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Iz the Matter of the Application of
SOUTHSRN CALIFCRNIA GAS COMPANY and
PACIFIC LIGETING GAS SUPPLY COMPANY
O lagrease reveaues under thne
Consolicdated Adjustment Mechanisa t0
offser caanged gas ¢costs resulting
from inereases ia the price of natural
gas purcaasec from EL PASO NATURAL
GAS COMPANY, TRANSWESTERN PIPELINE
COMPANY, PACIFIC INTERSTATE
TRANSMISSION COMPANY, and California
sources; and to adjust revenue Lo
regover the undercollection in the CAM
Balanciag Account.

Applicavion 82-09-12
(Filed Septeamber 8, 1632)

In the Mastcer of the Application of
SAN DIZG0 GAS & EZLECTRIC COMPANY for
authority to lncrease its gas rates
aa¢ ¢harges pursuant to its filed
.Consoli.da‘:.ed Adjustaent Mechaaism.

Application 82-09-21
(Filed Septeaber 15, 1982)

In the Matter of +the Application of
PACITIC GAS & EZLECTRIC COMPANY for
ausaoricy ©o revise its gas rates and
tariffs effective Qetover 1, 1982,
uader the Gas Adjustment Clause.

Application 32-08=571
(Filed Augus: 24, 1982)
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(For appearances see D.82-10-040 and D.82-12-111)
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These proceedings were coansolicdated to considerhan‘issue
raisec by wae Commission staff tiaat is coamon to all three major:
Califoraia gas utilities-=Soutnern Califoraia Gas Compan?‘(SoCal),
Pacific Gas and Electrice Company (PG&E), and San'Diego Gaéfanc‘ -
Slectric Company (SDG&E). The dispute conceras the ménden in‘which
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the utilities have implemented the Supply Adjustment Mechenism (SAM)
adopted by the Commission on May 16, 1978 in Decision (D.) 88835.

Pollowing a prehearing conference on Janueary 14, 1983,
evidentviary hearings were held on Fedbruary 7-9 and 28, 1983 before
Adzinistrative Law Judge (ALJ) Bertram Patrick. SoCal, PG&E, SDG&E,
Toward Utility Rate Normalization (TURN), and the Commisszon staff
(staff) participated and submitted opening and closing brlnfs.
Summary o Decision

In staff's opinion, the utilities incorrectly i‘mp-le”men'ced
SAM since its inception to recover what has been describded as
"pilling leg”. taf? recommends that the utilities de re@uired’to;"
208ify the method by which SAM has been implemented and that paSt
alleged overcollections be refunded together with accrued inverest.
As of Janwary 1, 1983, staff estimates this overcollection by SoCal, .
PG&;, and SDG&E %o be $12.6 million, $1%.5 million, and $1.6 mllllon‘

espectively.

In this decision we conclude that the utllltles have fa*led
to follow the intent of the SAM decision which allows the wtility to
recover no more than the last authorized gas rargmn.‘ Instead, the
wtilities have collected for billing lag. This is a res ult‘which the
Commission never intended when the SAM tariff was authorized in 1978..

The prodlem with %illing lag did not come to the
Commission's attention until 1982. On April 28 1982 by ,
D.82-04-117, the Commission denied authorization of the collectlon of
additional revenues due %o billing lag. This occurred in the first
Electric Revenue Adjustment Mechanism (ERAM) filing mnvolvzng PG&E. b/(

In this opinion we point out that there is no«difference
between ERAM for electric utilities and SAM for gas utilities in
regard to billing lag. Therefore, we reiterate our concluszon That -
there is no Jjustification for utilities to- recover for billing lag.
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We have also determznec that there is no *egal barrier to
ordering a refund of the whole amount collected by the gas utzlltles
on accoun®t of billing lag. : M

We therefore find it reasonabdle to adjust the gas
utilit;es balancing accounts for billing lag- retroactive to May 16,
1978, the date the Commission authorized the Supply Adjustment
Mechanism. The SAM balancing accounts shall be adjustéd byithe‘
amount of overcollection calculated by staff for each of thé three
utilities, plus any amounts overcollected for the years 1983 and 1984.

The utilities are ordered to file revised SAM tariffs whiech
will no longer allow further collection for billing lag. |
Background ;

This proceeding concerns an accounting‘phenomenoh ¢alled
"billing lag™ which has o¢curred in the implementation of SAM.

SAX is a balancing account which the Commxss;on 1ntroduced
in 1978. The objective of SAM is to insulate earnings from

.“luc Tuations in gas supply and reduction in sales due to conservation. 1‘

The SAM balancing account permits the utilities to recover
the full margin dollar amount (or total revenue authdrized-iﬁ‘the
utilities' last general rate case, also called the base costiamount},
no more, no less. Margin covers all authorized expehses, in¢luding :
profiz, but it does not cover cost of gas which is treated W ,
separately. Margin is syronymous with a general rate increaqe- both
exclude the cost of gas. P- .

SAM is structured so that the utilities recover 1/121h of
the authorized annual margin each month. Any amount by wh;ch the:
authorized annual margin is overcollected or undercollected is
accumulated in the SAM balancing account, where it acerues iﬂterest.
The dispute in this proceeding concerns the margin calceulation in the
month following a general rate increase when the margin changes.
There is no disagreement regarding the implementation of SAM for the
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‘ rezaining eleven zontas 0F The ravte
esvadliszes tae sariff language whose

—ins -
oilling Lag:

"Zeginning us 0f the date zhe aunnlj Adjusvme“v
Wecnan.s“ provision Yecones ef ec**ve, u“e

e ;:tj shell ma-utai: a Sudply adjustmen
Account. Zatries shall be zmade %0 *hﬁs accoun,

-

v tae end of each month as follows:

"(a) A& debiv enxTy nqu uo, if positive (credl
ens I negative

SLWTT '.‘.

(1) One-twelfth of =he 3ase Cost Azouns,
less

(2) The amount of Gas Department revenue.
billed during the zonth at 3ase Rates
pinus vae product of <The adplicavle
vo wwaes of gas sold during uhe 10n%h

ﬂ-q

-u*p ied by The 3Base Weighted Average
Cost ol Gaz..."

3illing lag ocours because of %thne &
usilizies. I% oceurs she moath 2
ve change irnclude sales which are partly calculated at old rates
and parcly caloulated at new Tates. AS a consequence, Tevenues
(zargin) recorded by the utilities the month following a change in
reves never reflect The full effect 0f <the new rdtes.

o e

raves. ills sent 0 customers Sollowing the effective date of each

3y <he second monta following a change in rates, custome~
bills reslect all sales billed at the mew rates and shus no furthe~
billing lag gquestion arises. : '

Since the inception of SAM, the utilities » eflected this
billing lag as an undercollection in their respective SAD M bal ancin
actounts t2e Zisst montz following each generzl rate increase. .Hese
alleged undercollections were recovered in subsequent 05fset

Toceedings togetaer wich accrued inverest.

- an W

Zow villing lag effects SAMN is best explained shrough an

exazple oo
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. Assume a uzility is graated a geaeral rate iacrease |
effective oz Jazuary 1, 1982. Also, assume tize utllicy was
autaorized reveznue oOr zargin of $120 per year at the old 1981 ra:es,'
Assume furcther that the increase for 1982 was $24 per yeaﬁ. The nek
reveaue or zmargin would thea be $144 per year.

SAM allows the utility to recover 1/12th of the nar
noath, either tarougn actual reveaue or tnrough accumulation in the.
SAM balancing accouat. Therefore at the old 1987 rates, the revenue
or margin recovery would be $10 eacn moath. At the new 1882 rates,
revenue Or zmargin recovery would be $12 each month.

As we indicated previously, the problem occurs ia tne aonth
following the general rate ingrease. In our exanple that would oceur
in Jaauwary 1§82. |

Since most meters are not read acd billed as of the ‘irsu‘
day of each month, whea a rate iacrease occurs most cusvome“s are
somewhere ia the ziddle of a billing cycle. Therelore, in Jazuary,
revenue or margin includes sales billed partly at the new 1982 rate

.and partly at tne old 1981 rate. For this reason the revenue or
zargin billed in Japuary cannot mateh the prescribed SAM margian for
January, which is 1/12th of the 1982 test year revenue or margin.

In our example, the utility will dill a mérgin of $11 in
Jaznuary. This assumes equal apportlonment of sales at the old rate
an¢ znew rate. Since the mew authorized margin is $12 per month, the
margia Dilled ia Jasuary is $7 short. The utilities'arsuefcha:]the
sariff language iz SAM peraits recovery of the $1 January margin
shorsfall througa the dalanciag account. The basis of. the utilities’
argument is that the gmargin or test year revenue should be recovered:
in the calendar year aad¢ not one moath later. | |

caff points out that the utilities do recover the full
anaval sargiz agount not iz the calendar year but one month latéb.
ince there is 20 actual nmargin or reveaue shortfall, starf _
recommeads that the utilities be ordered to refund such collections
for tals alleged amargia shortfall or billi g lag.

each

OJ
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® Staff costeads that comparison of the full 1982 authorized
20 revenue resultiag froxm a comdinasion of 1631 and
2 sales creates a zismaten. iace the rate change invoives aa
iacrease, c¢oaparison of Jancary revenue billed with the full 1982‘
zozthly margian leads to an "automatice undercollection” iz the
dalazcizng account. This undercollection wita acerued interest is
eveatually recovered from customers., Accordingly, staff contends
utilivies nisinterpreted SAM. | | ‘
Staff proposes to rexedy these past errors by prorating
Jaguary margin in the same way the January reveaues are prorated;'
Thus, the December sales bdilled in Jaauary would be charged againsctc
toe Decezber zargin azd January sales billed in Jaauary agaiast the
prorazec January margin. Accordiag to staff, using this appreoach,
ties would still recover the entire authorized test year

Iz staff's opinion, D. 82-12-055 and D.82-12-056 nave laid
.’:.o rest the propriety of recoveriag billing lag tarough ERAM and SAM
balanciag accounts. According to staff there is no difference
between the two balancing accounts in this regard. Staff argues that
the only issues remainiang in this proceeding are:

1. The appropriate metnod of prospectively
correcting the utilities' metaod of
iaplementing SAM.

2. Whether ordering tie utilities to refund past
overcollections resulting fron the iamproper
iaplementation of SAM would violate the rule
agalast retroactive ratemaking.

3. Determining the appropriate refund for eacn
affectea uvilicy.

Tae staff testimony was presented by Beany Y. B. Tan
zade two separate recommendations regarding the prospective
applicatiozn of SAM.
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. Ssalf. estimates that as of Jaauary 1, 1983, tae
overcollection for billizng lag by SoCal, PG&E, and SDG&E to ve 312.5
2illion, $13.5 million, and $1.5 million respectively (Exhivies T
and 73). Szaf’ recozmmends that tae utilities be ordered to refund
These amounts witn accerued iaterest. |

20sition of SoCal

SeCal argues that it is in complete comp;iancé with the
Conmission's decisions instituting and establishing the SAM _
procedure. According to SoCal, it has implemented the SAM procedure

recisely as the Commission instructed in Appendix B of D.88835, tae
decision which authorized SAM. SoCal further argues that the
lazguage of Appendix 3 is ¢lear and it has complied with the plain
azc ordizary zeaaing of this language. S¢oCal submits that ia
fairness to all utilities the Commissioa in interpreting the language
of its dec¢isions must follow tae languége used and g;ve to it ics
Plaia neaning.

SoCal notes taat staff proposes that the tariffs walch set

'fortn The precise SAM methodolbgy pe amended %o iastruct the

utilities to employ "services rendered during the monta" rathér_than
"revenue billed during the month"™ to define revenue for purposes of
the 'SAM balancing ac¢count entries. SoCal contends that such a
proposed change is a patent ¢oncession that these parties seek o
azerc that procedure, not sizply iaterpret it. Accordiag to Sofal,
staff, aowever, coaveanieatly overlooks this fact and argues that the
utilities have iacorrectly implemented the SAM procedure froz its
inception. |

SoCal furtaer notes tiaat throughout the time SoCal and the
other utilities have been applyiag cthe SAM proc¢edurse, tn¢7szaff
audivors have never questioned the appropriateness of its-
applicasion. SoCal contends that this is further evidence %that stafs
is now proposing a substantive retroactive modification of the SAM
procedurs. |
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. SoCal emphasizes that staff cites no evidence that the
utilities rave lacorrectly izplenented the SAM procedure, bus relles
solely on trze decisions zodifying the ZRaM procedure, D.32-12-055 and
D.82-12-0586, to support thls coatention. SoCal fursther argues thas
20tk tnese ZRAM decisions were issueg on December 13, 1982-and'aré
relevant ¢ the Commission's lavent at that time regarding e ERAM
proéedure for electric utilities. 3But according ©o SoCal, they are
tosally irrelevant o the issue of whether tne gas utilities have
correctly implexzeated the SAM procecure as it was set forth Dy the
Commission on May 16, 1978, more than five years ago in ‘D.88835.

Specifically, SoCal argues that unlike the SAM procedure,
the ZRAM procedure correlates an electric utility's margin recovery
wita sales made througaout the year. SoCal subaits that while it
2ight dave deea a logical extension of the ITRAM procedure to base

nmargia recove on services rendered during a year, the SAM procecure

has never operated t0 correlate sales with margin recovery and o do
SO in the partial maaner in which stafl prbpoéés would sinply be
’inconsiszenz ith the way the SAM procedure operates.

SoCal further argues that retroactive application of
scaff{'s proposals would violate the rule against retroactive
ratemaxing.

Tinally, SoCal contends that the SAM procedure saould 20t
be modified because there are distinet differences between the SAM
ane ERAM procedures whicnh militate ia favor of making the test year
and caleadar year identical for gas utilities. ‘ '
Position of PG&E ,

PG&E's position is esseatially the same as SoCal's.

dowever, 2G&Z polats out that staff's proposed caanges TO. SAM are not

-. eatirely consistent witn ERAM and would impact the utilities

differently.
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G&EZ's position is esseatially cthe sazme as the ovher
utilicies., However, SDG&Z does nave separate margln and gas coSt
accounts, waereas SoCal and PG&E cdo zot. This is a significant
¢iffereace dut only with respect to staff’'s proposed prospective

sanges to SAM. | '
Position ¢f IURN | o

TURN strongly supports tiae staf" TURN a*gues taat the
Commission iz D.38835, the SAM decision, never ‘atended to compensate
the utilities for billing lag.

TURN notes that prior to SAM, traditional ravemaking d*d
not provide for collection of the billing lag at the tine ol a rate
increase. TURN further argues that if the Coamission iﬁtended that
such a beaefit be included in the SAM, one would expect that sueh
intention would have been revealec somewhere in D.88835. Accordin
<o TURN, a c¢lose reacding of tze dec*sion indicates nothing of thé‘
sort. The concept of billing lag is never even mentioaed znuea less

.approved for collection in rates through SAM.

TURN further notes taat the eantire discussion in D. d8835
revolves around the impact of sales fluctuations on utility recovery
of tne margin. TURN points to the following findings:

3. Small deviations in actual sales froam
adopred test year sales may result in
s-gnificant deviations from adopted test year
gas margias.

Traditional ratemaking treataent of supply
and sales has proven to be an inadequaate
Decaod of considering the fluctuations
descrihed in Finding 3. 0ffset treatment
between general rate proceedings is
required.

A SAM will dinsure tThat eaga 3as uuility
recovers the gas margin authorized in its
last general rate case but no zore than the
li?t authorized gas margian. (Ig. at |

1




A.82-09-12 ev al. ALJ/rr/it

o TURN, ctne above ’L:d-“gs are significaznt
decause of wzat vhey do nou Include. TURN points to the faet that in
D.88835, tnere is no reference at all to billiag lag. Also, taer

-

S

i
2o incication that "traditiornal ratenmaklag treatment"™ was considered

laacequate with respect to billing lage=-only fluczuavions roa adopsed
test year sales are ¢ited as a prodblem. Further, TURN notes, :ne_
uvility &s to be lasured recovery of tne au:norized~nes; year wpargina,
but there is 2o indication taat such recovery is %o be guaraateed
withizn the calendar year of the rate iancrease. TURN emphasizes taat
nowhere are caleandar year and test yvear treated asvsynoﬁymous concepts.
iscussion |

“

When ERAM was ilavrocduced, it was xzodeled on SAMC For thls
reason we used tae same language ia question, "revenue biiled? rather
t2aa "services readered”. (PGXE's last geaeral rate case decision;
D.93387, Appesndix D, dated December 30, 1681.) Wnen PG&E made the

o B
-

irst ZRAM filing, we rejected it because PGEE had included bxll‘ng
lag. This is the first time the gquestion of billing lgg surfaced and

.we stated:

"lhe first and most basic misunderstanding by PG&E
coacerns the purpose of ERAM. PG&E testified
that it is believed that the purpose of ERAM was
To guarantee that it earn a stated revenue. This
is iacorrect. The purpose of ZRAM is to protect
PG&T fronm fluctuations in earnings resulting Trom
differences between estinated ancd recorded
sales. In short, PG&E will not bernefit if sales
iagrease core taan estinmatad, nor will PG&E be
harmed 47 customers coaserve nore than
aanticipated.

"The result of PGXE's interpretation is that it
would recover for the so=-called bdilling lag. The

lling lag results decause PG&E records as sales
~uanv-viesnof eaergy billed for rathner than
quaatities of eanergy provided...

"...The postponement of an ERAM rate at this tize
shoulc cause 20 great aarm. Also, with this
Sfurther c¢larification of ERAM, both PG&E and the
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sTafl shoulc be able to calculate

ZRAM rate 3t tne next ECAC proceed

(2.82-05-117, ». 16.)

2e impropriety of valancing account recovery for billing
lag was well established by the Commission in two subsequeat cases.
Ia D.82-12-056 datec Deceudber 13, 1952, the Commission, in very strong
lazguage, rejecved the atvempt of SDG&E to recover billingglag
(dooking lag) related to electiric sales throdgn‘its proposed ERAM.
The Conmission stated: ‘

reasonadbls
ng." '

-
=%
3
-y

"We cdisagree wita SDG&E that the purpose of ERAM
was to enable SDGEE to recover the so-¢alled
booking lag through ZRAM. We further stroagly
disagree with SDG&E that without recognition of
the dooking lag, it would not have tiae opportunity
To eara the rate of retura authorized by D.938%62.
3ot SDG&E and PG&E have a nmisctaken uanderstanding
That test year ratemaxiag and ¢aleadar year
operatizg results should be Ldentical.

"Jager Test year ratemaking, the Commission adopes
a set of ratves waieh will provide the necéssary
revenue requirements to cover reasonable expenses,
taxes, and a.reasonable return Oon the iavestment
necessary to provide service to the utility's
customers auring the estimated test year period.
Tor test year ratemakiag purposes, the Commission
assunes a perfect matching of reveaues, expenses,
iavestneat, and retura on sueh investmeat. In
order To more ¢losely track vhe test year with the
calezncdar year, tae Cozmission, under its Rate Case
Progessing Plarn, nas attenmpted to establish
geaneral rate case rate changes effective on tae
first of the calendar year. In adoptiag thi
practice, the Commission did not iatend to nake
The ratenaxing test year syaonymous wWith calendar
year regorded results of operations.

"The Commission is well aware that uader SDGEE's
acecountiag practices, revenues for services
rendered i a given calendar year are notb
secessarily recogaized in that caleadar year.
SDG&Z's use of ERAM to asttempt o odrain
addizional revezues to make up a perceived revenue
ceficiency resultizng from its reluctance %o
recognize unbilled revenues Tor serviges renderad.
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. in 198" because of possible additional income. tax
obligations represents an unreasonadle
interpretation of ERAM. In attempting to obtain
additional revenues through ERAM for the booking
lag, SDGXE is, in effect, attempting to make its
ratepayers pay 1982 rates for services rendered in
Decenber 1981 at 1981 expense and return levels.
There is no revenue shortfall. The test year base
rate revenues authorized by the Commission will be
earned. Only the company's accounting methods
prevent 1982 revenues fron belng recognized in
total in the calendar year and result in part of
1982 revenues being recognized in the month
subsequent to the end of the calendar year."”
(D.82-12-056, mimeo. p. 7=S.)

The same issue was resolved in virtwally 1dent1cal fashlon VvV
in Bdison's most recent general rate case, D. 82—12—055 also dated B
Decemdber 13, 1982. .

*While the 2bove discussion concerns ERAM and electric

; utilities, it applies egually to SAM and‘gas utilities. SAM and ERAM
serve vthe same purpose. There is no 3usx1f1catzon for compenoatlng
ll ' either electric or gas utilities for so-called blllmg lag. o

The utilities argue that they have followed the plain and

ordinary meaning of their tariffs and have cor*ectly applied SAM

] accounting nethods as set forth in 0.8883%5. ;h@y pomnt to Sectlon

2 9(2)(a) of the tariff in D.88835 which provides that balancing accoun,'
Tevenue entries will be bazed on "revenue villed durlng the month."

We £ind no merit in this argument. If we were to review the
cited tariff language in isolation without reference to the SAM |
decision establishing the tariff, we might agree that the utilities
have interpreted the tariff correctly. The tariff, however, was not
establiched in a2 vacuum. It was designed to 1mplement the SAM
procedure which the Commission adopted in D.88835 to "insure that each
gas utility recovers the gas margin authorized in its last general rate

case but no more than the last authorized gas margin.". (emphasis
' added.)

- 12 -
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. When the tariff is read in light of D.8883%5, as it must de,
it is clear that the utilities have incorrectly calculated SAM revenues
because they have not accounted for the extent %o whicthanuary bills
represent services rendered during the previous month. Specifically,'
their calculations are improper because the utilities have falled to
extend the requirements of D.88835 to Section 9(2)(c) of the tariff
which reguires a reduction from the revenue from gas sales equal to
"one-twelfth of annual gas margin." Instead the utilities have applied .
the January gas margin to services rendered in December, but which were -
billed in Jenuary. In effect, the utilities have collected from their
ratepayers amounts derived from margins that were never authorized for
the periods in question. The correct gas margin is the one which is
authorized during the period tha% services are rendered. This is the
only interpretation of the tariff that is consistent with the intent of
D.88835.

The utilities' interprevation is inconsistent not 6n1y-with

.'t:he intent of SAM as set forth in D.88835 but also with longstanding
ratezaxing principles. New rates become effective for Services
rendered, not sales billed, on or after the applicable date of a
decision authorizing new rates. It is logical that if base rates are
prorated to account for a changed margin, the margin used to calculate
balancing account revenues should be likewise prorated.

In establishing the SAM mechanism, we intended and authorlzed
each gas utility to recover its gas margin, no more and no less.
Recovery of revenue for so-called billing lag has allowed the utility
t0o receive more than its margin, a result clearly cdntrary to~the
express intent of SAM.




¢ A.82-09-12 et al. ALJ/ma ALT-VC-PCG

In arguing that SAM should not be modified prospeétiveiy,
for gas utilities, Solal points out that:

"The SAM procedure has mitigated the effects of
variations in supply and sales. It appropriately
allows a gas utility to collect its annual
authorized margin, not one dollar more or less,
during the calendar year" (emphasis added).

In two separate decisions, Edison D.82-12-055 and SDG&E

D.82-12-056, we pointed out that the utilities have the nistaken
.understanding that test year ratemaking and calendar year ‘operat.ing'

results should be identical. It is only the utilities’ accoﬁnting
nethods which prevent test year results from being reflected in the
calendar year. Accordingly, once again, this arguﬁent‘is rejected.

SoCal also argues that there is s difference between ERAN
and SAM, because the gas utilities collect the test year margin dy an
equal 1/12th each month, whereas the electric utilities collect the
annual margiz in unequal portions each month bdased on the percentage
of revenue distribution in each month. The end result of both
methods of collecting margin is the same. As we stated previously,
ERAM and SAM have the same goal, which is to protect the ‘

- 14 -
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.u‘ailicy's earziags from fluctuations in sales. Therefore, there is

no Justification for SAM to provide the gas utilities with aifferent
benefits. The fact that the margin is c¢collected diffe:ently undér
SAY and ZRAM is incidental. Therelore, we hei;era:ejour conc_usion
taat vhe utilities should not be coapensated for billiag lag.

The issues now reaaining are: |

1. Should the utilities be ordered %0
refund the reveaue atiributable to billing
lag collected over the last five years?

2. What changes should be made to SAM in
- . order to adjust for billing lag?

Retroactive Ratemaking

The utilities raise the same general arguments regardlng
retroactive ratemaking. We will quote SoCal's argument

"Azy modification of the SAM procedure to requi.e
refunds of previously autaorized general rate
revenues would violate the rule agaiast
rewroacdtive ratemaxking. The reliance of Staff
and TURN on Southera California Edison Co. v.
Public Utilities Com., 20 Cal. 3d &13 (1978) to

~ support a retroactive modification of the SAM
procedure is misplaced. The narrow exception to
the rule against retroactive ratemakiag, first
set forth in Southern California Edison Co.,

79 CPUC 758 (1976), is inapplicable because a
retroactive nodification of cthe SAM procedure
would require SoCal to refund part of the
reviously authorized aanual margin (i.e.,
general rate revenue) waich is aeither subject o
balangcing a¢count treatment nor inextricably
related toO taose costs which are subjecet Lo
valaneing account treatzent. Annual margin
i.e., general rate revenue) is distiaguishavle
fron cost-0ffsetting revenue because annual.
zargin, once fixed, aay not be retroactively
cnanged. Pacific Tel. & Tel. Co. v. Public
Utilities Lom., 02 Cal. 2¢ o34 (19832, ."

We zote that in Soutikera California Edison Co. v. Public.
Utilities Comm., (1978), 20 Cal. 3¢ 813, the Court found that an
adjustment of rates which does not iavolve general ratemaking does

- 15 -
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.noz violate the rule against Tetroactive ravemaxing. Alv..ougl" an

adjussmens of Tates dased upon chranges in a single operating expense
zay de retroactive in erXfect, the Court found that there zust be
sereral ravenmaxing before there can bYe retroactive ratemaxing.
Sousnern Califormiz Sdison Company v. dublic Usilities Comm.,
suora, av 830.

Tal? convtends that "no suck general ravtemaking Iis i*:.vo.x.ve'a
in the case av issue." According to s%aff the "refunds oxnl

Voa

caffect
voe utilities' 3AM related dalancing accounts.” ‘ |
TURN argues that the situation most closely analagous to
The one in this proceeding iavolved both SoCal and the SAM
zechenism. In A.60339, f£iled March 9, 1981, Sofal sought —ecove*y‘of
$9.6 million of passt frenchise Sees and Conpany Use‘Gae costs that
rad been incurred Ifroz August 14, 1978 to Sepveamber 17, 197¢.
Recovery of these dollars through tae halancing account had not beexn
autnorized in SoCal's SAM tariff thea in effect. In i%s brief SoCal.
argued that such an adjustment would rnot comstitute revroactive
F ratenaxing. TURN took the opposite view and opposed the adjustment
on botk legal and policy grourds. In D.82-04~113 the Commissiorn
agreed with SoCal that the purpose and hisvory of the SAM procedure
supported inclusion of these costs in the balancing account and
S-anted SoCal 89.1 zmillion of she requested amount.
IURN convends that "The above-cited cases clearly
te 'z Commission determination tha®t retroactive changes
izvolving bdalancing accounvts do not violate the rule agﬁinst
Tetroactive ratemaking as interpreted in 2dison." TURN does nos

e iv clear whesher shis determinatio

cenonsIr

includes "general
rateaazing” dalancing accounts whick include margin.

The uvilities' argument in this proceeding is that the
TeTroactive z2djustaent proposed by stalf is
accoriingly, the utilisi

iswasion.

"gene~al ratemaxing."”
es contend D=82-04-113 does ot fit this

e ahe W
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We agree with the utilities that the annual margin is
general ratemaking and, once fixed, may not be retfoactively
changed. However, we find that, contrary to the utilities’ argunent,
the issue in this proceeding is billing lag, not margin. ‘

We find that the billing lag is an iten separate from
margin. It is an accounting phenomenon which, in this instahce,
occurred as a result of collecting margin through the SAM balancing
account. The mere fact that it occurred as part of the collection

rocess related to margin does not automatically classify it as part
of margin or an item of "general ratemeking."

We have pointed out previously that the utilities do
recover the full authorized margin amount, not in the calendar year _
but by +the subsequent month. Also, we note that it is the uwtilities’
accounting methods which prevent test year revenues from being
recognized in total in the calendar year (D.82-12-056). Accordingly,

‘we £ind 4hat refund of billing lag does not impact margin.

Billing lag was never a component of any kind of fatemaking
avthorized by this Commission. Since billing lag was not reéognized
as a part of our ratemaking scheme, we fail to see how‘the uwtilities
can label it "general ratemaking". It is not margin or part of
margin. It is an unintended windfall for the utilities dbut
certainly, it is not general ratemaking as discussed in Edison and
Pacific Tel. & Tel. Accordingly, we find no legal barrier 1o making
a retroactive adjustment for billing lag. We further observe that
the ERAM balancing account was adjusted to reflect the intention of
the Conmmission retroactively to the first implementatidn of ERAM.

We reject the utilities' argument that a retroactive
adjustnent would be unfair as a matter of policy. We note that this
case is analogous to A.60339, in which SoCal Gas sought rééovery of
$9.6 million in past franchise fees and company gas cosis through its
SAM balancing account. We authorized, SoCal in D.82-04- 13, to
recover 39.1 million of the requested amount, rejecting legal and
policy arguments regarding retroactive ratemaking. As a matter of
fairness, we must respond in a similar fashion where the benefit
acerues to ratepayers.
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®
We 2lso reject SoCal's assertion that if we ordered an
adjustment to its balancing account now we would create gréat
uncertainty regarding the finality of past earnings. The amounts at
issue were never intéended to be earnings, and should not have been
treated as such.

We will order the respondent utilities %o include the
adjustnents to their balancing accounts in their next SAM filings as
recomnended by staff. TFor PGEE, Sofal, and SDG&LE, these anounts are
$13.5 million, $712.6 million, and $1.6 million, respectively, not
including amounts associated with changed margins effective in 1983
and 1984. The utilities shall also include the 1983 and 1984
adjustments in their next SAM filings. These amounts shall be
calculated on the same dbasis as the amounts caleculated by staff as of .
Jenuery 1, 1983. | -
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Prospective Changes to SAM

Staff witness Tan's first proposal for modifying SAM is
that the utilities prorate the gas margin the first month following
each change in base gas rates in the same way that billed revenue is
prorated. (Ex. 62, p.4.) Tan set forth a formula which he later
modified to & simple 1/24th adjustment to margin in the month
following a change in margin. This result is reached By assuming
that sales at the old rates and sales a%t the new rates are equally
distributed. ‘

Tan offered an alternate approach following the issuance of
D.82-12-055 and D.82-12-056. In Exhibit 63, he recommended that the
definition of "revenues" in the utilities SAM related balancing
accounts be changed to "the amount of revenue for services rendered
during the month", instead of "revenue billing during the month".
According to Tan this is consistent with the approach adopted by the
Comzission for implementing ERAM. Tan submits that either of these
proposals would remedy the probdlem of billing lag.

Since SoCal and PG&E have consolidated the margin account
(SAM) and gas cost account (PGA/GCAC), Tan's alternative
recommendation to use "services rendered" does present a problem for
these utilities. However, it does not present a problen for SDG&E
since SDGEXE keeps separate margin and gas c¢ost accounts.

In order to properly apply a services rendered approach,
SoCal and PG&E would need to exclude gas cost revenues from the
monthly balancing account entry just as they now exclude other
balancing account revenues such as Gas Exploration and Development
Account (GEDA) and Comservation Cost Ad justment {CCA) revenues.
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® |

Therefore, separate gas cost and SAM balancing accounts would be
required. Also, the Commission would be required to set and'approve
separate gas cost and SAM rates in each biannual offset case in the
future. |

Therefore, we conclude that a services rendered approach
would unnecessarily complicate future gas offset case proceedings of
SoCzl and PG&E. Adoption of such 2 procedure would require various
estimates for gas volume sendouts and customer consumption patterns.
The estimating procedure would generate controversy as staff and the
utilities applied their judgment to the various areas to arrive at
"services rendered" revenues. : |

Because of these dlfflcultles and the differences in-
balancing accounts between the utzlltmes, we conclude that the staff
witness' alternative services rendered approach to correct for

illing lag is not the preferred approach.

Accordingly, we will adopt the staff witness' fzrst
‘proposal with the 1/24th modification. If rate changes become _
effective on other than the first of the month, this modificaticn.
should be prorated accordingly-

The meters of certain large industrial customers and steam-—
electric generation plants are generally read and billed as of the
first day of each month. These customers are not on billing cycles
and therefore do not contribute to dilling lag. Therefore sales £0
these customers should be excluded from any adjustment.

Por purposes of adjusting for billing lag, it is reasonable
t0 assume tha® sales to cycle billed customers, in the month of 2.
zargin change or general rate increase, are billed in equal
proportions at the old rate and the new rate. On this dasis, it is
reasonable to modify the SAM procedure s¢ that in the month of a gas
margin change the entry to the balancing account will contain en
appropriate adjustment for 1/24th of the change in the annual gas
margin for cycle billed customers. This comports with the modified
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procedure used dy staff in estimating past alleged overcollections.
(Exhidit 67). Also, it can be applied uniformly by all three
utilities and has the virtue of simplicity.
Accordingly, we will have each utility, in its next CAM/GAC

roceeding, present an adjustment retroactive to May 16, 1978 based
on the 1/24tk method (plus all related interest). An appropriate
correcting entiry %o the balancing account can be reflécted'at that'
time. There is no need for separate refunds, because bmllmng lag
inpacts only the balancing account.

Findings of Fact "

1. In D.88835 the Commission implemented the SAM procedure $0
insure that each gas utility recovers the gas margin authorzzed in
its last gene*al rate case but no more than the last authofiued gas
zmargin. '

2. When the SAM tariff is read in light of D.88835, it is
clear that the utilities have incorreetly calculated SAM revenues -

.because they have not accounted for the extent to which Janwary bills:

represent services rendered during the previous month.

3. Each of the respondent utilities has incorrectly and
izproperly applied the Jamuary gas margin to services rendered in
Decendber, dut which were billed in January.

4. Because of improper application of the SAM tariff, each of
the respondent utilities has effectively collected from their
ratepayers anounts derived from margins that were never authorized
Tor the period in guestion. ‘

5. The correct gas margin is the one which is authorized
during the period that services are rendered.

6. ILong-standing ratemaking principles dictate that new rates
becone effective for services rendered, not sales billed, on or after
the applicable date of a decision authorizing new rates. :

7. SAM and ERAM serve the same purpose, which is to protect the -
vtility's earnings from fluctuations in sales. The fact that the
.ma.rgin is collected differently is incidental.
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® |
8. The fact that billing lag should not be recovered in an ERAM —’f’
proceeding applies equally to a SAM proceeding. 3Billing lag\is‘the
same issue in either proceeding. _
9. The impropriety of dalancing account recovery for billing L”/?
lag was further established in D.82-12-056 dated December 13, 1982.

10. The SAM balancing account permits the—utilmties to recover v
1/12 of the annual margin each month, dased on services rendered
during that month.

11. The intent of SAM is that the utilities recover the full [~
test year margin through the SAM balancing account.

12. The SAM balancing account permits the utilities to recover
the full margin amount for total revenue authorized in the utilities'
last general rate case, no more, no less. | ' ,

13. In recovering the annual margin through the SAM dalancing

account, the utilities presently collect an addivional amount for
billing lag- | '

-

. 14. Billing lag was never included as an item of ratemaking in
any Commission ratemaking procedure. Since it was not recognizedvas
an iten of ratemaking, it cannot be labeled an item of "general
ratemaxing.”
15. 3Billing lag is not part of margin. It is an accounting
phenomenon that has occurred in the process of collecting margin.
16. The annual margin is "general ratemaking" and once fixed, -

(S

may not he retroactively changed.

17. Retroactive adjustment for billing lag does not affect the ,mf
annual margin amount, since it is not part of margin.

18. Since billing lag is not an item of "generel ratemaking", g
there is no legal barrier to making a retroactive adjustment for
billing lag.

19. A modification is required to SAM to cease further
collections for billing lag, so that in the month of a margin change
the eniry to the balancing account will contain an aﬁprdpriate
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adjustrzent for 1/24th of the change in the annual margin for cycle
billed customers, or an appropriate proration if the margin change is
not effective on the first of the month. ,

20. Certain large industrial customers and stean-electric
generation plants are not cycle billed customers and do not
contribute to billing lag. Sales to these customers should not be
included in the adjustment for billing lag. |
Conclusions of Law

1. 1% is legally permissible to make a retroactive édjustment
for unauthorized recovery of billing lag- ‘

2. There is no need for separate refunds because this is an
accounting prodblem which only impacts the SAM bdalancing acceunt.

5. The respondent utilities should adjust their balancing
accounts in their next SAM f£filings by the amounts set forth by staff,
pPlus any amounts associated with changed margins effeétive in 1983
and 1984. The latter amounts should be calculated on the same basis
as the amounts calculated by staff as of January 1, 1983.

IT IS ORDERED that: |

1. Southern California Gas Company (SoCal), Pacific Gas and
Zlectric Company (PG&E), and San Diego Gas and Blectric Compahy
(SDG&E) each subdbmit a SAM tariff reflecting the 1/24th change in the
annual gas margin and excluding non-cycle billed customers to delete
reveauwe collection for dilling lag. This submission should be made
in each utility's nex®t CAM/GCAC proceeding.
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#

2. In their next SAM filings SoCal, PG&E, and SDG&E shall |
adjust their SAM dalancing accounts by $12.6 million, $13.5 million,
and $1.6 million respectively for billing lag as set forth in this
opiznion. Zach utility shall further adjust its SAM-balancing‘acccunt
for billing lag by amounts associated with changed margins effective
in 1983 and 1984, with each adjustment caleculated on the sane basis'
as the adjusted amount calculated by staff as of January 1, 1983.

This o*der becomes effective 30 days from today.
Dated FEB 11984 , at Sen Pranczsco, California.

—
—— .

LEONARD M. GRIMES, §R. oy
““e,_dent ‘ '
VICIOR CALTO . - ‘
PRISCILLA C. GRIW
DONALD VIAL . -
WILLIAM T. BAQLIVY:
Commissioners
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5P T A amns
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the utilities have implemented the Supply Adjustment Mechanism (SAM)
adopted by the Commission on May 16, 1978 in Decision (p.) 88835Q
Following a prehearing conference on January 14, 1983,
evidentiary hearings were held on February 7-9 and 28, 1983 before
Adnministrative law Judge (ALJ) Bertram Patriek. SoCal, PGEE, SDG&E,
Toward Utility Rate Normalization (TURN), and the Commission staff
(staff) participated and sudbmitted opening and closing briefs.
Summary of Decision :
In staff's opinion, the utilities incorrecily implemented
SAM since its inception to recover what has been/géscribed as
"pilling lag". Staff recommends that the uE}Ifkies be required to
nodify the method by which SAM has deen igpiemented and that past
alleged overcollections be refunded together with accrued interest.
As of Janueary 1, 1983, staff estimates/this overcollection by SoCal,
PG&E, and SDGEE to be $12.6 nillion,/$1%.5 nillion, and $1.6 million
respectively. |
. In this decision we conclude 'that"the utilities have failed
to follow the intent of the SAY decision which allows the utility 4o
recover no more than the lasv/authorized gas margin. Instead, the
utilities have collected for billing lag. This is a result which the
Commission never intended/when the SAM tariff was authorized in 1978..
' The prodlem with billing lag did not come to the
Commission's attentii;/éntil 1982. On April 28, 1982, by

D.82-04-117, the Commission denied authorization of the collection of
additional revenues due to billing lag. This occurred in the first
Electric Rate Adjustment Mechanism (ERAM) filing and it involved PG&E.
In this /opinion we point out that there is no difference
between ERAM forlelectric utilities and SAM for gas utilities in
regard to billing lag. Therefore, we reiterate our conclusion that
there is no justification for utilities to recover for billing lag-
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in 1981 because of possible additional income tax
obligations represents an unreasonable
interpretation of ERAM. In attempting to obtain
additional revenues through ERAM for the dooking
lag, SDG&E is, in effect, attempting to make its
ratepayers pay 1982 rates for services rendered in
December 1981 at 1981 expense and return levels.
There is no revenue shortfall. The test year dbase
rate revenues authorized by the Commission will be
earned. Only the company's accounting methods
prevent 1982 revenues from being recognized in
total in the calendar year and result in part of
1982 revenues being recognized in the month
subsequent to the end of the calendar year."

The same issue was revolved ¥n virtually identical fashion
in Edison's most recent general rate fcase, D.82-12-055 also dated
Decenmber 13, 1982. '

While the abdbove discussifn concerns ERAM and electric
utilities, it applies equally to/SAM and gas wtilities. SAM and’ERAM

"Ferve the same purpose. There As no justification for compensating.
either electric or gas utilitYes for so-called billing lag.

The utilities ar that they have followed the plain and
ordinary meaning of their Variffs and have correctly applied SAM
accounting methods as set/forth in D.888%5. They point to Section
g{2)(a) of the tariff in/D.88835 which provides that balancing account
revenue entries will be/based on "revenue billed during the month."

We find no merit in this argument. If we were to review the
cited tariff language/in isolation without reference to the SAM
decision establishing the tariff, we might agree that the utilities
have interpreted the tariff correctly. The tariff, however,,wasvndt
established in a vacuum. It was designed to implement the SAM
procedure which the Commission adopted in D.88835 to "insure that each
gas utility recovers the gas margin authorized in its last general rate

case but no more than the last authorized gas margin." (emphasis
added.) -
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adjustment for 1/24th of the change in the annﬁalfmargin for“cyc1e~ ’
billed customers, or an appropriate proration If the margin change is’
not effective on the first of the month.

20. Certain large industrial customers and steam-electric
generation plants are not cycle billed customers and do not
contribute %o bBilling lag. Sales to these customers should not bde
included in the adjustment for billing lag. | 3
Conclusions of Law | _

1. It is legally permissible to make a retroactive adjustment
for unauthorized recovery of billing lag.

2. There is no need for separate rerunds because this is an
accounting problem which only impacts the/SAM balancing account.

3. The respondent utilities showld adjust their balancing
accounts in their next SAM filings by the amounts set forph‘by staff,
plus any amounts associated with changed margins effective in 1983
and 1984. <The latter amounts sholld be calculated on the same bas
as the amounts calculated by st‘%f as of January 1, 1983.

RDER

S

IT IS ORDERED thagt:

1. Southern Califormia Gas Company (SoCal), Pacific Gas and
Electric Company (PG&E), /and San Diego Gas and Electric¢ Company
(SDG&E) each submit a SHM tariff reflecting the 1/24th change in the
annual gas margin and é&cluding non-cycle billed customers to delete
revenue collectgon for billing lag. This ubmission should be made
in each ut‘liv&esﬁ-next CAM/GCAC proceeding.

{
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