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Decision No. _8_,_4_5_6_9_ 
( '.'" 

l3EFORE THE PUBLIC UTILITIES COMMISSION OF 1'BE STATE Op:CAI.IFORNIA 
,I 

In the Matter of Advice Letter No. 91t: 
of SOOlHERN CALIFORNIA GAS COMPANY to 
Increase Revenues ~o Offset Higher Gas 
Costs Resulting from Increases in the 
Price of Natural Gas Purchased from ' 
El Paso Natural Gas' Comp8Jly' and 
Cal:tforn1a Prodtseers. 

------------------------------~) 

Application No. 55676 
(Filed April·, 23" 1975,;. 
amended May 16~ 1975). 

(Appearances listed in Appendix A) 

INTERIM OPINION 

On April 23, 1975 Southern- C8.1:l.fornia Gas Company (SoCa1) 
filed its Advice Letter No. 916, seeking. a Purchased Gas Adjustment 
(peA.) for increased natural gas rates to- be effective June 16" 1975. 

, , ' 

The Cotnmiss,ion converted this filing into the subj ect application " 

on May 7, 1975. SoCal' s amended application., filed on May 16, 1975, 
" 

sought a gross revenue increase of $40,741,000 by reason of an 
increase of 7.21 cents per Mef to- be charged by' El Paso Natural Cas 

, , 

Company (El Paso) as a result of Federal Power Cor:nmission (FPC) 
's.ct!on in FPC Docket RP 75-39, El Paso's pending general rate 
increase):/ Subsequently, SoCal, advised that on May 16, 1975 Xl Paso 

filed a revision to its proposed increase pending. before the FPC by' 
including an alterns.te proposal of 5.48 cents per Mcf;·wh:lch now -
becomes El Paso's pending request. nus, wo~d lower SoCal's' gross 
re'Veu'Qe requirement' under this offset to $3l,. 339,000. 5:1nce SoCal t s 
witness testified that 5.48- cents per Me! would most l!kely become 

]/ The total gross, revenue increase reques:ted, includes $223:,000 for 
prior underpayments for california producers. 
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effective on June 16,.. 1975" we shall treat this appl:tce:r::ton as· be1ng 

a requested offset !ncreese in the S1lm of $31,339:~OOO based on the 
increa.sed cost to SoClt1 of 5.48 cents per Mef even tho'OghSocal' s 
clearly sta~ed desire was to effect the larger increase,' subject ,to­
future refwd and rate reduction, if ne:cessary. We view our alter~ 
Jl8,tive as more des~~;ble to all cotlcerned parties. Public hearings. 
were held On May 28 ~d 29, 1975 before Ex8.m1ner Phill:tp E. Blecher 
and this matter was submitted on the latter date •. After the sea:e­
ment$. from several members' of the 'P't:b11c,. testimony and exhibitS , 
were offered by app11cent, the staff, and thec'ity of SanD':£:ego. No.' 

" " . '". ' 

o'therparties offered~ any evidence .. ' 
The Evidence 

Decision No:_ 83160 dated July 16, 1974 authorized rates 
based on an 8 .. 50 perc(~nt rate of 'return based en tes,t year 1974, and 

q. . 

.£Iu~orized ~ PGA proc~!d'Cre for SoCal, which is ~e' basis for this­

proceed~ SoCal represents its adjusted recorded rate of return 
for 1974 as 7 .55 perc~nt (Exh1b~t 5). It further represents that 
test year 1974 results adjusted for updated gas supply and rates 
a,utherized to AprU 2~ 1975 (less GEDA rates) with the subject gas. 
cost increase included would reduce its rate of return to' 6 .. 70·per­
cent (Exhibit: 10), and that the pass through of this PGA will allow 
it to ea=x: 8~47 percent (Exh1b:::'t 10) _ This computation does not 
acco'.m.t fo::. the :tncrease :In the investment tax credit (Ite)· avall.?,b1e 
.:nder· the 'I'ltX RedtlCtion Act of 1975 (mA) retroactively to 
=8Jl.'IJ2ry 21". 1975, nor the optional repair allow~:nce> which wa.s 
not included .. in test year 1974 ,cd which. ·SoCal admits.:[s completely. 
unaccounted for in the year 1975:~ 
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........ . ~", 
Socal represented that its" estimated optional.,repair 

allowance for calendar 1975 is $5;JlOO;J000 which is treated asa 
d~duct1on from expenses. 

SoCal also represented that it· had determined that :tts ' 
election under 'lRA would' be' fOr ratable ::flow through. In 1975, this 

ratable portion was est~.ted to be $53 ~ 000, wh::tch when flowed' ' 

through;J would have a revenue impact of'$114,OOO. If soeaf had' 

opted for full flow tbrougb.;J the full rrc . increase for·"1975.would be 

$2,060,000 with a revenue impact of $4,426,000. the rrc increase 
in transmission related property for 1975 :ts. $225,000 and' the revenue 
equivalent is roughly twice that sum, or $450,.000. 

The staff has recommended a total revenue increase of 
$30,892,000, which is $447,000 less than the utility requests, based 
On the 5.48 cents Mcf increase. This amount was computed by the . 
staff by altering two basic figures used by SoCal: (1)' Computing 
the average border price for the quarter July 1 to- October 1;. ·1975-
(instead of comm~c1ng On June 16, 1975;J the effective date of 
El Paso's increase), which has the effect of slightly lower:!ng the 
weighted average price of gas (See Exhibits 8 and 13); (2) Us1ng 
an average heating value of 1;J 053 Btu! cf instead of SoCal's assumed 
value of 1,050, which has the effect of reducing the·.rat~ increase 
per therm:. and which accounts for the bulk. of the d:1fference 
(approximately $420 ~ 000) between applicant r s and staff's computations. 

The staff ac<?epted all other assumptions and computatioIl.$ 
made by SoCal:. and recommended' the increase be: spread· on a- uniform. 
cents perthermbasis. 
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'!he city of San Diego presented au expert witness whose 
testimony anc sponsored exhibit (Exhibit ·18) viewed :tn the light 
most favorable to the city's poeition indicates that on the same 
bas:f.s the staff and SOCal used to compute the necessary items 

(Test yea: 1974 adjusted and updated for est~ted gas supply .and·· 
rates as of AprU 2:t 1975) its resw.ts s.ubstantially corroborate 

the applicant's results. the city's projectec!. test year July l:, 
1975 to .June 30:t 1976 is not a basis consistent with =he other 

presentations in this proceeding, or. the PeA procedure appr~ved: for 
SoCal in Decision No. 83160. ~e cannot Stlbserlbeto ·the 
eO:l.tec.tions. assumptions~ and projections made by the. city. 

No other parties XIlade" any affirlllative show!ng~ offer of proof ~ 
or production of evidence. 
Discussion 

'Ib.:ts opfru.on and order nre being made OD. an· interim basis 
for 'two reasons: 

1. In the event the FPC orders a rate change other than the 
5.48 cents Mcf on which we base this decision. t:his matterme.y be 
set for further hearing without requiring the ut11ityto formally 
file a new applicatioD.:t thus reducing cos.ts and· saving time~and:: 
effort. 

2~ We are reserving the right to treat the ItC increase under 
the TP..A ata time after the decision inC&seNo. 9915~l is rend'ered .. 
ana our study of TRA. is concluded. 'l'hus ~ we shall not discuss;r.rC·· 
any further herein. 

J:./ Case No. 9915 is our 1nvestigatioD.: of the impact of "IRA. upon the. 
utilities subject to our Jurisdiction. 

',", 
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In Decision No. 84291 we adopted a 1,054 B'CU/tberm average 
heatiDg content. The recorded value for 1:be first four months of 
1975 was so close to this adopted figure that we see no· reason to 
U~ question its va.l.idity and we aga.in adopt 1,054 Btu as. the average 
beating value per them.. Adopting tbe staff r s estimated axm.ual cost, 
(Exhibit 13) and the 1,054 Btu factor the potential PGA per.,tberm or 
equivalent computed by the formula used in Exhibits S' and l~' is: 1.117 
Blld the potent1al increase over' the present PeA' of 1.316,eentsI'ITJ: or. 
equivalent is .401 ce:tJ.ts/TU. ' 

S1Ilce there was uo evidence proffered in the ar~of , 
conservation and growth,' 1£ ,any, 'there can be 1).0 consideration.~. to 
these factors :'tn this decision. '.thus, based on the abovemattcrs, 

the total gross revenue, impact of the computed PGA. increase is 

$30,76S:,OO~ Decision No. 84291 and otller earlier decisions we have / 
held that au offset matter is em extraordinary proeeedillg to: ~cOns:i.der . ' 
one type of extraordinary matter. Because of the extra~dUJary facts' 
and nature surrounding the optional repair all~ance, es.timated .. Eooo 
$5,100,000 for ealendal: 197$, we' shall conSider this item. ouits" 
eerit5-. !he company's witness testified'tbat this tax deductible 
expense item bas been in effect s:tnee 1971, but was not includediu" / 
test year 1974, and testified that this large sum for 1975had' no . ". " 
direct impact in test year 1976 8lld bas been given 11(> impact; in' any, .: 
other proceeding pending. before us and is not reflected in,' c~ent, . 
rates or, in other words, $5,.100,000 of expense for 1975 will not be 

accounted for by the company to the ratepayer in 1975. In our 

.,' 

oPiuion, this is extraordi.tlary and therefore must be considered:tn 
tMs extraordi.tlary proceeding. Since the revenue impact of the 

option.el repair allowance is on a dollar for dollar basis;, and s!nce 
the company's rates will nowhere account f~r this in 1975, we are' 
deducting tbe sum. of $5,100,.000 from the gross revenue· impact computed 

above under the PGA., leaving a balance of. $25,668,000.', ' '," : 

-5-
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Finally, we arrive at the method of structar1ng the rate 
increase we are authorizing herein. Historically, rate increases 

were spread ~ the various classes of service on a percentage 
basis., which always kept the relationship between the classes con­
stant, or these increases have been spread' on a un1form cents per 
therm. basis, having the effect of ra:tsiDg the lower priced' classes 
proportionately more than the bigher priced classes. 'to achieve' 
,additional parity between the various classes of service, and to 

attempt to make the lower priced classes compensatory to the ut:Uity 

(SoCal r s witness test:tf:!.ed that the interruptible and' electric 
generation classes essentially do not make any money for the utility), 
we are spreading the newly aathorized. PeA as follows: 

(a) For the first 90 days after the effective 
date of this order, the PGA shall result in 
a 0.335 uniform cents per therm or eqtdv­
alent of 0.335' applied equally to all 
classes of service. 

(b) 

(c) 

After the e;,g>irat:1on of the 9o-day period 
set oat, in (a) above, the PGA increase 
aathorized by tb:Ls decision sOOll be applied 
to nonresidential schedules only. 
Rates for resale customers will be set to 
allow S1 mil ar exclusion of this increase 
'from their residential schedules, without 
bm:dening their nonresidential customers 
in any greater degree tban those of SoCal. 

Though the short-term effect of this rate structure is 
beneficial to the residential consumer ~ it 1s noteworthy· tb&t· the 
probable result :Lu the final analysis will be to inexease prices. 
the residential C01lSumer of gas will pay for other products which are 
made, sold or distributed (or a comb1Dat1on thereo-f) by the llOn~' . 

residential gas consumers J who will pass ~. their increased costs of 
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gas to the residential gas coD.Stm1ers in the form of: h1gberprices for , , 

the1.r products ~ and which nIl include a margin of profit added. on 

the cost increase, thus essent:tal.ly creating 4 greater end cos.tfor 
'the residential consumer. lbe mt. that th!s eost, is ind'i,reet and· 

, is hidden from· the residential gas user appears to. create. a .. des:trable 
form of "pa:tnless" energy cos,t wb.:tch presumably makes the price, of· gas: . . 

easier to' bear. 
'~~ •• ,-'0 ••• c,_ ..• , .. - ...... + 

Findings .. 
1. lhe FPC will 4uthor:tze a rate :lJ:lerease of not less than 

5.48 cents per Mef to El Paso effective June 16, 1975. 

'.,.-p---.,. .. , ,. 

2. SoCal has requested a total revenue increase' of $40,741,000 
under, its existing PGA.. clause ~ subj ect to rate reduction or refunds· 
ordered or required by the FPC. 'Xb.e staff recommended a total. 

revenue increase of $30,892,000. 
3. The average heati.ng: value of. gas for purposes of 'this 

proceeding is. reasonably determined 4S 1,054 btu per cubic' f~t. 
4. Socal t s authorized ·rate of return is 8.SOpercent,based 

on test year 1974. 
5. '!he offset authorized herein 18 reasonable and· will not 

cause applicant's rate of return to exceed 8~SO percent. 
6. !he optional repai::' allowance, estimated'·by applicant to 

be $5,100,000 for calendar year 1975,. :ts not accounted for in test 
year 1974 or any other proceedici pending before the Commission and 
is prtl-perly offset aga:tnst increased, rates because of the extra­
ord~ na'bxre and magnitude. of th.!$' item. 

,I • 

'. J, 

, ',,' 
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7. The PGA authorized herein will result in an' increased'ml1t:' 
cost of .335 per therm or equivalent for the first 90 days here&fter~ 

which equals an anDualized gross revenue of $25.663~OOO. 
8. After the expiration of the 90 day period set out in 

Finding 7 ~ the PeA. increase authorized by this decision shall be 

applied to uonresidential scbedules only. Rates for resale customers 
will be set to allow s.fm1lar exclus10n of this increase from. their 
residential schedules. without burdening their nonresident1&l 
customers in any greater degree than those of SoCal. 

9. The increased rates authorized: ,herein are just and 
reasonable within the meaning of the Public Utilities., Code., 

10. There is no just reason for residential gas. 'consumer to 
equally bear the bw:den of this rate1:acrease. where such customers 
are already paying effectively higher rates. ;'---" 
Conclusions 

SoCal should be granted a PGA increase totaling' on an 
annualized basis. $25~668.000~ to be applied' on a uniform. cents 
per them basis to all classes of service for 90 days' bereafter:J 
and commencing. on September l6~ 1975. to be- applied tc> ~esidential, 
classes of service subject to the terms and conditions ':1nthe enSuing 
order. 
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INTERDf ORDER, 

IT IS ORDERED that: 
1. Southern Cal:tfornia Gas Company is authorized to, :£ncrease 

its rates to offset the increased' cost 'of gas purchased from its 
• I' . 

supp11ers~ as follows: , 
(a) From the effective date of this order through 

September 15, 1975, by not rcoretban 0.335 
cents per therm or equ:Lvalent in all classes 
of service. 

(b) ColllDe1lcing September 16, 1975 and thereafter, 
pursuant to tariffs to. be. filed by Southern 
ca.l.i.forai.a Gas Company within 60 days aft:er 
the effective date of this order, subject: to 
our authorization, the total rate increase 
a.uthorized by tb:Ls dee:ls:lon shal.l be appl.:led 
to nonresidential schedules only. 

(c) Rates for resale customers will be set to 
allow s!mfJ ar exclusion of this increase from 
their residential schedules, without burdening., 
their nonresidential customers in any greater "....,..--
degree than those of SoCal. 

(d) !his entire rate increase is subject to 
refunc1 and or reduction in the event the 
Federal Power Commission finally grants 
an increase to El Paso Natural Gas Company 
of less than 5.4& C?ents per Mcf. , 

2. Southern Californ!a Gas Company is authorized to file 
revised tariff schedules to reflect' the authorized increase in. rates. 
Such schedules shall comply with General order No. 96-A. The revised 
tariff schedules shall be effective on: the date of filing and shall 
apply ouly to service rendered on and 'after the effective date. The 

revised preliminary sta.t~t shouldelimjnate all FPC Dacke,":$.· which, 

have been termlna.ted~ canceled or superseded. so as .to simplify its 
tariff schedules. ,. 

-
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3. . Ordering. Paragraph 3 of ::Decision No. 84291 dated' April 2) 
1975 shall apply to this offset proceeding and 3J.l future offset 
proceedings, on both an individtlaland cumulative basis. 

!be effective date of this order :ts the date hereof. 
Dated at , california, th1s:. r7.,h, 

~yof ______ ~l~!!NwE_' __ __ 

~~~ 
c!. ~ ~""."..~ 

. ~ 
.. 

.. ,. 
I".' 
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APPENDDC A 

LIST OF APPEARANCES 

Applicant: William M. Pfeiffer and David: B. Follett~ by David B. 
Follett, Attorney at Law. ' . 

Protestants: Herman Mulman, for Coalition for Ec:onoadcSurvival 
and Jules KLmiiett, for Concerned Citizens of Burbank. 

Interested Parties: Chickering & Gregory, by Donald J. Richardson, 
Jr., and David A. Lawson, Attorneys at Law, for San Diego Gas 
&"Electric Company; Gordon Pearce, Esq., Attorney at' Law, and 
John H. Woy, for San Diego GaS & Electric Company; :Surt Pines, 
city Attorney, by 'Leonard L. Snaider, Deputy City Attorney, for 
the City of Los Angeles; Jotiii w. witt, City Attorney, by William 
S. Shaffran, Deputy City Attorney, and M. W. Edwards, Utility 
Rate ConsUltant, for the City of San Diego; Rollin E. Woodbury, 
H. Robert Barnes, and Norman G. Kuch, by Norman G. Kuch, Attorney 
at taw, for Southern california Ed1so~ Company; Alexander 
Googooian, Attorney at Law, for the City of Bellflbwer; Henry 
F. LiIii tt z 2nd, Attorney at Law, for cal:tfornia Gas PrOducers 
ASsoC tion; Brobeck, Phleger & Harrison, by Gordon, E. Davis and 
Thomas G. Wood, Attorneys at Law, for Cal:l£orQii MBOilUfacturers 
ASsociation; Robert Russell, for Department of Public Utilities 
and Transportation of city of Los Angeles. 

Coamdss1on Staff: Janice Kerr, Attorney at Law. and G, L.Way •. 
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'Decision No.'84569 . 
'" ~ , 

';',." . , " '. . " .f • 

: .... ' .... , 

I,oc <", . "'-, . '., '. 

'. CO~O~"'ERS BATINOV'ICH .AJ."-i"'D ROSS,CON~G.· , : > ',:~':' .. : .. : .... :, . .", "':.,,",: ". ", . 
• '. • " " . ' ", ~ ___ • ~''t ~-' ~ .. ' 

We concur 'in the resUl~' We consider the rate sprea.dad~pted·to,<, '.:, " 
• • . .. '" I • " 

" 

represent the . symbolic :t:irst signii'ic:1.ntstep toward,. t'lii'eliller:#'~and 'web~lieve' .'. ,,' "" 
, ., , ~ " ',. . I • '.' ," ..... 

. . .'. '.' ,'. . . " -' '. ", ,'. " " ','.,.:' . "," .'" :,"',.'- .,', •... :, :'" 
that the !1li:feline

rt
coc.cept can contribute suostantiallyto allevia:-tlng thei>roblems >:. ;',::<:' 

. ~ ,j 

'. . ". ~ "r'.. ~ 

of the poor and to. .conser't7'ation. B,ut we,must,expressour'ciissatii.S:raetro:c.w;.th::: 
. , . '. ''''.' "" .. ,.- '. "'. 

. , '.~ :, . 

the language .in the d~isioxi cOtl.cerc.ingthe passing on. to. the reside:c.tial~. >,' ,.: '.' ' ... " 

, ", 

consumer of the increa~d co~: ~r~. 'Wed~'not ;elie~e\~t.'i~~::~;~idh~~l:.:.: 
. '. '. "c.,'.,.,' 

" , -' '.' ,. ~<,', \',,' , 

costs are painless, and in no way do weintend'by our·.coo.currence~to.:'~~t .... 
" ' • • • I .. ·.' " • 

.. . ,,'.,' 

that this Comrn';ssiOll o.~gh.t to be'Thidirlg" the.eost'inereases~··':We:·findn.o< . 
.. , ,.'. .. 

,.' 

suppo.rt fo.r·~e·general proposition that Iloc.-residec:tial gas eOc.Su:o.ers:~Jipass . 

00. theinc:-eased co.st andfTa ~g:in of profit added ot).,the,:cost i:c.<:r~ase?I.;'&~" 
.. " 

,<-,.,,' .... 

in the absence of any:record' evide:l.ce In.S1lpport of tha:t:'statement:wex:o.ust:'. 
'. . .j, ' " • :"'1',' 

,- ..... 
~ .. '. 

; .. 

·disassocb.te ourselves from the statemeo.ta:ld: i-:s,impiications~' .••. ~ •. , _ . 
"., • J •• ; ,"., , ." 

'.", '. , .. ' .'. 

,,-,, ,'. 

Dated: JUlle 17, 1975 

San Fro.o.ciseo, Califomi:l. 

.-, .. " 

.. , .... 
'" < •• , .,,' ,! "';' 

I. ~ t " 


