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pecision 90-10-035 October 12, 1990
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of

SOUTHERN CALIFORNIA GAS COMPANY

(U 904 G) for authority to increase

rates charged for gas service based Application 88-12-047
on test year 1990 and to include an (Filed Pecember 27, 1988)
attrition allowance for 1991 and

1992,

(See Decision 90-01-016 for List of Appearances.}

-

INTERIM OPINION

Summary .
Southern California Gas Conpany (SoCalGas) is authorized

a revenue increase to implement a Research, Demonstration and
Developrent (RD&D) progran ained toward (1) improvenents and
advancenents in emission control for existing equipment and known
technology such as burners, post-combustion controls, and prime
movers! (2) development of new vehicle technologies to enable the
use of cleaner-burning fuels; and (3) developrmeéent of new,
environméntally benign energy technologies such as fuel cells and
ultra low ¢mnissions prire movers. The supplemental funding level
will be $4.1 million, $4.9 nillion, and $5.8 million for 1990,
1991, and 1992, respectively.

Also, this decision adopts a settlement reached between
the Division of Ratepayer Advocates (DRA) and SoCalGas regarding
SoCalGas’ proposal to reallocate 1990 capital from its pipeline
repiacementiprogram to the Southern Pipeline Expansion Project.
Background )

In SoCalGas’s test year 1930 test year general rate case
decision the Connission stated:
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7"In addition, recéent developments, relatead
primarily to SCAQND’s néw air quality plan and
President Bush’s environmental initiatives, ray
have created an increased need for reésearch’
programs related to conservation and to
improving air quality in southern California.
We bélieveée that there may be a need to dovelop
low NOx burners, to develop heavy duty CNG
vehicles and related téchnology, to develop
technology designed to reduce emissions fron
gas burning equiprent, and to develop new
conservation technologieées. Since thése areas
of research were not addressed by SoCalGas or
DRA, we will hold open this proceeding to
receive further testimony on such a RD&D
program., Accordingly, wé direct SoCalGas to
subait additional testimony and funding
proposals for appropriate RD&D projects related
to increasing environnental quality and
conservation efforts. This testimony should be
served on all partiés no later than
March 30, 1990. All partiés will have an
opportunity to subnit testimony. Evidentiary
hearing will be schéduled thereafter in a
separate phase of this proceeding.”
(D.90-01-016, pg. 92.)

As directed, SoCalGas filed testimony responding to the
cornission’s interest in éstablishing RD&D programs that addressed

southern California’s environmental protection and air pollution
control needs. MHearings on the proposed RD&D programs were held on
May 14 and June 4, 1990 in Los Angeles,

Testimony of SocCalGas

SoCalGas witnésses Christensen and Olsen submitted
prepared testinmony (Exhibits 245 and 246) requésting:

a. Authorization of supplémental funds to
incréeasé RD&D activitieées. The amount of
funds requested totals $4.1 million in the
first year, $4.9 million in the sécond yeéar,
and $5.8 million in the third yéar. The
proposed work will involveée research aimed
toward (1) inprovements and advancements in
enission control for existing equipment and
known technoleogy such as burners, post-
combustion controls, and prime movers:

(2) developrment of new vehicle technologies
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to enablé the use of cleaner-burning fuels}
and (3) developrent of new, énvironnmentally
benign energ{ technologieés such as fuel
cells, and ultra low emissions prinme
movers. Gas equipment prototypes developed
through this research will bé demonstrated
as part of technology transfer activities
covering denonstration, education and
information exchange to preparé the
equiprent or process for introduction into
the user market; and :

That an interin memorandum account be
authorized to provide a future vehicle for
SoCalGas to request authority, via advice
letter, to record additional but presently
unquantifiable funding for air quality-
related efforts régquired by requlatory
bodies not othérwise included in rates.
These recorded expenses would bée subject to
a reasonableness review by the Connission
prior to authorization for rate recovery.

After conferring with the DRA, SoCalGas filed additional
direct testinony (Exhibit 246A) reallocating funding for several

progran categories. This testimony was served on May 18, 1990
along with a joint SoCalGas/DRA exhibit (Exhibit 251). The
programs proposed by the additional testimony and the joint exhibit
are the same as originally proposed by SoCalGas. However, the

joint proposal places a greater emphasis upon new vehiclé
technology and includes hazardous and solid waste reduction
research under advances energy technologies. The supplemental
funding will be allocated among the three progran areas as followst
Funding
{Thousands of Dollars)
in 1990 Dollars

Year 1 Year 2 Year 3

Emission Control Technology 1,800 2,000 2,100
New Vehicle Technology 1,700 2,000 2,200
Advanced Energy Technologies 600 9400 1,500

Total Per Year 4,100 4,900 5,800
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Testimony of the DRA and Intervenors

Testimony supporting SoCalGas’! request for the Memorandum
Account was subnitted by DRA (Exhibit 253). Southern California
Edison Company (Edison) subnitted testimony on May 24, 1990. The
California Energy Commission (CEC) also subritted a letter
addressing the SoCalGas request for supplenental research (Exhibit
255).
Position of the DRA

DRA agrees with SoCalGas’ request for a memorandunm
account to track additional air quality related costs. Hovever,
DRA contends that the expenses eligible for the memorandum account
should be linited to project-specific costs on air quality-related
projects, be segregated fron projects already authorized by the
Connission in the genéral rate case decision (D.90-01-016), and
exclude (1) any SoCalGas direct administrative and general (A4G)
expenses or related A&G overheads: (2) Pacific Enterprise charges
or overheads: (3) public relations costs; and (4) advertising
and/or promotional opportunity expenditures which are not progran .

specific.

Position of Intervenors

Edison supports the RD&D requeéest, but takes issue with a
statenent made in Response No. 10 of SoCalGas witness Olsen’s
direct testimony (Exhibit 246) regarding thé superior efficiency of
natural gas for nechanical and thermal eénergy use. Edison witnéss
Bunnell testified to thé contrary (Exhibit 254) stating specific
exceptions to Mr, Olsen’s stateneénts.

The CEC létter (Exhibit 255) also supports thé RD&D
request but requests clarification on whether the proposed »
supplerental RD&D programs adequately address energy éfficiency as
opposed to low emissioén, especially in residential use, and whether
an analysis was nade of the need of new natural gas 3upply
technology that may arise as a result of increased demand created
by new natural- gas technologies.
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The CEC further supports a program for SoCalGas sinmilar
to Edison's Consuner Technology Application Center (CTAC) as a
successful education facility which encourages both increased
efficiency and emissions reduction.
Position of SoCalGas

SoCalGas agrees to the conditions proposed by the DRA for
the Memorandum Account, provided that the listed restrictions would
not exclude project-specific costs covering direct program specific
expenses, or expenses related to improving awareness anong
equipmené nanufacturers, customer and public policy makers_of the
characteristics and benefits of new technologies that are an
outcone of the RD&D funding authorized by the Commission. SoCalGas
believes that such inforrational and educational programs would
foster the commercialization of RD&D efforts, providing maxinum

benefits to ratepayers.
SoCalGas addressed Edison’s concerns régarding the
relative efficiency of various energy options. SoCalGas agrees

with Edison that the best form of énergy for any use is the most
efficient and écononic form considering environmental constraints.
Although the two utilities dispute which energy is better for
notion applications, both agreed that therée is a neéd to have
multiple forms of energy available as viable choices.

In response to the clarification requested by the CEC, -
SoCalGas éxplains that (1) thé suppleméntal RD&D program for
advanced industrial, commércial as well as residential equipment is
directed toward achieéving a balance between an accéptably low
enissions level and a given fuel conservation goal; and (2) current
levels of RD&D funding by agencies such as the Departmént of Energy
and the Gas Research Institute adequately cover the developrent of
new gas supply technologies that might be needed to meet increasing
depands for natural gas as a result of advanced equipnent research.
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SoCalGas concurs with and supports CEC’s recommendation
for a CTAC type progran and is interested in pursuing this
reconnendation.

SoCalGas proposes that the supplerental funding for RDSD,
when it is authorized by the Comnission, will becone part of the
balancing account previously established by the Comnission in
D.90-01-016 for RD&D related expenditures. SoCalGas requests
authority to commence expenditures related to the supplemeéntal
funding effective on the datée of the Commission’s decision.

"Anortization of the amounts so recorded will begin on
January 1, 1991 by inclusion in SoCalGas’ Attrition Advice Letter
for that year and will continue in a like manner for each of the

succeeding years.
Discussion

We believe that air guality improvement is one of the
most significant issues facing southern California teday. And in
approving this supplerental funding request for SoCalGas’ RD&D

progranm, we are providing support to the South Coast Air Quality
Managerent Districts’ (SCAQMD) formally adopted Air Quality
Managerent Plan, which is a 20-year plan designed to force southern
california to attain federal standards.

We note that SoCalGas’ request for suppleréental funding
of $4.1 nillion, $4.9 million, and $5.8 million for 1990, 1991, and
1992, respectively, is supportéd by DRA and CEC. We believe that
such expenditures for RD&D on téchnology for air pollution control
hardware is in the ratepayers’ interest and SoCalGas’ funding
requést should be approved.

Regarding the specifics of SoCalGas’ RDLD program adopted
herein, we share the CEC’s and Edison’s view, that SocalGas!’
prograns should focus on technologies that reduce both emissions
and energy use. Accordingly we expect SoCalGas to exanmine both
efficiency and enissions, and their relationship, in developing
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prograns to improve air quality. With this understanding we will
approve SoCalGas' funding request.

However, we will not grant SoCalGas’ request for an
Interim Memorandum Account to provide additional funding for other
air quality developrents as they occur, which cannot be quantified
at this time., HWe appreéciate the need for SocCalGas té be able to
respond to emerging developrents both in the air quality research
area and the air quality regulatory area, but we do not wish to
provide SoCalGas with a ”blank check”.

We agree that there is a need to streamline the process
whereby SoCalGas could, if necessary, obtain additional fuﬁdinq for
worthwhile programs as these becone apparent. The Comnission has
responded to this néed for flexibility in developing RD&D progranms
by adopting a new structuré for reviewing costs associated with
RD&D (D.90-09-045).

The new structuré for regulating RD&D activities for
SoCalGas will take effect in its next Notice of Intention (NOI) and
general rate case. In response to SoCalGas’ application in its
next general rate case, thé Conmission will adopt both an
authorized level of RD&D for test year ratemaking and an RD&D range
with minimum and maximum lévels ovér which SoCalGas’ RD&D budgét
can range.

Having adoptéd this new framework for regulating RD&D, we
see no need to adopt an interim procedure in order to allow
SoCalGas to obtain additional funding prior to its néxt general
rate case. Thus, if SoCalGas requests authorization for
supplemental funding for air quality improvement projects not
already covered by thé funding granted in this decision, it already
has the ability to ask for authorization by submitting an
application to the Commission for approval. Theée application nust-
include all information necessary to evaluate the suppleméntal
funding, including an explanation why SoCalGas believes ratepayers
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should provide supplemental funding. If the utility application is
conplete and non-controversial, the Commission would hope to
expedite project funding through ex parte treatment of the utility
request.
Southern Pipeline Expansion Project

During the course of the hearings in the general rate
case proceeding, SoCalGas proposed to reallocate 1990 capital fron
its pipeline replacement program to its Southern Pipeline Expansion
Project. DRA objected to this proposal and subsequent hearings
were scheduled to review this matteéer. However, during the hearings
on this RD&D funding request, DRA and SoCalGas informed the record
that they had reached an agreement on the capital veallocation
issue (Exhibits 243 and 244) and hearings would not be required.

Exhibits 243 and 244 contain two leétters from SoCalGas to
the Cormission’s Safety Division wheréin SoCalGas confirms the
reallocation of dollars from its transmission and distribution
pipeline replacerment prograns to fund its Southern System
Expansion. In these letters SoCalGas addresses thé Safety
pivision’s concerns over the reallocation of dollars from the
special pipeline replaceément program to fund the Southern Pipeline

Expansion Project. Specifically, SoCalGas agreed not to defer
those projects identified by the Safety Division as having the
highest priority in terms of public safety considerations. In
fact, for those projects identifiéd by the Saféety bivision,
SocCalGas has agreéd to increase its 1920 expénditures above its
previously planned budgets.

The Safety Division also stipulated to a defeéerral in
spending for the hazardous meter, isolation area and cathodic

protection programs in 1990. SoCalGas agreés that the $3.5 million
reduction in 1990 spending will be réstored by increases’ of $1.75
million per year for 1991 and 1992:. As such, the reduced 1990
allocation will have no impact on these programns over the three-

year rate case cycle.
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Finally, SoCalGas agreed to a mechanism for addressing
the capital expenditures for the special pipeline replacenent
progran. If the curulative total dollars of $93.7 nillion for both
Transnission and Distribution for the years 1990-1992 is noét spent
by the end of 1992, SoCalGas will be required to refund the revenue
requirement associated with the return on any unspoent amounts.

Copies of these exhibits were served on all parties with
notice that parties had 10 days to file comnents. }No comments were
réeceived. We will adopt the agreerent.

Section 311 Comments

Pursuant to Public Utilities Code § 311, the
Adrpinistrative Law Judge’s proposed decision was mailed on August
31, 1990. Connents were received from SoCalGas. Where
appropriate, changés were made to the proposed decision.

Findings of Fact '
1. SoCalGas should be provided with supplemental funding to

inplenent RD&D programs for improvenénts in émission control, new
véhicle technologies to useé cleaner-burning fuels, and deveélopment
of new and environmentally benign energy technologieés. ‘

2. SoCalGas! RD&D programs should examine both efficiency
and enissions, and their relationship, in developing prograns to
improve air quality.

3. A supplémental funding level of $4.1 million,

- $4.9 million, and $5.8 million for 1990, 1991, and 1992,
respectively, is reasonable for theésé prograns.

4. SoCalGas should bé authorized to recover in its 1991
attrition filing the $4.1 million for 1990 and the $4.9 million for
1921, plus inflation. The 1992 attrition filing would recover the
$5.8 million for 1992, plus inflation.

5. The supplémental funding authorizéd in this decision
should be subjéct to the same conditions as the RD&D funding
authorized by SoCalcGas’ test year 1990 géneral rate case
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D.90-01-016, and should be included in the same one-way interest
bearing menorandum account.

6. If SoCalGas requests supplemental funding authorization
to respond to changing and emerging air quality developments prior
to its next general rate case, it must do so by filing an
application with the Commission.

7. All funding authorized in this decision is in 1%%0
dollars and should be subject to the appropriate inflation
adjustnment in the attrition méchanisn.

8. DRA and SoCalGas settled their différences regarding
SoCalGas'’ proposal to reallocate 1990 capital froam the pipeline
replacenént program to the Southern Pipeline Expamnsion Project
(Exhibits 243 and 244). SoCalGas should implement the pipeline
replacemént program as agreed in thése exhibits.

Conclusions of Law
1. SoCalGas’ request for supplenéntal funding for RD4&D
prograns should be granted to the extent set forth in this

decision.
2. The agreément between DRA and SoCalGas on SoCalGas’
proposal to reallocaté 1990 capital should be approved.

INTERTM ORDER

IT IS ORDERED that!

1. Southeérn California Gas Company’s (SoCalGas) request for
suppleméntal funding for Research, Developrént and Demonstration
(RD&D) programs is granted. The revénué anounts authérized for
each year are $4.1 nitlion, $4.9 million and $5.8 million for 1990,
1991, and 1992, respectively. Thése amounts are the total
supplenental funding level for each year. SoCalGas may seeék
recovery of these amounts through inclusion in its annual attrition
filing.
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2. SoCalGas is authorized to recover in its 1991 attrition
filing the $4.1 nillion for 1990 and the $4.9 nillion for 1991 plus
inflation. The 1992 attrition filing would recover the $5.8
million for 1992 plus inflation.

3. The supplénéntal funding authorized by this decision is
subject to the same conditions as the RD&D funding authorized in
ScCalGas’ test year 1990 general rate case Decision (D.) 90-01-016,
ard shall be included in the same one-way interest bearing
renorandum account. All cumulative underspending shall be
returned to the ratepayers in the next general rate case cycle or
credited toward future expenses. SoCalGas shall not be coﬁpensated
for any overexpenditures.

4. Theé expenses e€ligible for the memorandum account shall be
linited to project-specific costs on air quality-related projects,
ard shall be segregated from projects already authorized by the
Cozmnission in the general raté case decision (6.90-01-016), and
exclude (1) any SoCalGas direct administrative and géneral (A&G)
e>venses or related A&G overheads; (2) Pacific Entérprise charges
or overheads{ (3) public rélations costs: and (4) advertising
ard/or promotional opportunity expenditurés which are not progran
specific. ,

5. If SoCalGas requests suppleméntal funding authorization
to respond to changing and émerging air quality developments prior
to its next general rate case, it must do so by filing an
application with the Commission.

6. The agréement (Exhibits 243 and 244) bétwéen SoCalGas and
Division of Ratepayer Advocates regarding reéallocation of 1990
czpital is approved.. SoCalGas shall implément the pipeline
replacemrent program as agreed in these exhibits.
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7. This proceeding shall rernain open for review of other
patters pending beforeé the Comnmission.
This order is effective today.
Dated October 12, 1990, at San Francisco, California.

G. NITCHELL WILX
President
FREDERICK R. DUDA
STANLEY W. HULETT

JOHN B. OHANIAN
PATRICIA -M. ECKERT
Commissioners

I CERTIFY THAY THIS DECISION
WAS APPROVED BY IHE ABOVE
COMMISSIONERY TODAY
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