduce 1ts rate of return to 3.98
vercent (Exhibit 0), and that the pass through of the requested PGA
will return’ its test year results to the authorized rate of retura.
These representations were not challenged or disputed. The staff
challenged only certain estimated amnuel costs (and correlative
prices), and the average heating value of the system gas supply per
cubic foot (Exhibit Q of SoCal; Exhibit S of staff). The company
accepted the staff changes in the estimzted annual costs and average
prices, shown in Columms B and C of Exhibit S. The staff, after
verifying the projections of gas voluwes, recoumended a total PGA
lncrease of $77,379,000 based on Exhibit S. The company used
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TABLE 1

New weighted aversge unit cost, 72.G4e/Mct (based on estimated anmual volumc
and cost of Bxhibit S)

Weighted average unit cost reflected in current PGA, 62.99¢/Mcf
Change in weighed average unit cost, (1) --(2), 9.95¢/¥c?

Base weighted average unit cost of systen gas supply. 59,73¢/Mef
Excess of new unit cost over base unit coat, (1) ~ (4), 13.21¢/NeL
Revised PGA for thermal unit or therm rates= (5) x R x I\'z R3 ¢/TU
or ¢/therm = 13.21¢/Mcf x 1.03227 x 1.01709 x .O0LETT = 1.3159¢/TU or
¢/therm (Use l.316¢)

Wherein:

MMcf Purchases for resale and Commany = use = 766.4
R = , MVc? Sales 752,1§ o = *-02227

- 100 :
% "100 ~ (Franchise reqmits. + Uncol. in % Of gas sales reverue) -

100
loo - 1-66 - 1-01709

100
R} “Aversage heating value of systex gas supply per cu. £t. &

Revised PGA for commodity rates of Schedules G-58 and G-61, (6) x 10 =
13.16¢/MBtu

Increase
Equivelent PGA for ' (Decrease)

Various Rete Schedules New PGA _ Pregent PGA : . 4n PPGA

Schedules with therm rates  1.316¢/therm  .326¢/therm O.990¢/£hcrm '

Schedules with thermal , L
urit rates 1.316¢/T0 326¢/70 0.990¢/T0

58, 61 12.26¢/MMbtu  3.26¢/MMBtu 9+90¢/MMBtu

Sckedule G-BO shall be increased based upon the average morthly consumpt:.on
of each lamp rating times the Ccf equivalert of Ltem 4 sbove.
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Counsel for the city of Los Angeles orally indicated a
.desire to introduce evidence as to several items of alleged cost
decreases which he Indicated should be deducted from any PGA
authorized. Three items were specifically enumerated: (1) decrease
in the optional repair tax allowance; (2) increase in the investment
tax credit from 4 to 10 percent, now being discussed in CongreSS’
(3) decrease in the prime interest rate from about 10 percent during
test year 1974 to about 7 1/2 percent presently. No specific amounts
were alleged, though they were represented to be multi-million dollaxs
in the aggregate, nor was any ftrm, definite, or documented offer of
proof made, nor were these items shown to be related in any way to the
PGA Increase sought by SoCal. It was admitted some of the f{tems
were out of the test period and were offered to possibly reduce the
reasonable rate of retwxrn (T 136), but it was never asserted that
the authorized rate of return would be exceeded if the reques:ed
increase was allowed, or if the alleged items of cost decrease were
not allowed. SoCal's ‘counsel pointed out they have not {ncluded any
other alleged cost increases, implying that other imcreases could
be introduced to offset any decreased costs. This would
obviously produce a perpetual eycle of addition and subtraction,
charge and countercharge. All costs, in either direction, are
matters properly considered in a general rate case, but this Is not
a general rate case -- only an extraordinary proceeding to consider
one type of extraordinary matter; f.e., an fncrease in the cost of
natural gas to the utility by its suppliers, who themselves are
regulated on the federal ievelma To allow evidence not directly
related to the specific matters considered im a PGA proceeding would
have the effect of converting the PGA into what would essentially
be a genmeral rate case, and would completely nullify the intent and
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purpose of the PGA, as would any discussion of reasonable rate of
return, Ih Decision No. 83127, supra, we discussed at some length
the theory of this type of proceeding, and therein limited its
scope. Since we see no viable alternative to the PGA at this time,
and because 1t is owr duty to maintain the delicate balance -
necessary to regulate the utility to enmable it to render the
level of service desired'by the consumer at reasonable rates, we
affirm our previous ruling, which was upheld by the examiner
presiding at this hearing. - .
Various parties at the hearing voiced objeetion to the com-
paratively short time between the advice letter £1ling and the
hearing dates. Under our adopted procedures, an sdvice letter need
not be set for hearing, but the Commission, in an effort to allow
additional objective examination of this large offset request, con-~
verted the advice letter filing Into an application. This had the
effect of tequiring'broader service of notice, and an opportunity
for public hearing. To be fair, the hearing was scheduled at the
earliest possible time to allow the utility'the opportunity to
obtain relief, 1f any, with & minfwum loss of revenue, The original
advice letter was filed February 28, 1975. There was more than
ample opportunity for a zeaningful examination of the reQuestéd
increase, and the Commission provided the public a greater
opportunity to be heard than its existing rules presently provide.
To extend this opportunity, we are herein ocrdering that notice of
all future advice letter £1lings that effectively Increase rates be
sexved upon all entities who appeared at the utility's last general
rate proceeding, as well as all entities who kave requested, in
writing, notice'of5311 such filings.' '
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Findings
1. El Paso has filed a purchased gas adjustment with the

Federal Power Commission (FPC) which provides for a net increase in
the unit cost of natural gas of 10.32 cents per Mef om April 1, 1975,
and an additlonal increase of 1.39 cents per Mcf effective April 2,
1975, pursuant to FPC Order Nos. 452 and 452-A. |

2. Transwestexrn has filed a purchased gas adjustment with the
FPC which provides for a met iIncrease in the unit cost of natural
gas of 3.96 cents per Mef effective 4pril 1, 1975.

3. The PGA of E1 Paso and Transwestern described in Findings
1 and 2 result in concomitant fincreases in cost by the California

producers, as SoCal's price to then is based on the border price of
gas coming Into the state.

4. Uader its PGA cuthorized in Decicion 83160, SoCal has
requested a revised total revenue Increase of $78,270,000 effective
April 1, 1975, subject to any reductions or refunds ordered or
required by the FPC. The staff recommended a total revenue increase
of $77,379,000. |

5. The average heating value of gas for purposes of this
proceeding is reasdnably determined as 1,054 btu per cubic foot.

6. Decision No. 83160 authorized an 8.50 percent rate of
return, based on test year 1974, adopted by the Commisdion after
being fully analyzed and tested.

7. SoCal's rate of return for adjusted test year-1974
(Exhibit 0) does not exceed the authorized rate of return, and the
requested increase will not increase the rate of return for test
yeaxr 1974, |

8. The PGA Increase authorized herein will result in an
Increased unit cost of .990 cents.per therm or equivalent, which is

to be spread on a uniform cents per therm or equivalent basis to all
¢lasses and schedules of service.
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9. The rate of return and rates suthorized by Decision
No. 83160 were found to be reagonable, and only offset imcreases
have been added to those rates, all of which offset increases have
been found to be reasonable.

10. The offset authorized herein is reasonable and will not
increase the rate of return sbove the last autherized rate of 8,50
percent. | |

11l. The increased cost of gas purchased by SoCal from its
suppliers, 1f not offset, will reduce SoCal’s rate of retutn for
adjusted test year 1974 to 3.98 perxcent, which rate of return would
be unreasornable.

12. The Increase in uniform cents per therm to each c¢lass and
schedule of sexrvice of .990 cents is reasonable, and the new rates
authorized herein, including said offset, are therefere found to Dbe
reasonable and justified. The total amnualized gross revenue I3
$77,477,000, |

13. There was no evidence offered to dispute or contradict the
statements, computations, and conclusions of SoCal or the staff.

14. The inerease In gas costs is an extrzordinary expeaditure,
both in natuwre and magnitude, and is the proper subject of an
offset proceeding limited in issue to specific items directly related
to the Increased commodity charge. ~

15. SoCal has filed a PGA c¢lause in Its tariffs, as zuthorized
by Decislon No. 83160, but did not incorporate therein the provisions
required on page 74 of Decision No. 83160 requiring a refund If
there was any excess of charges over increases in expenses, or if
the end of the year temperature adjusted rate of return exceeded the

antho*ized rate(a) of return up-to the amount of the. au:horized
increase.
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Conclusions

1. SoCal should be granted a PGA Increase in all classes and
schedules of service of mot more than .990 ‘cents per therm or equiva-
lent, to be gpplied on 3 uniform cents per therm basis, subject to thke
conditions in the ensuing order.

2. The increased rates guthorized herein are justified and
reasonable within the meaning of the Public Utilities Code.

3. The Tax Reduction Act of 1975 bas made changes in the
applicability of the ianvestment credit to utilities under our
jurisdiction. Because of our uncertainty about the effects of those
changes we will make our order in this proceeding an interim order
subject to refund, This will permit us to act promptly, if the utility
elects to flow through the beneflits of tke investment credit to the
ratepayers, to offset, by reduced rates, the Investment cxredit amd to

refund that portion of the credit accrulng since the effective date
of this oxder. |

INTERIM ORDER

IT IS ORDERED that:

1. Southern California Gas Company 1is authorized to increase
its rates in all classes of service by not more than .990 cents per
therm or equivalent to offset the increased cost of gas purchased
from 1ts suppliers. 7The effective date of the authorized increase
shall be the last to occur of either (a) 4pril 2, 1975, or (b) the
- latest effective date of the increases of El Paso and Tramswesterm,
or {c) the date of the tariff filings hereinafter required. |

2. Southemn California Gas Company 1s authorized to file revised
tariff schedules to xeflect the authorized increase in rates. Such
schedules skall comply with Gemeral Order No. 96-A, and shall include
the provision required by Decision No. 83160 and set out in Finding 15
herein, as well as a provision that any refund or reduction of these
offset incxeases ordered or required by an FPC action skall be refunded
to its customers on a like basis, and a provision for a refund because
of changes in the Investment credit. The revised tariff schedules

required herein shall apply only to service rendexred: on and after the
effective date thereof. '

-9=
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3. Simultaneously with any future £iling by Soutbern California
Gas Company for an offset increase, it shall file a statement indicating
the recorded results of this offset increase, including, but not limited
to, the following items: . |
a. Total gross revenue increase, by class of service.

b. Total commodity cost Increase, by supplier schedule.
c. Total franchise increase.

d. Total wmcollectibles increase.

e. Total federal income tax iIncrease.
f. Total state income tax increase.
g. Total other taxes iIncrease.

b. Results of operation with indicated rate of
return with and without the offset increase
authorized herein.

i. Changes in any other items of income and

expense attributed by the company to this
offset increase.

4. Notice of all future filings for offset increases shall be
served upon all persous or entities baving filed appearances in 1its

last genmeral rate increase proceeding,‘whether pending or not, together
with the notice required by General Order No. 96-A. These notice
requirements shall apply to advice letter £ilings and applications.

The effective date of this order is the date hexeof.

Dated at San Franciseo » California, this _ /4%
y_RPRIL __, 1975. | |

Commiscioner ROBFRT BATINOVICH ..

Frosent but Dot rarticizciing.
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APPENDIX A

List of Appearances

Maleolm H. Furbush, Robert Ohlbach, Joseph S.
Englert, Jr., by Joseph S. Englert Jr.,
Attorney at Law, for %acIEIc %as an ectric
Company; David B, Follett, Attorney at Law,
for Southern California Gas Company; Chickering
and Gregory, by Sherman Chickering, Donald
Richardson, €. Hayden Ames, and David A. Lawson, II,
Attorneys at Law, for Saa Diego Gas & Electric
Company; Gordon Pearce, Attorney at Law, Vice
President and General Manager, for San Diego Gas
& Electric Company; John H. Wov, for San Diego
Gas & Electric Company; For all applicants at
consolidated hearing.

Buxt Pines, City Attormey, by Leonard L. Snaider,
Deputy City Attorney, for the CIty Of Los Angeles;
Leonard Putnam, City Attorney, by Willfam E, Emick, Jr.,
Deputy City Attorney, for the City of Long Beach;
Rollin £, Woodbury, William Marx, H. Robert Barmes, Jr.,
and DenAls G. Monge, ACCorneys at Law, Tor Southern
California Edison Company; Edward C. Wright, Gemeral
Manager, long Beach Gas Department, for the City of
Long Beach; Rovy A. Wehe, Consulting Engineer, fog the
City of long Beacn; Manley W. Edwards, for the City
of San Diego; Ronald L. Johnson, Attorrmey at Law,
for the City of san Diego; William $. Shaffran,
Attorney at Law, for the CIty of San Diego; brobeck,
Phleger & Harxrison, by Thomss G. Wood and Gordon E.
Davis, Attorneys at Law, for California Manufacturers
Association; William Knecht and William Edwards
4ttorneys at Taw, for Callfornia Farw Buread
Federation; Robers 1. Russell and Manuel Kroman,
Department of Pubiic Utilities and Iransportation,
City of Los Angeles; Overton, Lyman & Prince, by
Donald H. Ford, Attorney at Law, for Southwestern
Portland Cement Co.; A. Barry Ca ello, City Attorney,
for the City of Santa Paxr ara; interested parties.

Hermwan Mulman, for The Coalition for Economic Survivals
and Alex Goo oofan, City Attorney, for the City of
Bellflower: protestants. '

Janice E. Kerr, Attorney at Law,and Edmund J. Texeira,
__EEF7ET—TEEEEssiQn‘staff.
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COMMISSIONER VERNON L. STURGEOA concurring in part, dissenting
in part

I concur in part, and I dissent in part. I dissent
strongly to making an offset order of this type subject-to
refund. It has the effect of putting a cloud on the companies'
ability to attract new financing, both equity and debt, to the
detriment of the companies and their customers at a time when
it is difficult and costly for utilities to finance even under
the most favorﬁble of”circumstances. | N

I concur to avoid a stalemate which would deprive .
the utilities of revenue which thc;record clearly demonstrates
is warranted. This order should have been final and the
matter of investment tax credit saould have considered in

a gencral rate case in public hearings.

ernon L. Sturgeon
Commissioner

San Francisco, Calzfornza
Aprxl Z, 1978°
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COMMISSIONER WILLIAM SYMONS;‘JR.;'DISSENTING

Although I support the asuthorization for the increase to covér the
cost of inereased price of gas as fully justified dy the evidence, my
conscience fofces me to dissent from the condition relating to the
Investment Tax Credit. I may have an old-fashioned appreoach but I still
believe there is a right way ané‘a wrong way of doﬁng things. It is not
right to attach a conditioh for the purpose of extracting a concession
from the utilities as the price of gettihg what they need and are'
entitled to.

It is especially bad in this situation where the new Investment Tax
Credit law has not been the subject of hearings in which the purpose of
the credit, its effect on the utility's cash flow, the financial needé
of the utility and the long run interest of the consumers have been

evaluated. In the absence of a record made in such proceedings Y must

object to the hasty decision thAt has been made today and I believe that

the condition on the authorization is simply totally improper.

The Investment Tax Credit of 1975 is not an issue properly before us
in this purchase gas adjustment application and can be handled adequately
by the Comm1531on in e;ther a general rate case or special, proceed;ngs
Conditioning the rate approval here upon comjectured poss;ble future
action with regard to the InveStment Tax Credzt has the harmful effecc of
unnecessarzly clouding the quality of utility earnings to the ultlmate

detriment of both the utility and the ratepayer.

Saen Francisco, California D 5
April 1, 1975 . Comm~°szoner




