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In the Matter of the Application of g,
SOUTHERN CALIFORNTIA GAS COMPANY for iplication No. 55345
A General Increase In Its Gas Rates,g (Fi ed November 26, 1974)

(Appearances listed in Appendix A)

OPINION ON MOTION FOR PARTIAL GENERAL RATE INCREASE

Southern California Gas Company, a California corporation,
(SoCal) filed a wotion for a "partial gemeral rate increase, effective
immediately, and in the least amount shown by the record to be jus-
tified using for this purpose only the Commission staff's estimates of
revenues, expenses, rate base and the lowest rate of return recommended
by any party to the case". This motion was £iled on Novembexr 19, 1975
after the completion of 61 of the 70 days of the hearing in this
matter. Arguments on the wotion were made on December 2, 1975, the
67th day of hearing in this matter and the disposition of the motion
is the subject of this decision.

This proceeding-was‘submitted on December 9, 1975-subgect
to the receipt of late filed exhibits and concurrent Opening briefs -
on Januaxy 22, 1976 and concurrent closing briefs on February 5, 1976. 1/

SoCal contends that the relief requested was urgently
needed because of Its need to earn additional revenues in 1976 equal
to the estimated revenue deficiency for the test year and that though.
it had earlier desired to have the opportunity to do so beglnning

1/ Transeript corrections changing the date of clesing briefs from
Feb 25, 1976 to Februaxry 1976 have been made on the
officia copies of the transcripts (IR 5767 lines 12 and 18)
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Januaxry 1, 1976 that that is not possible and therefore it

was requesting a partial gemeral xate imcrease of $50,052,000

based upon the staff's estimates and the lowest recommended

rate of return since this amount Is not subject to reasonable d:.spute.
SoCal maintains that it Is entitled to the total rate relief which it
has requested, which was reduced from $151,450,000 to $129,470,000 on
September 4, 1975 based upon its revised estimates of revenues
expenses, rate base, cost of capital, and a reasonable rate of return
for test year 1976. The lowest rate of return recommendation supported
by an evidentiary showing was that prepared by a witness for ‘the city
of Los Angeles (L4). | \

SoCal's total rate reln.cf includes $18,077, 000 |
authorized by D.8388L dated December-17, 1974 in A.55117 as adgusted
for test year 1976. -

SoCal states that the Increase over the rates in effect as
of October 1, 1974, excluding the GEDA charges then contained in its
tariffs, and revised to reflect rate changes ordered by D.84512 dated
June 10, 1975 in A.53797 would result in a system average increase
of 6.25 percent and, that if authorized the partial general rate
increase requested in its wotion would add 3. 99 pexrcent to the
increase authorized by D.8388l.

SoCal contends tbat the relief requested will improve its |
ability to raise the large additions to capital it requires to insure
the continuvation of service to its southern California customers;
that improved market acceptance of its securit:‘.eé will result from
improved earnings on common equity and increased coverage of debt
interest, thus reducing the risk of further derating and permitting
the issuance of new securities at legs cost to the ratepayers; and |
that such relief would do much to ameliorate t:he general concern w:‘.thf
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regulatory lag. SoCal's motion requested that, if necessary, oral
argument be held on the merits of its motionm.

SoCal's oral argument in support of its proposal mentioned
the implementation of Assembly Bill (AB) 167, the Miller -'Whrrcn
Enexgy Lifeline Act, and the implementation of the Commission's new
rate design policy in D.84902 dated September 16, 1975 in Pacific
Gas and Electric Conmpany's (PG&E) A.54279, A.54280, and A.5428Ll.
SoCal admits that it is not faced with a financial emergency. SoCal
proposes that the rate relief granted pursuant to its notion should
be subject to refund in the event that the Commission's final
determination is less than the rate relief authorized“puréuaht to
this motion. | | o

SoCal points out that its Rule 2(n) appeaxrs to be an
effective ceiling on its rate of return since it requires the refund
of purchased gas adjustment clause (PGA) amounts to the extent that
ecarnings exceed the authorized level. SoCal does not anticipate.
being able to earn the authorized rate relief for test year.1976 f
since whatever return the Commission ultimately authorized wouid'not
be in effect for the full test year and that its motion for interim
relief only covered the lowest estimates which are evidence of récord,
but chat the granting of its motion would give SoCal a far better
chance of xesisting a deterioration of its earnings in test year 1976.
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Commission Staff Rate Design Evidence

The staff rate design gave consideration to the lifeline
concept. It contains an inverted rate structure in which consumption
above the lifeline quantity is priced at higher unit commodity charges
than for consumption below the lifeline quantity. The staff recommends
an ultimate rate design which would equalize the éommod‘ir:y rates for
all retail service classes with the commodity rate under the general
sexvice schedules for consumption in excess of the lifeline quantity.
However, the staff did not give consideration to the Interim offset
relief granted in D.83881l im preparing a rate spread to implement:
SoCal's motion for interim relief, and it was not possible to equalize
the commodity rate for £irm genmeral service consumption above the
lifeline quantity and for all other retail quantity rates witbout:
reducing the rates for certain gemeral service consumption levels.
Consequently a two step commodity rate above the lifeline quantity and
different commodity rates for other schedules is recommended by the-
staff if the Commission should authorize the interim Increase. The
staff proposed comsolidation of the five general sexrvice rate zones’
Iato two zomes for simplification purposes. The staff originally
recommended a 75 thermal unit (TU) lifeline quantity equal to the
lifelive quantity Iin PG&E's rates authorized in D.84902. When the
validity of using the same 75 TU lifelime quantity for the two
-utilities was tested the following information was elicited: (1) The
PG&E service area generally has a higher residential heating require-
ment than the SoCal service area. The number of degree days which are
a measure of potential space hezting load is higher in the PG&E service
area tkan in SoCal's service area, 4,173 degree days vs. 1,70L degree
days. (2) The average residential usage in PG&E's service area is
95 TU per month compared to am average residential usage of 75 TU per
month in SoCal's service area and 67.1 TU iIn San Diego Gas & Electric
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Company's (SDGSE) service area. (3) A bill distribution apalysis
shows that 44.0 percent of PG&E's general service bills are 60.TU
or less and 48.5 percent are 75 IU or less. A similar cbmpa:ison
of SoCal's bills shows that 51.2 percent are 60 TU or less, and 57.2
percent are 70 TIU or less, and 67.5 percent are 80 TU or less.

The staff rate design witnesses testified that if 75 TU
were reasonable for PG&E that 60 TU would be reasonable fo: SoCal.

A staff witness testified that utilizing more recently
recorded data his trend of heating values of the gas supplied to
SoCal should be Increased from an average heating value of 1,053 Btu
per cubic foot to 1,055 Btu per cublc foot. He testified that these
Btu valﬁes werxe greater than the estimates of SoCal's suppliers but
that these suppliers' estimates had been below actual heat;ng;valtes-
in the time span utilized for this proceeding. The effect of using
the higher heating values would be to reduce the interim revenue
requirement from $50,052,000 to $44,470,000.

SoCal Is proposing a change from billing Ia 10 Btu bands to
a single Btu band. The computer program utilized in preparing the
earlier staff estimates rounded down the 1,053 heating value to
1,050 Btu in estimating sales at present rates. At 1,055 Btu the

. heating values were rounded up to 1,060 Btu for estimating sales.
SoCal sexves a multiplicity of areas whose heating values are con-
tinuously monitored. These values are used for billing purposes.
While the average heating value within SoCal's service area is at a
given Btu value customers would be billed at different billing factors
depending upon the Btu of gas supplied in that area. Billing based
upon heating values measured to the nearest‘Btu‘per,cubic foot,wi11
result in more equitable billing since there is a lesser rounding
effect, nor would revenue estimates fluctuate as éharply*dué’tOvthe‘-
billing factor rounding. | o o
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SoCal has five gemeral service rate zones. The primary
factor in establishing diffexent rate zones is the density of meters
per mile. There are several categories of expense which are affected
by the density of weters in the service area, e.g., meter reading,
meter maintenance, and distribution system maintenance. The staff
proposal to reduce the number of rate zones to two zomes to simplify
rates and to reduce the staff administrative burden In monitoring
changes in rate zones does not give adequate recognition to the real
differences in cost to SoCal to provide sexrvice in the several zones.
Cextain customer costs have increased faster than commodity costs.

The differentlal between the staff's two rate zones would be
approximately 23 cents per month if the full increase requested was
authorized. This would result in a subsidy of rural customers by |
metropolitan customers., The staff rate design to implement this
proposal would result in a substantial number of customers receiving
reduced b1lls in order to arrive at overall bills within the lifelive
quantity'whlch.would not result in a rate fncrease. The existing five
Zone structure should be coutinued pending,a nore definitive record
justifying zome changes. ‘

The staff modified its original proposed contiuuation of the
2 TU quantity allowance as part of the existing.minimum charge in
SoCal's general service rates to a service charge with no consumptfon
being included in the minfmum rate and a single lifellne quantity rate.
The staff recommended preservation of the G-10 optional schedule for.
small residential users, which provides for a-one*dollar'reduc:ion'
at a usage of£.2 TU or less compared to the applicable general service
schedule and a higher commodity charge with a break-even poinmt at 30 TU.

The staff recoumended elimination of all Special rates for
air conditioning usage, stating that such rates are inconsistent: witb

the present circumstances of dimlnlshlng gas supply- This recommenda-
tion will be adopted
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AB 167 provides for the establishment of a lifeline volume
of gas meeting‘certain criteria. Adoption of the staff recommendation
increases the lifeline quantity and extends its applicability to all
residential customers. Preservation of the G-10 Schedule would
represent establishment of two lifeline quantities. This duplication
is not warranted. There is a substantfal administrative buxden to.
SoCal in implementing the G-10 Schedule. Elimination of Schedule G-10

would increase SoCal's revenues by $271,000 from approximately 65 000
customers.

Other Staff Changes ( :

The staff Increased its estimate of Operating expenses by
$187,000, increased SoCal's rate base by $1,942,000, increased SoCal's .
JDIC income tax deduction by $266,000 and decreased revenuves by
$165,000 to reflezt changes in estimated igniter gas deliveries.
Alternate Lifeiire Rate Spreads .

S$2Cel and the staff presented sevq sl czhibits'showiﬁg’the
revenue effects of implementation of lifeline quentities at 75 TU and
of 60 TU per month, of two rate zones and of five rate zones, and of
heating values of 1,053 Btu per cuble foot and 1,055 Btu per cubic
foot. SoCal suppérted a 1,053 Btu, £ive zome 60 TT liZfeline rate
design but concluded that orme of the other mate ultnrnhtives would
setisfactorily ir[;cme ¢ the Commission’s raze dc,¢gn policy.

Long Bezsan (ILE) Evidence

LB established a disparlty between the demand-commodity
relationships under which it purchased gas at wholesale vis-a-vis
these relationships in SoCal's schedule for its other wholesale
customer, SDGSE. LB supplies a much greater proportion of its total
gas deliveriles with its own supplies compared to SDG&E. These supplies
of LB lessen the total and peaking demands on SoCal compared to SDGS&E
yet LB pays higher demand and total costs per Mcf than does SDGEE. _
LB witnesses testified that an analysis either on a cost of service'basin

or on a comparative basis with SDG&E shows that it is entitled to a

-7-
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lesser increase in rates., A LB witness recommended either a restruc-
turing of rates reducing the G~60 demand. component or a rate
simplification with a single regulax commodity and demand charge and " a
peaking demand and commodity chaxrge. The evidence supports the need
for simplifying LB's rate structure at this time. Other issues raised |
by LB - requesting a lesser increase for LB and quest;oning whether
SoCal homored its G-60 contract - will be dealt witb in 2 subsequent
order. -
Western Mobile Home Association (WMHA) Evidence

WMHA witnesses testified for mobile howe park owners or

managers providing resale gas service. WMHA demonstrated that for five
mobile bome parks the fnstitution of lifeline rates would reduce the
nargin of revenue compared to gas costs used for defraying the expenses
of operating and maintaining the mobile home park's gas-fesale systemS'
and for profit. WMHA requested a reduction in their rateszto~pattially
restore this differential. WMHA could provide no reliable estimate of
the revemue impact of their proposal on SoCal. If lifeiine‘is exténded‘
- to trailer parks there is a question of whether trailer parks should
have the same lifeline quantity per space as units in comventional
residences which canrot be answered on this record. A similar problem |
faces us in the question of extending lifeline to other types of
multiple residential buildings. These basic lifeline determinations
should first be made in C.9988, our general lifeline 1nvestigatlon.
LP Evidence

LA'S witness recommends an 8.75 percent rate of return if
the Commission adopts bis proposal that embedded debt costs be adJusted,‘
for gains realized from reacquired securities, i.e. SoCal or PHCiLlc
Lighting Service Companyz- (PLS) bonds repuxchased at a discount used

2/ gngi s affiliate PLS supplies gas to SoCal on a. cost-of-service
as
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for meeting sinking fund obligations at par and an 8,90 pércent rate of
return using wnadjusted embedded debt costs. He makes these ' |
recomendations with the proviso that if the Commission adopts SoCal's
proposed treatment of the investment tax credit (ITC) under the 1975

Tax Act, i.e. Option 2, that the Commission should reduce the allowed
rate of return in recognition of the increased cash flow, decreased

outside financing, and increased interest coverage resulting from the
election of Option 2.

Argument of the Utilities Division Staff

The Utilities Division staff reviewed the recorded and
temperature adjusted rates of return filed with the Commission which
showed a decline from July 1975 to September 1975. For the 12 month
period ending September 1975 the rates of-return‘were"8;21'perceﬁt on a
recoxded basis and 7.85 percent om a temperature adjusted basis, the
latter being 0.90 percent below that requested in the motion under
consideration and 0.65 percent below the last authorized rate of returm.

The Utilities Division staff contends that its results of
operations showing which had been tested at some length should provide
a reasonsble basis for measuring SoCal's 1976 operations and that the

staff estimate shows SoCal's earuings at preseut rates would be 6.26
percent for test year 1976.

The Utilities Division does not oppose the granting of
SoCal’s motion subject to the following:

1. That the amount of the partial increase
should be limited to the 8.75 percent

rate of return based on the recommendation
of LA's witness;
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2, That the rate design follows that of
the staff's rate design principals
set forth in Exhibits 45 and 45-2;

That the Utilities Division had no
objection to Including a 60 IU
lifeline feature for gemeral sexvice
z2s testified to by its rate design
witnesses, in liev of their infitial
75 TU lifeline proposal, modified
to establish a service charge with
no consumption and to Incorporate
a single commodity rate for the
entire lifeline quantity and to
eliminate the two TU allowance
contained In the present minimum
general service charge. The staff
recommended reducing the number of
rate zones from five to two and
preservation of the optional G-10
Schedule;

4. That any increase authnorized should
be made subject to refund.

. Arpument of Staff Counsel ‘

The Commission staff counsel axgues that the Public Utilities
Code requires a showing of need to justify a rate increase; that the
Commission bas interpreted this section to require that in ordexr to
grant relief prior to the conclusion of a general rate {ncrease there
should be a finding of financial emergency and that SoCal had
conceded that its motion was not based on amy allegation of financial
emexrgency; that past decisions found that existence of a present
emergency was a lawful condition precedent to the granting of interim
relief; and that the Coumission found that the additional burden
imposed upon it in the preparation of a preliminary oxrder as well as a
final order in a rate proceeding could result in gréater'ra;her_tban‘
less regulatory lag; that SoCal had nmot shown that 1=.wa; unabi¢~c9v“‘,
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attract capital, meet its firmancial obligations, meet its service
ovligaticns, or that it would face irreparsble harm prior to issuance
of a £inal decision; and that an interim increase would not be in the
public interest when a £inal dacision should be forthcoming in a
reasonabie time, Staff councel also noted that in mecent years the
Commissicn suthorized imtorim Inmereases vhere there was zot a f£inding
of financial emergezey oriy undex extraordinary circumstances which
were cited in detail in the decisiom. o
Staff counsel states while SoCal expressed concern about
regulatory lag because its application was filed November 26, 1974,
its filing was deficient because there were no exhibits filed with
the application and the exhibits were not filed until December 23.;-, 1974.

Staff counsel contends that SoCal hés'.also béen a beavy
contributor to regulatory lag in the following respects: |

1. SoCal raised issues which were litigated.
in recent proceedings in which the
decision was adverse to its position
(e.g._the disallowance of dues and
donations, pro forma treatment for a
storage reservoir).

SoCal imprudently changed its accounti
method which has’ required litigation o:f18
the ITC issue, '

SoCal’s parent, Pacific Lighting Corpora-
tion (PLC), has assessed unreasonable
charges to SoCal.

SoCal's estimates fnclude an inflation
factor and SoCal's witnesses were unable

to Initially explain the fnflation
factor. , '
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The deficilent earniugs of~nonutilit¥ businesses
of PLC have apparently led to SoCal's need |
for a 15 percent return on equity and SoCal's
introduction of rebuttal testimony on rate of

return has precipitated additional surrebuttal
testinony.

There was a major change in SeCal's showing In
September in which the company's revenue
requirements were reduced., The staff had to
prepare essentially one and one~half results
of operations studies in this proceeding.

The staff time required to analyze the motion
and prepare for argument and the hearing time
to address the motion results in additional
staff work whick is taken away from other
utility rate cases and winds up countributing
to the lag in another case., This process can
result in a vicious circle Increasing overall
regulatory lag.

Staff counsel further comtends that the decision on the motion
represents an extraordinary proceeding and that the treatment of the
1ssues might be different in the final disposition of this matter; and
that the Commission might be in a temuous legal position‘in‘authorizing‘
the rellef requested by SoCal because several parties disagree with
both SoCal’s and the staff's treatment of several phases of‘:herresults
o< operation and other parties disagree with the rate spread proposed
herein. _ -

Staff counsel argues that If the Commission decides on a -
different rate design Iin the final decision then there will have to be
a disposition as to whether there should be a reftnd; and;-if«so; who
gets that refuud; that if the Commission were to adopt the practice of
giving partial general rate inmcreases then paxties in other proceedings
could immediately ask for a reduction iun rates if the staff’s results
of operations shows a return above the presently authorized :ézéfof‘
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return. Staff counsel also pointed out the‘difference between, the
SoCal and the recent Southern Califoraia Edison motion for iaterim
relief: Edison's rate of return is presently 2 percent below last
authorized as compared to SoCal's, whose rate of return is 0.65
percent below that last authorized. Finally, staff counsel contends
that recent adjusted results of operations exhibits refledt’a‘greater
optional repair allowance estimate for income tax purposes than was
warraanted and that later information on gas supply being furnished by
SoCal's suppliers would have an impact on the revenues: of SoCal.

Argument of 1A |

1A supports the position of the Commission staff counsel's
reconmending denial of the motion. LA argues that if the increase is
authorized the Califormia Supreme Court will reverse the Commission, as
it did in City of Los Angeles vs. Public Utilities Commission (1972)7 ¢
3d 331; that SoCal will lose ITC if the staff recommendation is adopted
for ratemaling purposes; that SoCal coutradicts itself in stating that
the "relief requested herein will improve SoCal's ability to raise the
‘laxrge additions to capital it requires...", whereas in two purchase gas
adjustument proceedings SoCal sent letters to the Commission saying that
because these rates were subject to refund their earnings were somehow
suspect and their fimancing ability was somehow impaired.

LA contends that there is no legal precedent for this type of
motion because the financial emergency criteria is lacking; that while
14 did not put in evidence on results of operations it Is able to make
recommendations based upon the evidence and the Comm;ssion has to make
its owm determination based on the evidence which may not be any of the

3/ Late-~filed exhibits by SoCal and the staff will show the estimated
reverue impact of the increased gas supplies., Some of these
supp%ies may be purchased at premium rates, as emergency gas
supplies.
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recommendations of the parties, e.g. in A.53797 the Commission staff
agreed with SoCal as to a pro forma adjustment for the Aliso storage
field which was rejected by the Commission; and tkat the Finance and
Accounts Division witnesses recommended greater adjustments than did
Utilities Division witnesses. | E

LA objects to (a) the allowances for some of the chargeskfrom
PLC to SoCal, (b) the five year averaging method of the ITC being
utilized by the staff, (¢c) the different gas heating values which have
been used In different SoCal proceedings, (d) the massive expenditures
for the advertising and public relation departments, and (e) the
estimates of deprecilation expense. |

1A argues that in FPC proceedings there is an absolute
liability If interim relief is granted and the final relief is lower
than authorized In the interim proceeding for a given customer(s) and
in that circumstance parties paying umreasonably high rates in the
interim period are entitled to refunds; that findings and conclusions
are necessary for each issuve; and that it would be premature to issue a
decision with findings and conclusions because the parties final
arguments have not been received.

1A further contends that if this relief is authorized the
Commission should reduce rates where the staff showing indicates a
company is earning more than its authorized rate of return.
Other Parties in Opposition to Granting the Motion

Tbe city of San Diego (SD) opposed authorizing the relief
sought citing many points referred to by staff counsel andfby'LA,
especially the lack of either an emergency or a precedent. SD
states that this is not an offset type of proceeding and
attacked SoCal for asking for a higher rate of returm in
its motion. SD contends that if the Comnission gets
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involved in granting this type of relief they will end up having vt:vf‘ro
rate cases instead of ome in every genefal rate case that is filed. SD
urged that if interim rate relief was authorized thax: no :’.ncrease in
rate of return be included. ‘

The c¢ities of Bellflower, La Mirada, and Santa Barbara also
oppose the granting of the motion.

Argument of SDG&E -

- SDG&E states that as SoCal's largest customer it does not
like to see a larger gas bill coming in every momth because this
necessitates an increase in rates to SDG&E's customers, but that they
supported authorization of partial rate relief to SoCal because the
Comnission has to take the appropriate and inmovative steps necessaxry
to insurxe adequate; efficient sexrvice by SoCal in the future
particularly %0 zeet pedk demands and to assure that adequate
gas supplies are available. SDG&E wantS to avoid a sztua‘cion where
1t may find itself, shortly down the line, without adequate and
sufficient service. :

SDG&E argues that lack of precedence does not prevent the
granting of the particular motion; that the key question was whethex
the rates were just and reasonable; that the just and reasonable
standard for setting rates must be explicitly stated and used in
determining the findings contained in the decision; that just and
reasonable rates will help protect service to the customers of SoCal
and are in the public interest; that the Commission stated that it has
great latitude in its approach to ratemaking orders and that the
results it reaches will be determined by what is in the public interest;
that the Commission is not strictly bound by technical definitions of
offset or emergeucy rate decisions which have been utilized in the
past; that the Commissioners have expressed their desires to see’
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innovative and workable solutions to the complex problems facing the
utilities and tke Commission today; that these probiems'are-caused‘by‘
numerous f£actors not the least of which is the iInflatiom which continues
to affect SoCal as well as every other utility and every customer of
every utility in the state but .also by the increasing'complexity of
utility operations and utility regulation; that gas supplies are no
longer obtained by simply drilling a well, putting a pipe on the end
and buying gas on the other emnd, but that billions of dollars are
involved in getting sufficient significant quantities of gas which
involve significant lag in terms of planning and fmplementation of the
project; and that operation of the Homor Ramcho gas storage- project,
which benefits all of SoCal's customers, has increased SoCal's :
expenses.

SDGS&E supports authorization of all of tke increased7expenses
in which the staff comcurred with SoCal but opposes SoCal's request for
an Increase in its rate of returm, SDG&E argues that it would be in
everyone's best interest to disregard the proposed increase in rate of
return from 8.50 to 8,75 percent so that the issue of expenses would be
the only remaining one and in that case this proceeding would then be
in the nature of an offset and the necessary findings could be made to
substantiate the interim relief granted; that if in its final order the
Commission found the staff has been too gemerous SoCal's sta:ement that
they were willing to make the rate Increase refundable would cover that
contingency; and that if the final order contained‘é different rate
design than the interim order and refunds have to be made to\certain
custowers there would be no quevtxon of retroactive ratemakzng.
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SDGSE argues that LA's contention that the ITC could be lost
if the Commission adopted the staff position om an incerim basis was
incorrect because the portion of Section 46 amended by-the‘1975 Tax
Reduction Act states that upon a "first fimal determination" the
additional credit will no louger be permitted and will be retroactively
lost and that Commission action on SoCal's motion' is nmot a £inal
determination, Consequently, SoCal has not put itself in a bind by

asking for tke adoption of the staff's IIC treatmen: in this interxm
proceedlng

Argument of LB

The Long Beach Gas Department is the second largest customer
of SoCal. LB spoke in favor of granting the interim increase because
the financial integrity of SoCal is a matter of councerm that affects
not only the people of Long Beach and San Diego but the people of the
entire Southern California area and that LB did not believe that an
institution should be brought to its knees before it could be granted
financial relief. LB contends that many of the cases cited by counsel
were in the 1960's; that those arguments were not applicable to today's
chaotic economic times; and that the Commission should take a fresh
look at SoCal's requirements for interim rate relief in light of the
current ecomomic situation. LB stated that its witnesses werxe goiﬁg_tq‘
present a showing on rate design which would call for a readjustment in
the rates applicable to LB under SoCal's G-60 Schedule,

Argument of the California Maamufacturer's Association (CMA)

CMA. objects to SoCal's proposal to adopt the staff rate
design, which the staff admits is an attempt to implement lifeline on
an intcrim or temtative basis. CMA argues that if lifelinme rétes and
the staff rate design are used for this Interim increase the 1mpact
will not be temporary nor tentative; that if the interim decision
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comes out prior to Jamuary 1, 1976 and the rates are in effect prior to
Jnmiary 1, 1976 that adopted rates will iIn effect be frozen; that its
evidence will show the disparity between any of the various methods of
cost allocation and the revenues gemerated by either the company's rate
design or the staff rate design and that iIf this disparity exists on
Jamuaxy 1, 1976, the Commission has created tremendous problems for
itself, for SoCal, and for SoCal's customers; that SoCal's Base and
Load Equation Method shows a differemtial between allocated costs and
SoCal's proposed rates of nearly $50,000,000 for firm gemeral service
and that the disparity using the staff rate design would be nearly
twice as great; that Exhibit 74 shows that the cost of serving a
general service customer using 75 TU per month, on any of the cost
allocation bases used by SoCal's witness in Exhibit 5-1, exceeds the
bill proposed by the staff for 75 TU even if all return and certain
taxes were removed from the cost of service; and that th:'.s' revenve
disparity must be made up by other classes of sexvice, predominantly
by the regular interruptible class.

The CMA position Is that this type of rate design at this -
tize is short-sighted, is unlawfully discriminatory, and is illegal;
that a2 60 IU lifeline would lessen the degree but not the natiwxre of the
impact on othex classes; that In a few years SoCal’s interruptible
sales will be but a small fraction of their 1976 level; and that by
increasing the pexcentage of total revenues which would be attributable
to interruptible sales, the Commission will assure revenue Instability
to the company requiriog further rate increase f£ilings which is not
healthy for the utility, for the staff, or for the firm genera.l serv:’.ce
customers who will finally bear all the costs when :.ntempt:.ble
service is completely curtailed; that the Commssion may vary from ,
cost of service in setting rates but that it should de used as a’
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place for the Commission to start, as full cost of service figures
provide a rational basis for the policy determinations tbat are
within the Commission's province; that in past proceed:.ngs the
Commission has stated that each class should bear a reasonable share
of its cost of service; that in some of the older decisions the
Commission has held that interim rate changes should not include rate
design changes; and that if the Commission were to decide that no
rate design changes would be appropriate in an interim increase that
CMA would recommend a uniform percentage of revenue increase.
Regulatory Lag
Several of the above-mentioned arguments concerning SoCal s
own contributions to regulatory lag are valid. The following |
discussion Sets forth additional detail as to factors delaying final
resolution of this matter. L
SoCal's case~in-chief, consisting of results of operation
reports on SoCal and on PLS, together with ten other exhibits and
the prepared testimony of 15 witnesses introduced as exhibits, was
not filed with the Commission until December 23, 1974, 27 days ai'ter
the application was filed and was not mailed to the other partmes
until December 30, 1974L. Ve are putting SoCal on nqt:.ce that its / ~
entire case—in-chief should accompany & rate increase filing. |
Subsequent auxiliary exhibits and revisions to reflect
changed circumstances would normally be expected during the
- course of a proceeding. In this case after certain substan‘b:.al
changes were elicited through cross-examination SD requested and-
the examiner directed SoCal to supply exhibdbits expla:.m.ng changed ,
circumstances justifying modification in i%ts request in advance '
of cross—examination. SoCal offered 33 exhxb:.ts :nod:.i‘y:.ng :.ts
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results of operations reports, ten revised prepared testimony exhibits,
and eight other revised exhibits modifying its case~-in-chief, There
were further changes concerning the proposed issuance of debt and
securities outlined by the last SoCal witness testifying in its
case~in-chief.

Seven days of hearings were scheduled in this proceeding for
the testimomy of public witnesses, including a n;ght hearlng,
compared to two days of public witness testimony in A.53797, SoCal's
last gemeral rate increase applicationm.

A disproportionate amount of time was devoted toward the

resolution of the igniter requirements of SoCal's G-58vand G-61
customers.

Need for Partial Increase

Notwithstanding the various causes of delay in this proceed-
ing there is comvimcing evidence that at present rates SoCal will mot
earn its last anfborized rate of return during test year 1976, SoCal
is requesting a total increase of $129,470,000 for test year 1976.
Obviously delays in effecting the increase ultimately determined as
reasonable beyond Jamuary 1, 1976 will reduce SoCal's opportunities to
eaxrn the authorized increase during the test year. ‘

The ever increasing cost of goods and services, the current
bigh level of the cost of monmey, the imposition of emvirommentally
related regulatory requirements, and the substantial increase in the
oveed for capital have combined to necessitate frequent formal‘filings
by many utilities resulting in a backlog of formal proceedings
unprecedented in this Commission's history. In additionm, participation
in these proceedings by heretofore nomexistent or relatively inactive
consumer groups has rapidly accelerated. The unavoidable effect of
the Increase In both the number of formal filings and the number of
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participants at the hearings on these matters coupled with a flood of
utility related legislative acts has been a substantial {ncrease in the
period between the filing of an application and the issuance of a
decision on the matter. Such conditions exist throughout the country
as well as in Califormfa. No correlation has ever been established
between the extension of regulatory processing time and the rnumerous
deratings of utility financial offerings but it s axiomatic that
delays in providing financial rate relief do nothing to mitigate the
earnings attrition of a utility or the possibility of a derating of its
securities. It is obvious that measures must be taken to counteract
the deleterious effect of prolonged formal matter regulatory processing
periods on both the Investor and ratepayer. ' '
SoCal and PLS have and will continue to require outside
financing for a large proportion of their capital needs and the
potential of achieving a reasonable rate of return is necesséry’to
attract this capital at reasonable costs. Im addition, the inebility .
of SoCal's traditional suppliexs to meet their conmtractual obligatioms
for gas deliveries, let alome to meet increased demands, has;made '
it necessary for SoCal's parent and certain affiliates to’seek.out,
procure, and deliver additional supplies. The terms and conditioms’
under which SoCal's parent and affiliates can secure mew gas supplies
for 30271 is dependent to some degree upon the financial health of
SoCal.=™ PIC looks to SoCal to support its gas supply activities.

4/ Poor earnings by PLC's monmutility related subsidiaries adversely
affect PIC's ability to secure investment capital to weet {ts
utility related needs. SoCal's ratepayers should not have to make

up for the revenue deficiencies of PLC's nonutility related
opexations. 1 T
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The condition attached to IA's lowest recommended rate of
return relates to the appropriate treatment of SoCal's ITC, which is
one of the major unresolved issues in this proceeding, and weighs
beavily in our determination that an interim increase in rate of
return is not warraated. The record would not support & reductmon
of SoCal’s rate of return below 8.5 percent.

The evidence shows that a continuing downtrend in gas
supplies has necessitated costly investments in storage fields, pipe~
lines, and equipment to meet seasonal and peak loads. Absent any
other change the lower gas sales volumes would erode SoCal's return
and would lead to further rate £ilings requesting higher wmit sales
prices. The augmented supply estimates of SoCal's pipeline suppliers
would slow but not arrest the decline in SoCal's gas supply-

All other conditions are not static. Factors leading to
lower costs of operation are few and far between. Domestic pipeline
and producer gas prices are inereasing and the unit cost of poteatial
Alaskan gas, coal gas, or of LNG supplies will be several times grezter
than that of present supplies when and If they reach SoCal's system.

In evaluating this request for partial rate relief we note
that the staff has assumed no increases in wages and benefits and
no increase in postage expense for the test year. Consiceration of
the multimillion dollar Impact of these experses will te cemsidered
in 2 subsequent oxder ir this proceeding.

The evidence presented on this record, except for the
adovementioned late-filed exhibits, has been tested on the record ard
our review indicates that there Is a reasonable basis for suthorizing
partial rate relfef {n the light of the current ecopomic situation.
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We should not be straightjacketéd by precedents established -
vndexr radically different ecorsmic, soclal, and legislative‘cqnditions;

After recelpt of the late-filed exhibits and briefs the
specific Issuves raised on the appropriate level of rate relief and on
rate design will be analyzed in detail in a subsequent order. This
analysis is a time consuming process. Our review of the multiplicity
of issues raised in this proceeding will require a considerable period
of time. The circumstances relating to the postuwre of this proceeding,
which may not be present in other proceedings, lead us to conclude that
partisl rate relief should be authorized at this time. '

The acthorized genmeral service rates are based upon establish-
ment of a service charge with no minimum allowance and a monthly '
residential lifeline quantity of 75 TU. We have previously exempted
the first 75 TU per wonth of residential usage from certain rate
Increases. The comparison of SoCal's residential requirements with
that of PG&E would tend to support establishment of a 60 TU lifelire.
However, we anticipate setting lifeline quantities for SoCal meeting
criteria set forth In C.9988 in the near future. Fewer changes of
the lifeline quantities would minimize public confusion on thic
subject. _ : ,
The rate design criteria set forth in D.84902, whick was
Incorporated in the staff's rate design exhibits, was a primiry
determinant In the staff’s proposed rate deSign. It is reasorable
to adopt the staff rate criteria, modified as described above, to.
establish increased rates to implement the partial gene:al,rate
increase authorized herein. The briefs of the several parties will
be considered iIn establishing the rate spread related to the total:
rate relief which will be authorized by subsequent order. |




Tke rate relief authorized herein which has been incorporated
iz Appendix B attached hereto, should be subject to refund with
interest at seven percent to the extent that the final total relfef
authorized is less than $39,323,000 or if a restructuring of rates
results io some of SoCal's customers paying more on an interim basis
than with the rates implementing the total relief authorized.

The rate increase authorized herein of $39,323,000 1s the
net of SoCal's requested increase of $50,052,000 reduced to reflect
(a) a 1,055 Btu average heating value for gas, (b) an 8.50 percent.
rather than the requested 8.75 percent rate of retwurn on rate base,
(e) the switch from s 10 Btu band to ome Btu in computing the billing
factor, (d) a $271,000 increase in revenues related to the termination
of Schedule 6-10, (e) the restructuring of LB rates to yleld the
sawe dollar amount of inmcrease to LB, and (f) incorporation of the
other staff changes described on mimeo Page 7.

The annualized effect of authorizing partial rate relief
of $39,323,000 would increase $oCal's rate of return, on the staff
basis, from 6.49 percent to 8.50 percent on rate base.

The $39,323,000 {s a 4.90 percent Increase over the
October 1, 1974 rates, excluding GEDA charges, and revised to reflect
Tate changes ordered by D.84512. The increase is $21, 246 000 (2.59
percert) above the rates authorized by D.83881.

Reopening Proceeding : ) .

The adoption of lifeline quantities in C.9988 will result
in a shift of revenue requirements between SoCal's customer classes
and/or within the firm class. The adoption of end-use priorities
iIn D.85189 dated December 2, 1975 in C.9642 will shift the pattern
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of interruptible deliveries to SoCal's regular interruptible and
wkolesale customers. SoCal indicated that it would take'several
wonths to estimate delivery patterns under the new priority systea.
This proceeding was submitted subject to possible reopening on the
rate gpread issue. The timing of decisions in C.9988, C.9642, and
in this proceeding will dictate which proceeding is the approprizate
vehicle for expeditiously determinins.rate design based upon end-use
arnd lifeline quantities.

Findings o

1. SoCal's testimony and evidence in this proceeding reflects
test year 1976 results in anticipation that any authorized Increases
would be in effect for all of the test year.

2. Since a decision in this matter will not be issued in tize
to provide the test year 1976 revenues found reasonable, a partial
general increase in rates, to be construed as an initial phase in this
proceeding, Is reasonable and justified to arrest SoCal's continuing
erosion of earnings and to waterially improve its financfal perfor-
mance, to echance its ability to raise additional capital required fox
financing its continuing construction programs, (which are required
to provide its peaking and seasonal load requirements), to‘provide
better investor acceptance of SoCal's securities, and to reduce the
risk of derating of its secu:;ties-

3. SoCal faces continuing attrition in realmzing 1ts auuho-izec
rate of return because of declining gas supplies.

4. The granting of a partial general rate Increase which would
Increase the authorized rate of retwn on SoCal's and on PLS's rate
bases from 8-50 percent to 8.75 percent is not justif;ed fbr purposes
of this order.
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5. The amount of increase, based on the staff showing at this
time, to produce an 8.50 percent rate of retwrn is $39,323,000 (46.90
percent) above the October 1, 1974 rates, excluding GEDA ch&rges, and
revised to reflect rate changes ordered by D.84512. The increase is
$21,246,000 (2.59 percent) above the rates authorized in D.83881.

6. Ccxr adoption of the Commission staff results of Operationsy
' modified as described in the opinion, and the authorization of rates
designed to produce our last authorized rate of return or rate base
{s just and reasonable for the resolution of the Initial phase of
this matter {n the 1light of the current ecomomic situation and of the
posture of this proceeding. o

7. The increases in rates and charges authorized herein are
reasonable for purposes of granting a partial general rate Increase
and the present rates and charges insofar as they differ from ‘those
prescribed hexein are for the immediazte future unjust and unreasonable.

8. Our adoption of the staff rate design criteria, modified
as described in the opinfon Is just and reasonable. The general service
rates authorized herein provide no increase in the 0 to 75 TU per
wonth consumption blocks and should be considered as a preliminary,
step in the establishment of lifeline rates for SoCal as required by
aBl67. Schedule G-10 which provides for a different lifeline“quantity
should be terminated. There is a need for simplifying LB's rates at
this time. All Speczal rates for air cond;tioning usage should be
terminated. : :

9. The inerease should be subject to_réfund,_with seven'percent
interest, to the extent that our subsequent order authorizes a. rate

increase of less than $39,363,000 above present rates as def;ned
herein. |
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10. The increase should be subject to refurd, with scven percent
interest, to the extent that a customer's rate is reduced in the
subsequent order establishing the total aut horzzed rate rellef,
in this proceeding. | | ,

1l. The determination of Sumrther extending liféliae quan:i:ies
per trailer park unit or to each unit of differect types of multiple
residential bulldings should first be made In C.9938..

12. SoCal's proposal to shift the billing factor from a 10 Btu
band, expressed as TU, to a one Btu band is reasonsble. Sincg the
new billing factor will be based upon the heating value of gas
measured to the nearest Etu per cubic foot the‘designacion‘of all
commodity billing units should be expreésed in therms rather than in
therns and thermal wnits. SoCal's Rule 2 ShOuId be revised to
incorporate this change.

The Commission concludes that SoCal's motion for a partzal‘

general zate increase should be granted to the extent set forth in
the order which follows.

ORDER ON MOTION FOR PARTTAL GENERAL RATE INCREASE
IT IS ORDERED that: ) |
1. Southern California Gas Company is authorized to flle-a

revised preliminary statement, a revised Rule 2, and revised rate
schedules, with changes in rates, charges, and conditions as set
foxth in Appendix B attached hereto, and comcurreatly to.cancel and
withdraw presently effective schedules for gas service. Such\filigg
shall comply with General Order No. 96-A. The effecfive‘da‘e of
the new and revised schedules shall not be earller than seven days
after the effective date of this order. The new and revised: schedules
shall apply only to service rendered on and after the effect;ye,datg. o
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2. Tz incrwearne authorized herein is subject to refund“ with
ceven percent interest, to the extent that our subsequent order ”
authorizes a rate increase of less than $39,363,000 above present
rates as defined herein.

3. The Increase zuthozizad herein iIs stbject to refund, with
veven perceut Interest, to the extent that a customer's rate
is reduced in the subsequent ordexr establishing the—total authorized |
rate relief in this proceecing. :

The effective date of this order skall be seven ‘d“;tys‘-\-a;ft:ér' R
the date hereof. | | L L

Dated at San Francisce , California, this 2574
day of JANUARY , 1976. | P

-,;,.,Epmmissienersf:

COmnissioncr Leonard Ro , bo:.ng ‘
nocessarily absent, did: not’ participaw
iz the. dispo...iuon or thie procoodina
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APPENDIX A
Page 1 of 2
LIST OF APPEARANCES

Applicant: William M. Pfeiffer and David B. Follett, Attorneys at
Law, for Southern California Gas Company.

Protestants: Frederick A. Gage, for Progress Association of Los
Angeles County; Herman Mulman and Larry Gross, for Coalition for
Economic Survival; Hyman Finkel, for Seniors for Legislative ' ‘
Issues; Royal M. Sorenmsen, Attormey at Law, for City of Camarillo;

and P@nﬁgﬂa&, City Attorney, for Cities of Bellflower
ana ada. - ‘

Interested Parties: Burt Pines, City Attorrey of Los Angeles, by
Leonard L. Snaider, Attormey at Law, for City of Los A eles;
Robert Russell and Manuel Kroman, for Department of Public
Util{cies and Transportation, City of lLos Angeles; John W. Witt,
City Attorney of San Diego, by William S. Shaffranm, Attormey at
Law, for City of San Diego; Leonard Putnam, Gity Attornmey, by

William E. Emick, Jr., Deputy City Attorney, Attorney at Law,
‘R"M d_C. Wright, General Manager, long Beach Gas Department,
Gerald D. Herman, Administrative Assistant, Long Beach Gas Depart-
xent, and Roy A. Wehe, Consulting Engineer, for City of Long
Beach; Prederick H. Kranz, Jr., Attorney at Law, and John O. .
Russell,” for Los Angeles Depaxrtment of Water and Power; Chickering
and Gregory, by Sherman Chickering, Donald J. Richardsom, Jr.,
David A. Lawson, III, and David R. Pigott, Attorneys at Law, and
Gordon Pearce, Attormey at Law, for San Diego Gas & Electric
Company; Brobeck, Phleger & Harrison, by Gordon E. Davis, Thomas
G. Wood, William E. Booth and Robert N. Lowry, Attorneys at Law,
Robert E. Burt, for California Manufacturers Association;
Roy A. Wehe, Consultant, and Robert F. Carter, General Manager,
Tor Imper¥al Irrigation District; Rollin E. Woodbury, William
Marx, Robert Barnes and Richard Durant, Attorneys at Law, for
Southern California Edison Company; Henry F. Lippitt 2nd, Attorney
at Law, for California Gas Producers Assoclation; BOZXis H. Lakusta,
Attorpey at Law, and John J. Clarke, for Union/Collier; Sidne
Yaleck, Attorney at law, and Warren D. Hinchee, by Frank A. Miller,
for City of Burbank; A. Barry Cappello, City Attormey, Atiorney
at Law, for City of Santa Barbara; Norman Elliott, Attornmey at
Law, for Committee to Protect Califormia Economy; Donald Young,
General Counsel, Maurice J. Street, Assistant General Coumsel,
by Renn C. Fowler, Attornmey at Law, for the General Services
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APPENDIX A
Page 2 of 2

LIST OF APPEARANCES

Interested Parties: Administration, Office of the General Counsel,
Regulatory Law Division, U. S. Government; R. M. Shillito, for
California Retailers Association; and Graham & James, by Boris

H. Lakusta and David J. Merchant, Attormeys at Law, for Western
MobIYehome Association o '

Commission Staff: Janice E. Kerr, Attorney at Law, Kenneth K. Chew,_l

Sesto F. Luechi, and Edmmd J. Texeira.




PRELIMINARY STATEMENT

E.5. Refunds of Inverizm Rate Increasés

Interim lnereases In rates shall be subject to refund té'-cbc'
customers oo & like basis plus T% Interest, to the extent that:

(1) The subsequent total relle? author.!.zed I
less than &M 39,323, or

(2) I subsequent restructurlng of raves results

in some customers’ Interlm rates bclng hlghcr
than sz.bsequent rates.

RATES :
ALl special rates for air condn.tiom.ng usage are eliminated.

GENERAL NATURAL GAS SERVICE

Repular Usage : G-l 2 G2 @

Monthly Customer Charge  $3.13226 $3.17870 $3-20949 $3.30L31
Dirst 75 therms : Lo

per therm 12.169¢ 12.516¢ 2.2-98643 ‘13."65‘252‘.
Next 925 thernms ' ‘

per therm 1760 12172 12.599 13012
Over 1,000 therms '

per therm .38 1.128 | ll;138' 11.1.38

SCEEDTLE . G=10 IS TERMINATED

GAS ENGINE NATURAL GAS SERVICE (SCHEDULE G-145)

‘ Per Meter
Commodity Charge: ' Per Month ,

AL usage, per therm .......'.........'..‘. 10-755;.'

Mindmum charge: $7 per meter per mouth, cumlative to $8&. per year.

INTERRUPTIELE NATURAL GAS’SERVICE (SC’-EDULE G—50)

' © Per Meter
Commodity Charge: " Par Nont‘m-'f Z-

ALl usage, PEX TREID v o o o o o o o 0 o s.o = oo o ...-10.7559!‘

s

Minimum Charge: 00 per meter per month, cum.la.:.ve to 31.,200 per yea_. S
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OFTIONAL INTERRUPTIBLE NATURAL GAS SERVICE (SCEEDULES ¢-50T, G—53T)

. Per Meter Per Month ,
Caumodity Charge: . "'_G-SOI‘ Ry G..syr

ALl usage, per them | e 10.755¢ ‘ 1o.755c

Minlmum Charge: $16,000 per meter per month.

NATURAL GAS FUEL FOR UTTIITY ELECTRIC GENERATTION (SCEEDULE G-58) . '
All gas, per mllllom Bta . . . ' ‘ 1'07;55; S /

(Long Beach Gas Department)

Monthly Demand Charge
Per Mef of Dally Cemtract Demand
Comnodlty Charge, per therm

 Minimum Annvel Charge for addltional peaking
demand

(San Diego Gas & Electric Cempany)

Monthly Demend Charge :
Per Mef of Contract Dally Maximum Demand . $2.0591

Commedlity Charge, per mlllion Btu of month]y
dellivery _ . 78.64g

Addlticnal Peaking Demgnd Gas:
Annual Charge for Peaking Demand
. Commodlty Ckarge, per milllem Btu




