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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STARE OF CALIFORNIA

Ia the Matter of the Application
0% SOUTHERN CALIFORNIA GAS
COMPANY t0 Increase Revenues
Under the Consolidated Adjustment
Mechanism to Offset Changed Gas
Costs Resulting from Increases in
the Price of Natural Gas Purchased
from EZL PASO NATURAL GAS COMPANY,
TRANSWESTERN PIPELINE COMPANY and
PACIFTIC INTERSTATE TRANSMISSION
COMPANY: to Adjust Revenues to
Reflect Greater Than Anticipated Application 60339
Increases in Natural Gas Supplies;

to Adjust Revenves to Reflect

Undercollection of Franchise Fees,

Uncollectible Expense and

California Taxes on Income; *o

Adjust Revenues to Reflect

Increased Carrying Costs on the .

Value of Natural Gas Stored

Underground: and to Revise

Section H of the Preliminary

Statement of its Tariffs.

)
)
)
)
)
)
)
)
)
)
)

Collection of Revenues Due to ; (Filed March 9, 198l)
)
)
)
)
)
)
)
)
)
)
)

(See Decision 93190 for appearances.)

Additional Appearance

I=a Reiner, City Attorney, by Ed Perez, Deputy City
Attorney, for the City of Los Angeles,
interested party. o
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FINAL OPINION’

I. Introduction

By Application (A.) 60339 Southern California Gas Company
(SoCal) seeks authority to increase gas rates to offset increased
gas costs, changes in volumes supplied, and to recognize certain
proposed adjustments in the ratemaking treatment of associated
expenses. The application is SoCal's regular semiannual f£iling under
its Consolidated Adjustment Machanism (CAM), based on an April lst
revision date. ‘ ‘

A duly noticed public hearing was held in Los Angeles on
April 27, 28, 29, 30, and May 1, 1981, and in San Francisco on
June 9, 10, 11, and 12, 1981, before Administrative Law Judge Patrick J.
Power. SoCal offered the testimony of four witnesses: Robert Ballew,
Manager of Budgets and Financial Planniﬁdf Robert L. Fowler, Research
Engineer: Marvin Douglas, Manager of Rates and Tariffs; and
Robert J. Hohne, Vice President, Gas Planning, for Pacific Lighting
Gas Supply Company. Foﬁr witnesses appeared on behalf of the
Commission staff (staff): Joseph L. Fowler, Jr., Senior Utilities
Engineer:; James R. Barrett, Assoclate Utilities Engineer; Paul Grimard,
Research Analyst: and J. Archie Johnson, Financial Examiner IIT.
Also participating were California Manufacturers Association (CMA),
Tehachapi-Curmings Municipal Water District (Tehachapi), California
Gas Producers Association (CGPA), Toward Utility Rate Normalization .
(TURN) , Southern Califormia Edison Company (Edison), the City of Los
Angeles (L), San Diego Gas & Electric Company (SDG&EZ), the City of
San Diego (San Diego), and V. Edward Duncan.
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11 1981,7 SeCal  was authorized a ) rate increase of $34.9 million overca
six-month forecast period The deczslon expressly prOV1ded that the
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supply policies and balanc;ng account balance was. also—deferred
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Follow;ng the add;t;onal days of hear;ng, rpe,matter was.

- submitted for this” final~ dec;s;on upoh Sbéhlﬁa‘Ana reply briefsﬁ-r
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Opening briefs were filed" by socCal, staff and TURN. Reply'brzefs

were filed by SoCal and: Tehachapiu»"Tehachapl s reply brief conslsts
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of the s;mple~stetement~that“rt*supportszﬁRN"ln “this proceeding.
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!i Thzs .Gecision finds_that, franchise feeSgandncompanyouseﬁgas
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costs are matters inextrlcably related to gas supplycandopricescxo
changes ‘and” are outs;de the -control .of tbeautllltxnfor*ratemakxnga

v .

purposes.: Therefore we,provide,forhproSPeotzveebalancrnq account_
ﬂ“treatment of such‘eoérs. In addition, SoCal is autherized to recover
about $9.1 million of past undercollections of such costs.. The rule
against retroactive ratemaking is found not to be a barrxer aga;nst
such recovery.
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COnsideratiou of SoCal s request to, recoversadditional
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Califoru;a‘xncome tax expense result;ng,from undercollectionS'dso
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the record perzod.and-SoCal«msﬂfound~to*haveubeen’rmprudent during
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_.until-thezeffective date:of D.90822,  when 36c333§35952rm1ttea to

track its.recorded-F&U:expense- by periodio adjustments to the F&U

.. factor. -This:method=is also: 'amlegedlf:nadequaﬁe,'andogo?:;i’rﬁggposes
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a. further modification.that would- opera'!?.e prospectivel'y. oo “;’
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Franchise fees are a function of sales revenue. 'Gnder-
collections that occurred [Quring: the identified” perio& were the result
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of -several:-factorsthat increased recorded’ revenues above forecasted
- . , . \ R o e T Pt o I, An) 2y e g
levels, includingchigher sales, supplier :.n’creases In “the Cost of
e T T VA IYROT
gas.,- and: abnormali‘weather . The ineréased Yevenue' ‘was taken ‘fote

account- in: SoCal's  semiannual--offset proceed;ngs 5 but the fnﬂo\;e‘ose in
F&U-. was- not.> . Thus 2 through:‘the' operata.on’ of Yne Tat%xfaﬁung 'Eroeedures,
SoCal- relinquished:the: benefitof: reévenues Ir excess of “:J:Ts gl”lowed
gas. margin,  but:was: forced ‘to- absort these :.ncreasé%“ in Costs, - The

P )

- breakdown.of.the \'amount‘s:frequested: e ast :Eollows.“:“ S8 man

| esiiuss o asCompany UsesGas 7E0F $S4m:.llion
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‘SoCal ‘relies on the purpose and hn.story of the SAM. procedure
to support recovery of the past undercollectlon. It refers to our
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stated :.ntent:.on that “the MSAMUprocedure Wlll tonly imsure that a

T

ut:.l:.ty s e:;ceedn.ng ofefafazng*oo~meeg‘g“hat return 137111 not be the
result of extraord:.na:r:ﬁr end unpred:.ctable ~f1uetu51'::;.on;:a.n sales and
supply," (D. 88835:). :and::eliafacter‘lze's' ~§h?; E%Qe_rg)o.{%eftlon as
"a.nequltable e because the ongz, ofwthese -increased: costs is beyond
:.ts control., *SoCal allege& that it is the-only -gascatility: thatThas
been edversely affected in this manner.. because -of :factualbrand vow
procedural differences, and suggests that this result was "inadvertent,'
as shown by the Commission's formation of a SAM study committee with
the object of consistent procedures. SoCal's proposal is consmstent

with the conclusion and recommendation of the SAM study comittee.
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S The. staffaxs split onsthis issue.> TherGaskBranch-witness
lagrees thatdrecovery,shouldobe allowed;forsfranchisevfees. but=¥

Cawa it

w:“_obj ects Jto. recovery, of uncollectibles:on thebgroundzthat such®eosts
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~ are not beyond the. contnolwofgthe company. coOnceross=examination

SoCal's wztness agreed that uncollectibles:. shouIdobe“echuaed £rom
,FygpfequeSt':f~ s lean To mmizasud oo 9us 2901 onidnnasT
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e . The Revenue Requirements Division cobjectstorrecovery-of

- L

) the undercollect:.on on-several grounds.:: The:witnessistates that

‘thé pﬁrpose of the CAM procedure "is to alklowrbalancing faccount’:
recove:y of expenses. only$£onfpurchased-qa5xqu&Urmsranaadm;nastrat;ve
expense wh:.ch s not.-subject to -balancing accountitreatment v=Also,.

N s;nce_prlor to,D 90822, company. use. gas: was;not, included®in:ithe =

Chet A e

'ivbalanCan.accoun:, the witness. suggests:that: an,adjustment'nowuoo
'“recognize these items. might. constitute rerroactiver ratemaking.:s

The staffnbrxe£~further¢develops~themretroactzvebratemaking
issuve. Staff. c:ounsel-, argues that SoCal!'s s:.tuation is dn.st:.ngu:.shablb

st e

from the factsu.n the case of outhern - Calrfornia Edison C v PUC
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(1978) 20 ¢~ 3d 813‘-*the case fnost often. cn.ted to support exceptions
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to the rule” aga;nst retroact;ve ratemaklng.h Staff counsel states
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“wThe’ :.tems for “which the company seeks LeCoVery, . no..uc
s:7z o~have notcpreviously-beercgiven-balancing account ~ 7T
. treatment by.the Commission, asIwas thelcases o' ' i-Io%
in” (the Edison case), where the Commission was.. ...
< merely -oxdering ‘a “threelyear “refund to "~ < " =l
compensate for a-previous-overcollection iz .c}
‘resulting from a prevxously-establmshedﬁfuel
1. . v costradjustmenticlause JnPA 30 NS DLt VG

. Thus, staff counsel arques’ that 4o ‘allow’ Fecovery S€ the unc?ercoliectxon
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i~7 7. o-This. staff . position: iscdifficult-to reconcile'wffh‘another
staff,recommendat;on :regarding -arelated matter. S The ‘Revenua~2™
Reéquirements Division witness irecommends ‘that: SoCalBe allowed “Eo
recover.E&Uwundercolkectionﬂoﬁ:&bout‘SI:BTmiIIIdnJEiIébed to-have
~through-June: 198072 'SoCal did not “ask for”
recovery...mhe—staff position appears indistinquishable from the
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‘de facto-balancing account‘treatmentlsouqhx_by;SoCaliforatheweaﬁl1er
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TURN qpposeSmSOCale Trequest.? TURN warme® thatz->7L WO

"While. SoCal would Iikerto: characterizeﬁﬁh£%*°~-**“”‘ -
" particular item as a_mere ‘imperfection',in.~ ~o%
‘" the prior- tariffs; in fact there is nothing . o
in the logic of its proposal:thatiwould® prevent” 7~
expansion of the theory to, cover_a.wide.variety
"> -of past-‘undercollections. . .77 Once a e
- _precedent-is established:compensSating-a“utility~“"" s
for past losses, there could ~0€,.00 limitrton~ =~ :
" the’ number-of-ingenious” requests brought beforeﬁ i
-this-Commission. son i lalyomam Do L ITSOD MABIAUE NI YO
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| Furthermore, TURN suggestsTthat:SoCalsdid not act~prompt£y*in rafs;ng
‘ thls issue. . Therefore, :TURN ‘contendscthatcequitylas “well as sound
ratemak;ngﬁpol;cy~compel~the~rejectlon»o£”SoCaIbs~request Tioansw

vo oee o TURN also-argues cthat: relief is- barredwbydthe'rﬁle'agalnst

retroactzve ratemaking.c TURdetstinguishes>thé“E&ison—éase~on:€£e
basis that: STRUO9DS BRLDELLLG

wone MWhile Decisior: No..:85731: underlying that’ case
N did order the utilities to refund previously~ :ox
colYected - fueI“charges, ‘the” Courts and e e
. .Commission. bcth.explic;try*recognized\fhath'“~ R
" the normal course of the. weather .cycle, would - B
- ultimately have ‘produced the same result.
- -« - Surely, the same cannot be asserted in
this case, where the ratemaking treatment of
F&U expense has changed several times since
the period in question."

DLLOW
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TURN waxrns. hat -if the -Edison :decision~ isoi:nterpreted “to allow
recovery. by .SoCal . .then no:dollarsicollected’ through™ acbaf‘aﬁgiﬁ'g"
;account mechan:.sm~cm be :considered :ffnaliy ~oinivil Lronmo LUPDH

.- ..-SoCal Aargues: that thecCalifornia Supreme’ Court "Ha®Validated
the concept that adjustments. for/prior periods are pem:.*ss:.ble Fn
offset proceedings.,: citing :the:Edison: icasel and»fafa:formg‘“’vow -

. Manufacturers Assn, v PUC::(1979)24>C 3dm2EI0 T Contends that’ the
only restraint on the Commission's jurisdiction is the Commi‘ssion's
own inclination.to,limit the:scope -ofl prior:period ‘Feview as a matter
of regulatory. policy..Inv th:.sareqard Socal represent"é"' that it has

eote St 3 P Ho Riprindslet

filed for relmef" ‘"w:Lth:.n one year of aétual or. con.struct:.ve knowledge
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of the deflClenCY lanuestlon;"~o~r ::: To ominol odr ol
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“wWe™ agree~that there” is no IegaI bérr:.er'toqallowmg SoCal
its requested rel;ef.; The Ed:son“ deeisd;on signaIedDa*fundamental

o ~l

change in rejgulatory concepts”:‘init:.ated byath:.s COmm:Lss:.on approved

e AR VR

by the Supreme Court, and memorzal:.zed“by’»the ’J:eg:.’slature s adopt:.on

of_Public.Utilities (PU) .Code:Section:7920500x% ACT ezernd Ut .
i ‘J':he -Edison -decisionzis controllingzoiStafs 15’)§iﬁ151§%,?f'ong

when it _§1;a_1;gs -that there was :a-balancing ‘account’~assde iifé& WEER
the original -fuel :clause..: Priorto:the passage-of PU-Code Section
792.5 .there was. no-necessary -connection between ‘offset’ relietand a

o N N ted
balancing account. srody noisd

ion’ that s "thbe normal course"”
- 'rr“*£:7: cen mobro DI
would not produce %'*t”he same’ result™ as 'SoCalr’s ; pr:oposa.L over time.
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Over time SoCal. Fcould 2lson over:collecm fo::ch*pdepend‘avng on
o
differences: betweeﬁ-fecorded 'and’ estl‘mated‘ supp‘lxes. and sales mix.

-t A
LD D Pl Tl SO

\-. —o-~b7 t)"'*ﬂ"

-34- f\f'wv\" wneo

-
PP ARV A DG




A.60339 ALJ/km

The remaining«issue~£s fhe pol;qy quest;on\f we find that
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franchmse fees and coﬁbanysuseiqas“costsﬂare*matters“that are
;nextrlcably related-to gas‘sunply and*pr;ce chanqes and are therefore
outside the control of “the utzl:ty for rptemakxng purposes. -.The-

ey "'-"‘"NL_ v ke b

‘ purpose ‘of SAM.is defeated';f fhese kxnds of costs, 2re. not, recognized,

LS CR Teotvater Senki Sve v.‘.d)uh..au.md

SoCal has respondedwto this problem
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inTa txmely-fashion"and’should be allowed recovery.
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S v AST 1nd:cated‘by the preced;ng dxscuss;on,,we f;nd thate
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- franchise fees and company use_gas ‘costs are properly;reflectedxmn

Lm0

the CAM: calculation-' Several hethods have been trled w;tb-var;ous
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apparent deficiencies.:'SoCal‘now prOposes that recorded F&U costs

b=

and offsetting- F&U revenues beqplaced 1n«the~CAM;balanc1ng ag¢count.
SoCal statesi;lwy PRl Tl wle At w'uxzzstgL 03 SVIrTeDRInLD
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-”"The”fecofd”shOWS concluslvely that other. .

- -solutionschave -already<been tried - “and “that
the current SoCal Jproposal 1s~thevlast:resort
to resolve a serious problem which cannot be ..

- controlled -or reasonably predicted by elther

the utsl;ty-or the Commissione = ~x-ou i T
The other methods are ;dentified as-.the. "tracklng;mechanusm'"~ouﬁhorzzed
'bv D 90822 and use of the test.year~author1zede&U percentage” factor.
) ‘ f(’ The Revenue Requ;rements Division:witness offerscthe ‘same
policy asguments for'uot‘edoptlngnthe balanc;nqdaccounmuprospectrvely.
He contends that F&U_ costs areJouts;de-thegscope~of theTCAM procedure,
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and that balanclng account treatment,would set:asprecedentifor>cil
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,...to the extent . that offset:proceedings are
lengthened by the inclusion of such extraneous. :goxozi
-matters,. the time required “to' 'considexr “the .
. applications will -increase, -resulting in~later> =7 %e7-
"‘deci'sions and more regulatory‘lag." - il
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Neither “the Revenue quuzrementsADLViSLOn witness. nor, staff.counsel
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proposed any affirmative recommendat;on regard;ng\thisaproblem-w

TSP A
o e e . o~ - ' d\.a

"\TURN‘objects tc'the balanc;ng,accountﬂproceduxe =+ TURN:

~
«*w~ *M bt o e ot

points out that" the volatllzty of franch;se fees~;;;§95mfncﬂmthec
fluctuatlng level of P-5 sales. TURN argues thatrtheﬂlevel of

Ml '— —s-—;-«'}_“

P-5"sales is dzscretlonary. In thzs and othe: cases, ITURN: hasyarqued

e ymron Dy S rmey sty YTl

M.

‘that® SOCal has'made unreasonable gas supply choices, .resulting:in

o T et S

: uneconomlc sales” to P—S. TURN argues that,,dﬁgo_, cmiTeh
- s - ownw e T [ e

"In SoCal's case, its prof;ts are unaffected .by.:>

.~- . these:discretionary-sales;“so- ‘there "is no”
disincentive to discourage uneconomic transsvIoIo

actions, whatever ‘the 1mpact on othe:“:a;epayers.

A

TURN contends, that.ﬁhe pquosedmbalancing ‘account itreatment would
Comal TamrIvd efl
eliminate even."t:h;.s “mmor dxsmcemve. DA ’ .
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We f;nd‘that $6Calts.prqposed~balancxngCaccoqpt treatment is
reasonable, exéluélng uncollectibles. “As stated‘zn'égé eag}}er
.. discussion, these: arencosts‘ﬁhat*vary-dmrectl w;é%’éEE@iy’ana sales
,ﬁﬁ_levels and. are approprlately-recognized“wlthln ﬁhe gghtexxmbfﬂéhe
CAM procedure. . SoCal-has:'shown theJina&equacfdaf'Sther methods. The
balancmng~account treatment” avoids” these” psr:cb'tﬁﬁlné‘?xfts.‘*mfw’'w ;H“q:n
‘ﬁ_..ttaw ~TURN' s> position” ignores-the- Iikely prosg%é%Atﬁg;qv io%v“

d;scretzonary*purchases may»be—of lowef, as“well” as higher, pElced gas.

»,m,‘w— it 1O T wdu‘-'

The-same-incentive. that comESrts TURN is a“disincentive to’ So@qggto

et A

purchase discretionary lower priced gas, since SoCal would bear the
higher franchise fees, with no corresponding benefit. We prefer not
to leave in place such an obvious conflict of interest,. and instead
will rely on direct periodic review of the reasonableness of soCal's
purchased gas costs as sufficient incentive to make reasonable
supply choices.
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-

IV. Californja Income Taxes

. SoCal is requesting reccvery of $3.8 million to offset

e - - . - r —p u‘xn\h"-w

California~income“taxes“paid“in 1980 aIlegedIy»resﬁlting from
- .“_“../ ,‘_A..—

regulatory lag-and" undercollectmon. "As” explazned bygSoCal.ﬂ

" “
“I““‘" k] (',I‘:"\- AR

~reCaYiforniaindome-tax ruIes -1 not allow a ——
carryback or.carryforwardcofnet operating °°77irn0
tax losses as do Jederal rules.., Conseqqutly;
““when 'deductible - expenses “exceed “taxable R
_..:evenues -in -any year suchrexceSSMGEductiaﬁ' Go
" expire and are not ava;lable.to ofﬁset the s o ons 20

-+ related‘révenue “when it {s received in the o
.- Rext taxable wyear.ccIn 19790 SoCalvexperienced © T

" net PGA/SAM undercollections of approximately
3235~m;llxon~because~of:delaxs;innauthormzmng
PGA/SAM offset rate increases. These_ large.

- - undercollections, caused: :California tax -~ &
deduct;ons of_ $78 867,533  to. expire in; 1979, s ~ss a7
- and” were‘therefore not” ‘available to offset_the s ain
- related revenues’ when: received: in® 1980, 5T G4 S2TILAS

,§9§§l asserts .that: recovery is:inecessary: tOwaccomplmsh dollar-fbr-dollar

Ccost recovery of expenses associated with gas cost variations from
the test year.

.
A

Staff and TURN oppose'SoCal'sirecovery. During the
proceeding the parties agreed that the issue was related to issues
pending before the Commission in OII 24. The administrative law judge

tentatively deferred consideration of the ;ssue, pendlng a final
deczszon in OII:24.
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. Hg\ggver, we _are not,certain that,the,0II-24. decis:.ono

AV ATUANLS TS TRENE I

will 'd:.spose of th;s *ssue. and furthendelayﬁmayﬁbe disadvantageous.

....-../ -

We find” thz.s 1ssue sulz'cable for study.in.the .same ;way that a SAM

STV G

Committee was useful tox ~develop~'consistent' Opro cedu:ses. since thz.s
issue apparently has statewn,de :.xan:x.cations.b.m’rherefore, we direct

[T

SeCal to form 4 similar tommx“ttee ‘:anlucring '2a's’ m‘t.ﬂ)rties. staff,

sy eyt den

and interested paﬂ:mes Cfor *the purpose Joﬂ provn.d-ng'-the Commission
with 8 t.echmcaL-evaluat:xom “and recomendatxon'-as ﬂoon as possible.

mre WA\ s
oty T waniionllovTobny MARNACSY rox

i Vr“: dﬁmlng Coster on: .Gascin: CStor&ge:C::
J

’ ¥

L e L "4
Kl e [ L hel aTea

-<y . 021..96 da’ced Decevberhs, 1980y 'ch:.s»- Comg.a.sszo suthorized
Con DoIDUDa
electric utlln.ues to~ recover certa:.n\, caztryj.ng) £OSts.associated with

changes in the cost of f\.e.u il imdnventory.x Solal®cites the
.Commission's. £md;n,g& in,this.regerd endvarguessthat’ tnese f:.*cings.
O L N ; Aarsifozns nozsogxd TO wIOVODDT FRo .

L LT

f"\'\ k
o {w BRI RISk
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"are equally applzcable to SoCal. and PLS:.(Pacific~Lighting Service

NI e, ) v..o.t.'-f
[

't:Company)-A: Therefore SoCal asks. for;authority to(recognizeschanges

’I-w‘

in’ carrylng costs associatedrwgth changes.in.the costvofrgasiinistorage
_dn ‘a manner conslstent w:th the procedurecadopted: forselectricz s

oty X«;“'vl"‘

utllltlgs- . "“__A o ey et R atare) “M "_.:JOw ~+r~;~.u-..3“**“’p: ."-'IO 3['1,.

DR Teis A Ve e

Staff opposes SoCal »S.request-on procedural cand pollcy

.u--.--.;.;-./ e

gfounds. _Staff. Axgues, that SoCaleis,again winserting -extraneousmatters.

EAPRREL S

1nto ofﬁset proceed;ngs that -are not -intended by -the ~Commi:SS om0
conslder such matters- Staff states that the proposedmp:ocedu:es
v"should not be adopted for natu:al gas.simply. because.it was adopted

for fuel o;l ". Staff d;st;nquashes”natu:aldgas,fromyfuel.oil“onnxhe

v
_,,J»_,,\ BN SE -

Vgrounds that "natural gas, prices are. more. regulated- than -arecoil s

S RS i)

‘pr;ces,ﬁ and that "market prices, £or 01l have, been more: volatile than

Lo Lt

those for natural gas.r Staff,fu:ther.contendSrthatrtheystoredrgas

PR

S e T

1s accoﬁnted for "1n such -2, Way.,.as, to ninimize: fluctuations: insthe
maxket value of natural gas, .. since, 75%, o£~thewgasmms~heidmby;PLS

REW LA e AT B

which aceounts for the gas on a last ln-f;rst-outw%LIFoi“baSstnwhzle
SoCal uses the first in-first, out. (FIFO). basis. ernaroT oK

PP N

TURN also opposes SoCal 'S request -"gnnpartgforvthe reasons

favorable to:SoCal would be oons;dered precedentmaluby*otherpgas

ut;lzt;es and sgqgests that .2 generic.investigationswould be more
'nappfoprlate.hnbm‘ﬁf.;w camaests mow: mwotidsiw con et nsn 2o f2e0
i Socellafques that the . carrying.costs on_naturalsgassinzo

N - et

storage 1ncrease wzth each-andneveryasupplzerglncrease anathe,cost of

JRIS D e

gas and are beyond managementts d%screglon~and~controLag Thusx -CAM-

e

‘ recogn;t;on.of these Gosts lsscon51dered,quzopriate.CUSoCalAconxends

oo ﬁ—\

Lhouore oo |\ bDonw ~ud ok
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mee ol D oumt
that:the~three-reasons”cited by“the staff witnessqin oppositzon (and
) Vo e '--,r" - (V:fu W .O-)
~adopted by>TURN) ~did” not" ‘withstand™ cross-examigatlon and were&
m w0 DIV
‘withdrawniby~the witnessT® SoCal“asserts that the” precedent has

..f--;\n (o o BnAS Tad

already-been~ set“by*D’92496“and*that“approval oE Tts" proﬁosaljwou;d be

..r e et

the only ruling that would be consistent with that dec;s;on.
"3 i

Lo iWe ~f£indthat SoCal”srproposafOShouId be adopted It has

- .:‘ DHFF e
-hmadeua substantial” showmng“tnkthls proceeding suffzc;ent £o support

oy BT ot _'3""‘"."*0 oST0L
~“the :changein: ratemakmng~treatment"independentf the “electric
,-n/- R R PAgpiN S vt -&--—\, l"»r';‘;_" . J*’.‘o;“_‘f‘[‘}"" ’ __J"._, ‘;QD:S,L,OD
utilitycdecisions=n Wiy Sl A S mdn
s12 oW Thetbasic rateémaking perlem ms'the same for gas and electr;c
e e D " Sl ok

< utilities ~ ‘adoption” of~reasonab1e‘test‘year estzmates of volumes

,.'o q._.-l'-l. o awv --v-

and price ‘for purposes of the rate'base-caIcuIatlon. In' soCal's case

_‘,_.,u e ‘«-‘. " -\1,3-‘.::"

these.estlmates ‘are made every“two years R generdl rate case ;

e angs
- proceeding.” T For' ‘the  eYectric utilities’ these est;mates are mede_

PURET [a Yl vi4]

annwally.2.< The’ volat;l;ty‘of energy“pr;ces skews the rlsk oépforecastang

I A g atret

error unreasonably’ toward underdollection. ~Annual forecasts more . '

T sl wnal ooms non w2 TOT nIAUODIL NDLOW
... evenly:balance- the'risk.-- “nal 6onm oD

AT (‘-f-l- A —-u-—«Q'

we reject staff s'contention that‘ﬁatural ggsvprlces are
As“dEregulatlon proceeds, gas prices

e PRI et
wnll-foreseeablyvrlse faster than”oil® prlces until some levelJof

m—v ' ‘rroﬂf" -'ﬂ ro~\"

‘equilibrium is”attained.®” But even” if“gas prlces are stable the'LIPo
fr«ﬂ,pn "‘f"""‘

’ o fde!
accounting-method” prov:des an“;ndependent basms for~ changlng the -
oy v oo r -t CW T'-DO (o) r’*c' STOVL L

ratemakingctreatmenty S 2V SHIDDIANAD 5 Divo ”

o Tpem, mavidrllay

wmom wd DTheWLIFO methodvFesults in ratepayers pay;ng the current
cost of gas for gas withdrawn from storage, while minzm;zmng'the cost

B T S e SRS o o
of "gassin- rate-base. -~ This treatment’ reduces" €he carryfng costs

‘).)./q -

2 assoclated:iwith’the- gas~1nxrate base. It‘drso reduces the risk of

= Pt el {, n2p DBas 20D
underrecovery “of’ c&rryinq-costS“on an” average“yearcba51s, even in a

o ~ r-‘-a[- DD
'periodmofCrapldIyﬁlncreasing-gas“costs, BécaTse “the hxghér prfted’gas

is burned, not stored.

-
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~Relby Hrw'r:':,..\

N
However, the LIFO method exposes the uti'l'ity to the r:.sk

.. that storage levels:willsbe’ drawn” down® be‘.I.ow f'orecasted levels, |
“and then-refilled-with much“more expensive -éa;.t F'I"Fhi'sngg?lldjo'c':cu;
.dur.mg -a~coldsyear, whether”or not”™ gas""1:¥>r;.E':fesd‘gr:'g:1 1a§re§§1u;:° ‘éecause
SoCal .is unicqueswithirespect” ‘o this- LIFO issue, sﬁge‘uéra.xg;éréeéédmg

.is.unnecessary-and this“decision™is' not precedentn.al. , 5lom
. .:: -v') 7
The adopted procedure may be sumarrzed as follows. A

base -rate -component of:natural ‘gas %n “s:f:orage will ‘be deyelo,pedﬁ
annually: CAM ‘recovery will be -aXTowed for ‘cerf'ygn.u)g Ac_o‘sfs qé‘ﬁtiz:fﬁurtable
. to changes; in -the price oﬁ-gas*used “in “the’ (:base ;rra:ge '}:ﬁlzs:’ull:etiojzz;.i

_ ~e-mson2-This: procedure reduces “he’S *nsk' of forecast:.j:g" e'r:ro_r o
also- enhances the forecasting that :.s'“requlred“ because it puts. that
forecast:into: the' context:of gas” su]p;::.'l.}f7 and ‘pr:.ce 1555}? ;:13* t%;e‘/ E:AM

proceeding,. instead- of~ the margmn—rela*ted” :.ssues that dominate the

general rate:case:i:The calculation s‘nould“ be “rade. _f::z Lc?ﬁﬁ %j&‘i&“ﬁ"
with SoCal's:April:lst-revision date fn.l:.ng and -sl::'ould—(be rpéé%?:jﬁ_’rom the
effective date of:SoCalvs-last- general ‘rate "Ln&}éé"'éé”ﬂn"’éae_séi'n'é‘
‘manner as-the electriciutility” prooedure was 1mp1emeugea?* = : w,
e W\u pimma ang | wndmo e/ (mecosa0 prizud L LUVO.

VI Reagoriableness of rchased Gas_ COSES amm AT . >

SNy i el et e S e

. L~ .
P -
TRNLL e e

e L 4
o <

am bt -

‘A. IntrOdUCtlon T N R Tet= Tt Somiwe OEOW hIEA T a4 Rt

L oo
"”)C‘ [ e D) P hd

‘Purchased gas costs are recovered through the lCaM Iprécedure,
.subJect to Commission review, of -the:. .reasonablenessitof:"the costs.

i a

Based on cross-exeminat:.on. of..SoCal "s;-witness-Hohneland SoCaYCrecords,

P

TURN argues that SoCal "has. incurred mnreasonable and excess:.wo—‘

PRV R S

‘purchased gas, costs ©Of, 2 at\ least: $16.,418::000, and{ perhapstas>muck’’as

PN 3
U et P

'$27, 636 000.‘:'> TURN focuses.on: two,episodes: thatuoccurred during®

hor et e’

the record per:.od- - In, order,to-illustrate pointsimade: inthe® £0Y1owing
discussion, SoCal's DallymOperat:.nngecords“fomOc:toberml‘aBO through

_ ;~g;.)r rgﬁ'.OD
March 1981, arewattached asvan~append:tx. S et T

-, el
L Py " \"\’ .” -'..—~
P 2 o SR T D S JT0ME N o -...u..f.-......‘ o’

I',\f‘\"lf‘\‘ * A“"f';'": D-. -...n.uQ"' ‘JHP :“ O do"’C" ":.C'q:fc
P 4‘.--l h K _'vr*"\ '\"\DJQ”" ywo-v B V’ f-':)::u
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B. L———————“t 1980 . (\p--* jta’} ol"\(/"' .J","_:'Qr" (". u‘: .}rvd \-.rr'/*)"lo;
TR YIS W 1..«.;,.._4...; [

e ,hIn average yearpcondltzonsaSoCal buys/ more gaﬁwthan’“t‘sells

- e _;_‘da.

o

in the second and th;rd calendar quarters, andvsellsimore™ gas than

Lo e .x,.’_v.,l

:Lt buys :x.n the f:.rst and fourth.4 quarters.:..Gas, storageoprovideS**the

s e

”"”'flexlbll:.ty to balance suppln.es -and.sales.~Ordinarilycgasissood

Rlate aind [

"J.ng ected” :.nto storage in, tbe ~warmer -months:and withdrawnoduring 2the

JTRER L b N oy

colder time. of the year. . .. .= cxobesols Sefuobs il
..'."“ .-,n~,¢»; uA.",-

_ :fn the ,fall of, 1980, ,cond.xtions were normalmant il October ilst,

BRI e Wi Lol

wh_en the ”Los 'Angeles basin was, ,struck by .ar sexies of ¥Stage/- 2-~smog

P _4,,..__;-..- AR

a alerjts that lasted 10 days. . Air pollution officials ‘requested that
SoCal prov:.de full gas serv:x.ce L0 .its celectric il ity {"customers in

“"""“"'\ M ..---..vm

) order 'to mn:.mze fuel o:L:L burnlngc« -In; order:&o meet: st demand”

eriiel ..tu.«wu-,v~r

SOCal w:.thdrew gas from stora.ge and. resorted: to> "best-effort‘s LEECE

-

.........p.

"‘pufchcee;: fi:om" Pacific Gas. and Electric Company::(PG&E) .. >Electrict

ut:.;:,ty demand cont:.nued a.fter smog., levels subsided;>soron <oV
October 28t‘h SoCa.l also began purchases:ofxgas’ fromsPacifico? o

'Interstate-Nor%hwest (Nw) .in order.to:maintainchigh levelsvof~service .

Lt PR

to the’ electr;.c ut:.l:xt:.es and:coorestore itsostorage tosthe desired

st e

level. Dur:.ng October, November, and early December SoCal purchased

e e (T Them ~.~.r,~r‘vf“_."

4,763 MAthiOf PGAE-bestwefforts gas RaTAdes Math of NW gas. These
wemerhetdoT WA

supplies were priced at about $4.31 and $5. 16 per decatherm=

. respectlvelym- e wl ERTOVODOT LN soven nen Sonpdouyd

- .
entlrely

... .TURN:questions whether this course of ‘Conduct w was Te.
.- reasonable. : TURN:-suggests that aalternatzvely' SoC:a'l"’ shou‘ld have

—v‘bvﬁ"
Bl I La A A e

provided. £ull service. to dits P-=5 ‘customers. du‘nng the' 'durat:Lon ‘ot

,n-u»'w

the smog- alert without purchasing- ‘either d:\:scretn.onary s;:gp).y- 'I‘hen,

when. aix- quality: problems: subsided; SoCal” could ’have curt_a:.led P-S
s el {n3els lndiiateies
.Service- and: refilled-its storage-.- - TURN> states- tha C"‘qc O

Tt

w0 " A~ evidenced: byS the extremelyt Small p-5 -
demands beginning about.mid-November:,:mostozs
electric utilities have’ ‘experienced fuel over-
supply problems and would not have suffered
uvnduly from reduced gas availability."

e, I
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The underlyingrquestn.on is< the~cr:.teria*that‘should be applied to

T.A'—Mv—r")‘d‘ﬁ ol "-“"n_‘,"’(:,_, Ak -

judge the reasonableness o£ d:.scret:.onary_,ga& pm:ohases.

R

-.'TURN" dxscusses‘“twowl'terna‘t;ve tests-*;the _:pr:Lce of alternate

A T JERSLE Wi B RS TERE & #inis

fuel, or the .P-S reta:.l rate- » Depend:cnq om~the~.~adopted standard,
TURN arg'ues thatcSoCal -purchases ‘OF up” to DSCLJ:‘":Z ml’llon were

i.NM - ‘Vr"’r‘"’

*

.a-.—--‘-w .-4

unreasonable ‘and’ should be dn.sallowed. n ~-.,3 NAARTT:

- - By

'I'URN Qsegers the .P-5.rate as the 'standard fo::. discretionary
) gas purchases. -During A £his .period :the :applicable; rateuwas' $3.5048
per cie:c:atclfem.~ ,Based on. the earlier: statedr volumes: andl pricesidthe
reve:;ue def:.c:.ency associated, with these,purchases: was: X120/ million.
-l 'If alternate fuel. prices- are:deemed,thel reasonable” standard,
then 'I‘U'RN suggests that discretionary gas purchases. berjundgedsti2 |

aga:.nst Ed:.son s. low-sulfur, £uel o0il prices;sdiscounted by 20% to

..uuw-.

) reflect d:.splacement CoStS...... :Based~om~th:.s comparison TURN™ states that

VA A e v

_f‘uel oxl ahd NW-gas- were. "compet:,t:wely priced" inntherfall:of 1980..
| ' SOCal states that.its.actions were-consistent withoitsw

__pol:.cy e e Lfmmus vwssslioIoosl T w0Iiom ofT

P " RN

.o .to take enough PGandE best-effortsdigasitond mood and
serve its Pi5° customers’ needs and £i1l dts e SO aTC
" -storage<fields by November-l;“and-yet not take ~ ,
so much best-efforts.gas.that:it might:become owiinss
necessary 6~ cut back on supplies from El
Paso and Transwestern at some later date." _
- SoCal argues: that "this M'reasonablé “and ‘prudent™ policy "is still subject
to-factors beyond .the ‘control dfﬂtﬁE‘GEf'iéff'éﬁEh”és abnorde'*“
weather and unexpected hydroeTectrfe ‘and Purchased Power “avail'cﬂdle
to electric utilities. " Such’ factors can'‘cause ‘HEpr&ici:%ble changes

A SoCal'sl market, -requzrmg Mamusual’ —steps“- to res‘tore“bﬂa'.i:::xnce ‘to

-
- g s T Yotei ﬂ'o DRLLITINC “A..q. .‘.OAav « DIV ET

- the:; Systema~ JooIiiinT o 39S09ES zan, Bad '
SoCal cites the severe smog’ conditions 4n® Oct'obe::' “J.9 oO"‘"as_
an example of such factors. SoCal states:
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"In order to_refill. thenstorage fieldssandmeetZory
© {ts~goal” of “£U1Y" storage in preparat:.on,‘for, )
—the~com:mg~winter 7-SoCaX-had“to “purchase~~"~
. ..as~available.gas .from.Northwest.PipelinelZiDue
~“to~a "further “series of unexpected events, .. ..
-SoCal wasmot ablerto fill-its storage fields Co
to 2 satisfactory. level -and-restorexsomers =oumIs
‘certainty to its winter supply outlook unt:x.l -
early December." -S0ow2.LloDoll DX JatO DL L
--8oCal -claims: that,:withits I00years “of ewxﬁef"fé'nce," it does all
PR b Lt LB
s that 4t .can to assure that “its “system’ :::S"operatea as’ eff:.c:.ently and
s . -mf i ﬂ
..~ economically as possible’. . It contends that management“&ec:.sa.ons must
- be: judged in-light:'ofthe circumstances’ Known' at t the t:.me ‘decisions
g, b T e
- - are: made.~o:SoCalargques thatiits’ po'l‘:.c:xes* are’ reasonable under the
PR col 4 mammmI ARSI Parks Yoot
circumstances.: ooioIyd LD YIHTOLILIDALY ILL RO , ‘
ooomnoed Wer £indtthat SoCal wa's imprudent in*Yts® purchaSes of“ W
e Oy ey -L,,

gas.:: This~ judgment is based~on>circumstances” prevan.I:.ng"at thé time

"

e~y S

_.of the purchases: "Wecare not’persuaded that"" SoCal” has” operated its
system-in an-economically sound manner:s 7 ATICIT ~2J02 ‘ .

The matter of discretionary purchases of high-prige'd’“'“ggs
has been before the*Comss:.on prev:.ously“_;n SOCal and 'PG&E
proceed:.ngs.

\‘-,AOJ« &L IV

-

purchases isc onwthe ut:.I:.ty uappl:x.cant:” SOCaJ: "has:’failed to meet that

+
o = ('*‘:_, LS .1-4 TR o n SLTMISAI IS N ‘
Y

buraen. .’.‘H‘, e .y i Iataeco s "Q)'/y’m"”'-wm JN/ ‘J’”hc

“I‘_v,':~-4J_. LS NTOL

_ , Dlsc;.jetzona::y gas -purchases, are reasonably matched ‘with the
pr:.orn.ty system .and the -user. of -the gas.identifiedoy The threshold

ey

'test of the ;:easonableness 3.5 the -prevailing -retall rates Fox's>w

N R U

example, :Lf the 938, is found to have been served: Lo P=-5.icustomers. the

\.--_v

f:.rst measure is the GN-5, rate... If: the:cost:0f gasiuis lessithan:the
rate, then the purchase of the gas creates & retuttatle:: “presumptiion.
. that the purchase is.reasonablee.: oxovorn o842 godio IpDol

s — - —
.nmeZos dohyz ¢ Qﬁﬂ LOKD
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s ol As poanted»outbekTURN’“SocaI*s purchaseg of qas from‘
PG&E: and NW.after:the ‘smog:alert’subsided €ail to meet Chis test.
. T gn, e npn‘naﬂg QN
These.purchases could still be~found’rea50nab1e on s&fficie?t showing
« ’_ - onrw

- - A ~
by SoCal~: -ox cemm i ot lo00d Toied mtronl DELO0ETR D
, Rl :

P L R L sounal

LT ML SoCaI*argues#thaxﬁsuchﬂpurchases were” reason‘ﬁie because
ke wmr,:r-;

of the need to restore storage levels following the unﬁia ned -

iwithdrawal.in>eéarly-October. -~ This® argument woulé be~saf£1c1ent if
it was supported: by:factsi~CHowever:™ ‘the” evadence”as"toﬂtﬁe*oontrary.
2757 SoCals*daily-operating” records Show” that Soéaiwéontxnued
to. provade substantial Ps5°deliveries after tﬁe~smog 20123573052  qea,
while it was refilling storage:“°Since-* refrlllng s%o?égé ;sfﬁ;gﬁgr
in:priority that:serving“P=5, ““partlcularlyﬁﬁﬁeﬁ oné donsiders the
potentiallycdire- consequences~of*facrng a’ severe wmntgr:wféﬁ AT

-
e e m,")f‘ ,,-1‘ V\p\-&pl mD‘-.‘:

inadequate gas suppliesc(andy €he” 1mportance “of mazntarnrng an

"'C [oad
adequate réserve margin £or “unexpected events,"”(quot;ng Socalvs
- brief)::the PGLE ‘and NWivolumes “weré appéféntffspﬁrchased to maintain

~neo o7 "RC nunodxd

a high dével of service -to thé PS5 customers’ '
The rate at which SoCal ref;lled storage does not indlcate
any sense of‘urgency~on'Socalms-part Storage‘ievels could have been

-l_....l

C‘U.Stomers- g 4.‘,”’.. o ’,,.J w-o ryvf~ [N oo "'z""""'* "‘W‘f‘h"'“

= . Ceom q A _.Aﬁ\ud
Asfpoxnted out-byDTURN ~sach curtaalment ofﬁﬁ-s customers

G IS0 I ANTe b [RWI T N

could hardly have caused.a hardsh1p~for the~eiectrac:u¢alrties. The
saturation leveI“of servrce~durin¢>the'smog'alert 6Ev1ously'dlsplaced

ol

fuel oil that could have been burned whlle storage levels were

A TEQN on W e e

restored. (Thesfuel«orl waS*burnedrlater» drsplac;ngsgas. as
discussed below.)-“Thus we Ffind” that storage cond:trons did not

':.r"‘(._ DTSN D L - ..CI_

warrant SoCal's d;scretlonary purchase of h;gh-przced gas-x:

s e T e y
IR Sol aiake Inding SO o TGO D GLTOC L A
[ASS0S SRai i A =
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. Howe.ve:,n -such purchases:; ;coulds stills ez reasonable if the

PR 'J

cost of . gas, was competitn.ve -with-alternate fuelxprices; ‘contributing
a net economzc benef:.t_ Xo.the service territory.. .TURN{@discusses®

- Len PR -

such ‘a 'stanaard in its br:.ef - SoCal's brief does not address>this
:.ssue- however, V_its wn.tness Hohne.' discussed- this:; matter under cross-

R R TN R I

Cm e

exam:.nat;on.r adF mmiwellol ulisvol opozoln otoruor of dana odI o
.. .»~Jhe point of this. standard is.thatoan:otherwisewreasonable

LT e PRIVt

_ opport\m:.ty should .not.. be lost.on. Account-ofrratesdesdignuc o
; ceﬁsiderat;.ops.w Our pol;cybof-settmngf,low ‘priority.gas rates by
) refei'Eiice to" alternate fuel prices:allowszfor:long-term: recogrnition
ofmshort-term economc d;slocata.on....\ oy QEllZZow now 2o oolitw

o _\A‘u-J-—A--a -t -
b T A
- AN

'I’URN's method -for. applyn.ng tha.sw-standard -1's stated=above.

‘I‘URN proposes that Ed:.son sxeported low-sulﬁur,gfuel 01X feostebe
d:xscounted by 20% and compared .o the:cost . of gas. On thisrbasis
’I‘URN eeneludes that gas. and -fuel ﬂo:x,l, were ''competitively: pr::.ced» o'

et o

. ,,Hohne statec} :-;hat wthe price of. alternate Huelrwas welll

.

' Sl in
excess of" the cost of NW (.ga.s.. —Specxﬁxcallx he -indicated 'tha:t*at ‘
. this time | . e .- P

Al s lliTow lolold muidiw IO

N ‘ : ._ " -"---qao was. _gom«:-b for. between -§7; and \$8:dnmv:they onnon v
Vet ~-~midcontinent area- That certainly is an

e Yot i d Yo W00

1o

i twin

S0 oor oo altermatel-pricen <7 Lul0B I vwiolgsT

"Another thing is, we have checked the FPC
- Form 423s_for.our major -P-5- companies,- customers,
‘and” found ‘that 94 percent of the fuel oil , ..
. purchased- d\:xring Yhis. fimes by these-: f-ompana.es““"
. was priced- in. excess. of $5.45-, pe.nmlhomw LonoIraTms
“Btu'st T C ekt Brums smft io
"l e just took the Form 4235, and even taking
~that;:which:I consider:low: for”Edison®~sti11l’ -~
wm~- . . their prices were.well.in.excess ofithe($5.15: bHonuoosil
e “price we were’ paying."

- e L
#UnN o, e et Rris oo T B B I SO6E2 2osuTEw

Thus, if SoCal” s;crzteria are reasonable, then its gas purchases are
reasonable.
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wrm~oo . We-arenot satisfiedothatzeithercSoCal or TURNI ha's correctly
aép?Lzed the -zlternate fuel: test.’ Bothopartieschavedproceeded™fron
a'false. P,!.'.e.!uaevresard-lngnthe Zappro pria“t:eoa-l‘ternate"D fuel ‘pbi-’c‘:é«"d
~:?$;¢%¢PQQTP°1 cromiaT Yo snod ofd 2mon 2

o

Electric utility contract prices are not a~uisefﬁ1&s€§ﬁdard
.-~ for; this. purpose, :evencthough-we<findthatthe gas was sold to P=-5
; customers. -Instead,: we .cons:'rdex:.mpot:‘market‘f“fp‘r:'?cesot.he"mean:mgful
referei:ce-._.; point. - Electric utilivy prices are-usefulcdnly’ Lforond

. evaluating the: reasonableness:-of-the ‘eTectric utility"s choice to

burn-oilsor: gas. :The:derivation of this’] gu;del"m@ £8°3igedssed at
greater-«length insthe corpanion:decision T UA,59929~_3A colomsxn

¢ om
iy """_'_‘:vf"__,.

zmzze This*analysistie true:at loast 4 the contcsct of

.-disc etn;onary;gas purchasesTand® elecmontrhtf fucT requ;renfnts.
In: such .cases the<gasrdisplaces® 0il® already contracted f’or iby *t:t?e
electric utilitysv Thus;Cthas ‘oTiginal Tost of Oll is lmo;r; thé c.ojs;fof cas
is known. The crucial variable in evaluatn.ng tia.é'ge'co-co;uc:swoﬂf burm.ng
~gas'ormorlﬁ$5fthe“t63tﬁof'dxsposzng SE Ehe cxces;7EUo1 o;lt The
excess (oil may-che -sold ~stored~~or underl;.fted”' The" ?’oﬁie‘ctrlc.;tﬁlllty
is, expected to:ich Eagte'ﬁt ‘v:u.t;uoc;izé:

-~;robl-iga'tion:.to--prow.de rEriaABLE: servxceiue;t angoh;gle ;g%;'s-:m w

Riotediatel :‘C[;acki'n'g?‘e'v dence "o “the contrary, the gasiatc::z;t‘; r;'ély“
reasonably: assume 'that excess o1t would: ‘be sold- on Vtﬂéasgotﬂ;\'oar’icct
at. least> for the initinal evaluatn.on o?” .’v?het“her gai :.;f:*;gééonégigr;

purchasedi i Even- if- the spot market pnce ":Ls“ less thaﬁ the cost of

D it gited

DLanTILE TowD.s
t.gas:thexpurchase may be~ reasona‘ble Tt t‘he gas rut:xllty can show that
re ey e Q "‘"Of_ .,C\C' oL 200
the eletctric ut:..uty**has“'some other I’ower cost means of d:.spoomg
. — .-vwa‘v"*‘-* e ""“’"‘ EUOVEO NOLTLATIO L.
of itstexcesstoili® The” burden of” prov;ng “sueH ca.rcumstances is on
: e L oD or Dullozs ad foum moelginaite ozonl
the .gasfutilitys *%7 25 wv--E0
, I . s S TR ke I Sl AT, T S ford ’\Q”OJAQSIC‘Q
20t This analys:.s n.s :.11ustrated by the” follow:.ng example.
Az x oo MID e pmey sp s roomms 2 ALeDd 2L

" Assume that the- clectric ut:;l:.ty paid 60" cents per therm for oil, the
gas utility would pay 50 cents per therm for ¢gas, and the spot

-

A




- w4 -~ o;' - L)
\u-)ﬁ\uu.-‘- Q “ \CC- -
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-

~market. price of oilcisv45:-cents: persthermso If*“the«gas is purchased

\...uu-q--

-the. oil- is~sold: forsaclkossioftl5 .cents -per therma’ «'rhus*-the cé’s’c“ of
bumng the: gas:is~50-centsplussls icents =65 Centis Pexr t“hcrm e

5 cents per therm more than the cost of rejecting vthé’%as’*andf’ burning
_the fuel oil. -5~ uxs modl FPiedeiel Tiow siwosel

(ST

ooz . The pr:mc;ple tha‘e spotumarke.tt:pr’::ces controls :bs-'re:.n?orced

w ~

by exam:.nat;.on :Of ~the -opposite ;situwation. If,the cost oftgast¥s®less

P T R

than .the -spot ;n«xa:‘kep-_-prlzce, For -fuel:oik i the: gas wrildty? shotlds™
purchase the_.gas -even-if;.the electric:atilityrcontract price“isVless
. thazn tkhe. -cost of .gas. ..This, pointids: illustrated bystheo£ollowing

P

example. Assume:that .the. .spot: market:price ofsoil is260lcentsvper
therm, j:he cost of gas is 50, cents:per therm. vandstherlelectric utility
contract pr:.ce .for oil is. L5..cents;per:; .therm..o Insthiscsitustion “tae

,,-.,..v

on.l would be sold £for a, gain.of 15. cents:perztherms yieldingrs net

e

cost fo:.- i:he burnmg of .gas of. 35 cents:per.therm, -a savingsiof <o
10 cents per the{rn. e Cagn e winnitev Lwizwns ol LowonX 2z
N Aga:.nst.;:hisﬂ bacquound SOCaJ. sseontention rthatdts purc"zas’

were reasonable when measured by.\altex:natlve fuel,cprices ds motoxw
supported by evn.dence.m 'rhe relevance,~of -midcontinent: gasprices:

is not shown.‘ The Forr;x 423 JAinformation consn.sts,qene::all*y* of>electric
utllz.ty-reported fuel costs_and is f£lawed .as, demonstrated by the
preced:.ng fi:xécuss:.on. . Hohge S, Statement, that the, Forms; 423 sroomo

:.nformata.on :.s "low for Bd:.son", s, wrong, at. Jdeastyoccasionally,>:

b e .

because of the way EdlsOn 'S fac;l:wt:.eskccharged is; n.ncluded\.gwrhe-' 3o}
fewer barrels of o:.l burned‘. _the higher per. barrel theﬁ charqe~appears.

i

'I’hus .'J.n per:.ods of low oa.l bu.rn and stable oiL prices thesForm 423

ol

:.nformatn.on overstates the :anremental cost of oil:.to-Edison.z: o

Tt Tt N '

'l‘hese prxncizoies must be appla.ed to the actual sfacts.oBY
co;ncidence these purchases occurred while pea::xngs were underway

RV A R
b W

~in SoCﬂ s 1mmedzately pra,or CAM px:c:»ceed::.nt:;,.,A..599.?9..~ That proceedlng

o ™ “"'""'\""" hASTaEERt A DWWl
L TR .

Th ey, T ey
e STl plaluy
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involved a rate reduct;onwthat.SeCal"proposed“to'Spread to all c¢lasses

e e e e di Yoo o} T LN

of customers,- :ncluding Low prxoﬁ;ty\customers,~even\though the
low pr;orzty rates had ot been.raised in, the. immediately: prior ™

.,’.vz\ b

CAM proceed;ng, D. 9l969. In an, 1nter1m.decmslonmlnmAfS9929~{DL92504)

A'u-..\.-

we rejected SoCal s proposal,fon\the following reason::

S W

'"The pr;or;tyAB and 4_ rates.-(GN-32,~36:,,42 .and«~-
TOLTITI46)  were- not” increased in" the last SOCal-ﬁ . cm et
- ..~~0ffset. proceed:ngﬂ. 91969777 SinceY thyi's~- < - & vRLD Tand
. reduction is in a_ smaller. amount, ~we-find~that iz, . 1av
- such-rates should not ‘be reduced. absent a
~compelling showing that»alternate~fuel “prices
require such a reduction." mAILOTLOTY

-

However, SoCal' s positlon is. relevant to- thms ‘proceeding because it

J\,--.'_ i

c‘leqts SoCal s state Of m;nd

‘ =
e "

- - .
oot T

- - SonIornoD
N LI LA gL Dwonun ois B
L

";”Atwa _time when, SQCal,was pay;ng $4¢31~per~decathe:muto”PG&E

VI

'?and SS 16 per decatherm toyNW,«;t was~propos;ng;;o~reduceothe:“:c

el

L

GNABG 46‘ and S _rates from $3m50 ) -$3. 34.1 On, Novemben~3*:b&8Q: its

A ..-v

wztness Douglas testﬁfzed:¢;~ﬁ wmens e Dom nznod molopnt 20d

e Lt e LD o SIS« 11 I GRARRN

"Well Jbased on the latest,1n£ormat;on—that~o~ S5

““we--have at’‘the ‘present "time from Lundberg, as
. shown;-in theAugustireport, the ‘fuel ’ fOAL 2ol
pPrice on a gas_equivalent, Pasis. was, about:

"~ 35,7 cents ‘per therm.”~ "¢~

~ e .
"’ TONTOOT ae ‘./JA.JH

T "I7don't ‘know how “how' prices are going'td-go. o
- TLDLED ZO0G TON DVEN LINun
w"All“of us' can” speculate as to(what is goxng

-

thhappen mn*the*fnel‘bxr‘marketvbut*nnw T
.Primary.concern is,_ retaining.the.market;sone 77,2
‘that we" can” proceed“wmth our’ overall busmness .
of-satisfying:our:customers' requirements te - - "
the, extent poss;ble..w;e ST o wmpnoed (nnlnuo

pwRAli

...,,u.-a N et i b eme U

"I would stmll be ~very.reluctant.to make.muchy:
of~a change- in the, in"the ratés that we' re "
proposmng’heze*foz*those~types-of-customers“ 20-78
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"eooI would. certainlyfeel more:ccomfortable in’ Dovioveas
keeping ‘those prices down, Lor, awhile until wer.::us Lo
[rrrrsee what''s go:ng"toﬂhappen W o

o
[ A A aw&;—-q W

Thus,- if -SoCal*s sense of alternate’ fue‘i prices‘ is rea“s'o”nable then its
CRRIE O DmIonn20TL NP

* purchases £rom both PG&E” and- NW' were imprudent " o
TR .‘VCH '\"\'L A Y
However, SoCal-relies chiefly on a Lundberg survey for

4..-»

its alternate fuel price infomation.“j"‘rn the interim decision in

‘-‘\/" Tt - ..)l,‘.J —vdt

this case (D. 93190) we Jregectedw theiLzmdbergNsurvey' information as

g I te T ind

unreliable,” preferring :Lnformation derived_rfromplatt s QOilgram.

- el - . >y, N
w(‘ -.N( m—-':)"*" T - s LS

The Platt's, 1n£ormationwis~the baSisrforxour judgmentoin this
proceeding.

VoL doudnT o Moun R EUDOT
e m meen"” e e Tp o) "'_)" WO
voozsn “Theplatt' s-informations adjusted by “the staff is also
contained in the record inm A.59929;7as wefl as thie '£§§c“e‘e:§§£§: o
“Briefly: stated; ‘staff “takés' the published I:Ic:.' 6" high-sg.lf\ur fuel oil
pricefor-the Los Angeles™ area '.“ and ‘:Ima‘}fensi f 'Tt;n:i‘gér conte:r‘z;t C‘a:o.-juus‘;tmen "
- torecognize the” 16wasulfur eontent requirement prevaili Cg in the

-
“".)u.”dd- ™

Los Angeles basin. SoCal has been critical of staff' s method in the .

S

oW
past, and contends tba‘t :rt overstates ‘the pmee of,,oil on the west

.-‘Hf"\ . - IS ‘.\. e -

- -y [

-

coast. However, An th:.s instancewthe: 'adj.ustmentﬁ -works‘* o SoCal's
advantage, as it'raises’ the ‘dost’ o’ haf.!,‘.?:efrnate :E‘%?j:»h?-g}’?r than the
cost of PG&E gas. R

Although the data are contained An this record.,. the actual

LaSali el Y LS

adjustments bave not been calculated., Howeve,r,_, .based-on. the staff

{
- et

method, the alter.nate fuel» price :Eor September andioctober 1980 was

about $4.70 per® decathe_ijm (as” shown in Eic\hibi_t 19,,, MA.;'-':éQZQ) - Prices

actually decline in. November ananecembervc(as anticipated by SoCal's

-t ey Rt )

witness Douglas) because of the diminishing~Tow=sulfuf adjustment

rr,, - -

4 rid

PRV

(A-60339, ExBibit”18; Table“ZTJ*'Thus the'purchases from PGSE during

= N I BT

this period xneet the alternate*fnelvcost sguidel fne s cdc™
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C o e oww .\.,f\.-d b4 0 J(' ‘Dln-’
s an2~However t‘he*purchases >from NW‘do not “meet the alternate
210 1rinda Mg _3"},'::”_.:'3*&

fuel price-test and have~been- ‘showa ~41 “Ro other respect _to have

By -

béen reasonable. ““Therefore, —Ghosehpurchases“are found £o have been

LoD MOLTES 20GLNo il

:.n}prudent. An appropriate adj ustment to the balanding.-account is

required. ANy 22E.L S

e e et V’_I'URN PLOPOSES, ‘that..the w:.mprudence be::calculated:based’“on the
dlffenenee between the cost of the gas and the GN=5rateln on’ this
bas:.s the amount, that. would -be; disallowed s S74-milTion. This
method J.S- sn.mple, but. it .does not;-r:\dev:f,uat:ely~ refkecrvithe consequences

of SoCal s act:,ons, ;

- BN OPan . ox 22.02

,
Y e Ve - ‘-‘

. - .w\ oo
= o el B o“""’\' ‘)':)C D;H s .)"f" M J i { W RvIOH
-t

AT IR, m-«\. A0

L We £ind.that. SoCal- unreasonab—ly- purchased NW2 gas fromw"’
bctobe- 28 ko, December. 4~ and~sold; suchrgas:to its:P= ‘5% customerstsY The
effect of this action was to displace fueln c>:L.1"'-frorrwthe~>efl.e<:‘.:::‘.i.<:-w
~.utility resource-mix.  .By;early, December the P-Sf' sendouts were
W.substant:.ally reduced belowﬁearl:.erglevels”asothe-electrIcJutn.la.t:.es

ad Beg:.nningﬂ.n*late

most of t‘ne next V_two»monthsqbecause o£ eXCesSogas. 2 ANIIOTN
Apparentl)r the -major factor ~underly:x:ng»..the extent and
duration of «the Aun{dernom:.natn.on -was the ;elat;vely warm weather that

N Rl . - WD

is reflected' :.n ‘the J.ower _than ~average hd.qh \:pra.o::rty .ous‘tomer sendout
during this period> However,: if £he- NW“purchases ,had, not occurred

- .,’, al mh

SoCal would have been able to place an equ:.valent amount o£cadd1t1onal

--.-4A_hwdw~‘n R

El Paso and Transwestern volumes. ’I‘herefore we fmd t:nat the actual

G R e e SLo A C

consequence of the NW purchases was a reduotlon .':.& the Jpurchases. .from

g [ AR,

 E1 Paso’ > and Transwestern . Ba*sed' on, the undernom:.natn.on ratios, as:

,-.'—NH .o - r"‘ -"" '9____ ,,_ pAUIVE SV AN

shown in the appendix, the ratio of add;tlonal purchases would -have
been about 2 therms from El Paso to each therm £from Transwestern.
The appropriate ratemaking adjustment is calculated by multiplying
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the number of therms by-the difference between thewNWcprice and the

-

we;ghted average cost .0f @gas from.El -Paso.and Iranswestern-r

N $ 5 02 (NW qasﬂprlpehadgusted“;onreflect oldon
R 7<% gransportation credit)

o om2036 s lag wn2 o INOMILIL0E 9XLLIOREGR mA

$2.66 x 4,469 Mdth = $11,888,000
Qhe”balanCian&ccountfShO“xaﬁbeuadahgﬁédﬁiéésfa&ﬁgl§¥K§hcluding interest.
C._-w:mte_l_BO-l‘?‘Bl“.- TR R ’, Yo 2noD Bl SOOWIOE WD

o~

-

wfﬁhave been descr:bedvzn:the'foregoing ‘Afscussion: By“early DeéE;ggr
storage levels had been restored and purchases of~ PG%ﬁ?beéE:;f%déts
gas-and NW-gas had: beenrtermlnatedzu~Theﬂw;nter‘turnedJ ut to be much
‘warmer-than- average., ieading”to~undernomnnatzons of‘supplies f%%%?

2 now GCLT (lr %o rooiTO
El:paso’\and Trmswestern—.J o JDJ‘. ‘.._.-“,oJ Q-d i S LTDN O Fo g iQ

d .w'
.~ ... nAscshowniin the append:x,fdurinhcmuch*ofothe t;me~that SoCal
. was ‘undernominatingsEl: Pasovand:Transwestern suppl;es;*SoCaI was-also

ey

w:.thdrawmg ~substantial-volumes of gas»'from"storage 2~ “'I‘URN' n.nqulred .

2y - ] a)\

of SoCal-why~SoCal would: s;multaneouslybunaerncmxnate'and ‘withdraw

1{"\""

from storage and .elicited: the following résponse” £rdm Hohne :© ~°

el Meve o< :Werdo ‘baveicertain finarcidl commitments “
that we have got to keep..-We finance:thissstorageisuixid
lnventory ‘with short-term debt and we have an

- S

ﬂbllqatwn"to "pay Off that ‘debt Z-"And “n order > "
... ‘to meet that obligation we have got: to:idraw. zidf '
=TT down on storage "

TURN cons:derS'th;s ratzonale inadequate. i
e LoV TTOTIOWIILT

ST UNTSTURN compIalns that SoCal undernomxnated El‘PaS° and1~ =

‘\e-,v -y “F!"‘"‘LL “,g_“ FisYote -r'

> Trinswestern suplees dur;ng Ehis perlod'ln order to draw downcgtorage,

.:":‘:}‘T:fjwuk LARre ot )

but that'storage waS-later"refilled usmng muach higher,prlced Fas...

il hd ,J . [y
TURN st'f padta) Semeclislibbe To QLILT OO XL OmO0 -~
s that; : : roon : o amer S SLUOCS CﬁOd
aemey e tag e T e e D 3 nOT

i~ A e s

ok

E oy . -
Ton Mo0C il

- ad

=qas 26T
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. —~ R et s fota i oy Sty """"'"\" /[v:r:\ “'h": ;‘:. A:wmcmog L o

L ¢ L X act;oﬁ was taken with Jfull, knowledge rehat ¢ .- x
corrt thighscost PGEE-best efforts gas-would ‘most lzkely
Ao e De_xequired:the -following.summer -toSrefiT] theid LoT02
o o empty storage PR i covLioniD o2 mosdopiloo muad

TURN caIculates the_eost.of SoCal 5 strategy based,on thefdaﬁference

between the cost of ‘the lower prléeé suppl;es -and. the h;ghen)prmced
-y ',-v--—v*"' o P A L <
PG&E gas--

S~
i)

'l.A..A.-J -

Base&'on certa;n assumpt;ons setrforth~1nrits brief.,-TURN

' A e b warie

claims ‘that $1624’m111xop 1n édditional costs were,zmposed-onnb,
“ratepayers.““‘"“"uw AR ;

s crruloiv o mz Bms puowosar o:xldue od2 oo

“TURN - warns that these czrcumstances.,,jﬁ:;b ol sy lann
"...present a textbook case of the perverse. ..

sz zncentzve5ucreated*by-balancang account "7 o

- ..ratemaklng-'”81nce the  utilitysrecoverszoysgoisy wds o

" purchased gas costs, dollar-for-dollar. through RETeT

~wo» "7 the~ CAMTaccount’ cost minlmizatlon’is'not a

.. .- Particularly pressing item:on:the corporate & DU.iuILA

'~ “agenda.” When it comes Lo flnanc1ngﬂcosts.

ultimately borne by the”

-, -~

- -

g v om A g e o e ek

n..._..,‘..JA‘..:'..\.u- -
shareholder, however,'

... - -the.company: unquestioningly actsrtorminimizes: Twomenl
. ' " the” __expense, regardless of the, g:gzgéct-, UndoT mooaved o0
TURN clazms that SoCal has effect;vely shlfted ,the.risk associated with
LW IO ITUT I L0000 STTeEER
a warm wnnter from shareholdexs to ratepayersW fommr, ha “eamne
e RN Ll T R Din L s N DA e 4 -t et K

TQRN éréues that thzs Comm:ss;on cannot”allow SoCal\sqao

e

actions to "sllde_by unadmonlshed g TURN contends sthat the integrity
of the regulatory process is at stake. s Tewy DI Resesimor
"Here SoCal imposed.$16,418,000 in unnecessary:
"0l andunreéssonable gas “costs:on "its “eustomers, .
- in .oxder -to.save at.most-one or two miLlion Jfor LofoTis
its' shareholders. The issue is not foresight. .o on
.© versus-hindsight' because, -as documented above, .
.. SoCal, knew -at. thent;mewntuchosento'w:thdrawhgas~ PR AW
"from storage that high-cost Supplies Would Be .. rms = rmos
2TL 27T required o refiYl its fnelds‘"‘“(Empha51s 1n, ’ )
erGlnal ),_w:‘,',,._‘,,: — T T v 3not 8T 2 Loyl [ehnlwipdajm

[RUPESEIN

[
[O NN o -.....«’V---

TURN proposes that-they316-4gmllllonaznrpurchased ‘gas™ costs?be’ Airsallowed..

=26~
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SoCal compla;ns that TURN "completely ignores the real time

" ""i\'”‘.‘ QLIZD Caees

and rqal“gqud constralpts gf~ﬁ$naging ans distribution system.”
SoCal ci&xms‘thiﬁzéﬁéingzghisﬂperiod?&tha%:tgfﬁrgeﬁgrnary short
term obl;gat:.ons to d;scharge wl}:.ch rexqum‘r’ed that si\gmfxcant,,amounts
* of Cash be génerated,in "Séézéiqn 25 the “né:?ma)_iwcgsﬁ QE fow needs of
‘the’ chpany.‘“ SpeczfzcaIIy SoCal refer£ toqcéhm1351on-ordered.ﬂ

«-—v—'wr -—.n, ,.,_.,J::,J et i .,,‘._,.; —

7 refunds totalzng $320° m;IIzon that were made at this time. _ SoCal

~v‘r“‘“ d "_,,‘”,f" [ A e i R S S

argues ‘that to deIay'thzs refund any furthér would have‘beenxgpggrary
to the public interest and in violation of the Commission's

B A Indieie Do LTON

resolutions directing the refunds.;

x
- -
P P leTarhep e o LRRA Jed o

SoCal“further §rguesaﬁhat TURN,swcalculatxon:of the cost

A..».-f-/-« - [P

to the ratepaye:s~1svbased*on»£alse assumpt;ons: particularly with

.....A....-.-\ o r¢\

“_‘ i

v‘n.

regard to the-volumes of’ggf'fhat 17 Paso~andgTranswestern would have
supplied if SoCaL~had nominated:fy&}wgoggmgfz?~So83%lpoxnts out that
it nominated full*volume throughout,October,,November, and most of
December 1980 but recéi;éé falll vqlumgf:gnlyigsseﬁigp?lly. For

10 days in February SQCal noqxngteénggl§uyo;umes EE?E Y?Eﬁ;%oﬁnu.
‘delivered. "For these 10" days averaae déliverxes were "w1th1n the

- -o-(\‘ 'Q:‘. S R irM e ‘O .;n ' L..--..‘W r

range" of actual nominations’ over the longer pef;odsn"MThus SoCal
it S oOUDEE LAdT

concludes that it i§ uncértamn" whether “El Paso and Iranswestezn

"““"’-../._:.”.:f YV 3L LT G R

could have-délivered sfgnxflcantly more gas, even if SOCal had -
,A,“--a. Me,omenoooe "“Q"C V";o__,..‘.._,“\)_,, i A

nominated full volumes. PSR

¢
S T~ PN '7 \‘::)-"

SoCal also compIa;ns th§; TURN<dlstortsmtheyposxtlon of the
shareholders.~ SoCal asse:tsrthatchad'1tﬂsought-to~spare the

AR TSI o) MO RS

shareholders the bur&en~of‘the storaqe expenseswimposed,by the warm

[OSS el WRls """""

winter, n.t would ~have mthdrawn gas r.Erom ‘storage: Tito the* level

akate) P-'\rﬁ i 4 f\.v-\r‘—-r)-*"ﬂ

contemplated xn the IB?I‘general rate case,.é;nsteadwofvreducxng

amsllon

storage levels to test year levels for January and February, SoCal
3y - ":"'r
",wgphﬁpegﬁnp;mo:e::hanuthe:minimnmkamountwnecess&ryr nencqoty 4AU
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e et e -,v-ﬁﬂc-ﬁ""
We are not persuaded by SoCal s arguments“”However, we

P sk e we

reject TURN' s~ contention- that- SoCal*was rmprudent durlng thlS 562
- arsT B oow::on::u ZOW L5
period for>the-reasons stated“below." \ rrom
-" c-Pvd\C' ::‘ "'3"“'0 '-.w-.’: Ais.
\ The pendency of refunds does not Justzfy uneconom;c

- ~>-4.n)

operation:of the’ gas system:‘“SoCaI coulad” have sought permxssmon to

e 0
ey e,y e o 57

postpone its refund obligation if such refunds threatened to 1mpose
" acsubstantial burdeén - on-the- ratepayers:: ﬁg“éaaﬁotmgﬁgéruéighaga
SoCal-would- accept“such “a “burden on behaI{ oétits\s%aré&o&%gisgiz
without “informing "the Commission of theARERbleQ aad”asﬁrpghfor relief.
Nor are we convinced that TURN'has oversgaged Ehe avériable

J& - et
By

volumes “from“El ‘Paso "and" Transwestern. The dazly“opera%}ng regords
“,~ [Rp— Y ~0"OQU~ > ©™is
show that SoCal conszstentry recelved the voiumes it nomznated in-
v vy ,;A-\,~
- January and February, except’for“the o days ment;oned by SoCal.
QEDLATIRONL RS

Without” evudence-to~the“contrary those 0 days'appear to be the i

P e ,,’..r; ,\\,\..:2::: .\,-O gw(\-'-*

exception.,” ‘rather ‘than’ the’ Tuley Some furﬁher showmng on. SoCal s
- ,a-\-aﬁl ('-" l"

part 1s.requ1red-to*persuade”us that the ord;nary operation of }he

QLERPLTY faDnIT

nomination procedure would not have produced substant1a1 add;tlonal

e ﬂ~~ T Pt St XA v Bdadetnies potet D*nOHML 8. " .
volumes®of gas. “TINT neITOTmESO o2 o #ﬁ .
. oo ey ,' --s~ ooy e JE 34
ouneiiti Nevertheless we-deellne to” adopt the” adjustment p:oposeg
Doridom Thneo X
by TURN. We find that TURN's argument proceeds. £rom aigalse premise.

-.»-.-

' The“false premise is” TURN" 5~ assumptiogwrhat storage was
refilled>in the'following® surmer with“hzgh-prleedﬁﬁszgfoest;efrorts
gas. Instead, we find that storage levels’ &%ré”}éétoféa*%ﬁiaa‘igﬁer
cost :supplies)-while’ the hlgher priced dzsgreg;onér§“§g§ was purchased
to provide additidnal-service'to Iower- prrorirQ*casgomers.ﬁ “oas
conclusion is consistent with our earlxer degerm2n£t235 éﬁit ﬁ%ﬁéés
was purchasedin” “Ehé “FAT1 VoE - 1980 ) order :gc; ’ﬁro\;id’egi;-s sgrv:xce,
not toirestore’ storage “Yevels? Therefore wé‘cSHciuéé th§£*§§8§i°§
fmnToBay DYswosd vICsooRsoIal
actions in this regard were not’ rmprudent- ) ..

P o g
aoarslod vidononsot ozom DRIFRL ,o:o& Tgymms L4
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Eindings of Fgct ntinmen vE SonousIoq 108 0% OW

- 144
Moty :
R e [ N N e

L V- NG -

1. By an’ interzm decxsion" D 93190ﬂdated“3une 1 "“i98ﬂgr

e b S i P :—-"“) wow o awlOw

e Setainty

month forecast per}od sox aned nbartew o yoasbang ofT

2- Certain zssues were deferred byﬁD .93190,to th;sosecondo

Cowrne Y RO VEL Dbk e

phase of “this proceedinq. o F 3 o S0

N YT T

Tl A

“3. SoCal requests thst At bebperm;tted~to~recover~addxtmonal

o ISY ol Lfiont ._,‘_, -

company use gas costs, franch;se fees,;and uncollect;ble Laccounts.

,‘\ VL A N

expenses of $9 6 m;llzon, wh;ch 1t 1ncur:ed ﬁromMAugust~l4"uL978u

---w,--__.. b .L'a

i‘ through September 17 1979e”m

[T !..q P

4. _pu;zng the course of the proceeding SoCal :withdrewits

e e e i
: PR Yoty
R oo

"request to'recover for past, uncol%ect;ble exXpense,. -.con nds
N _QVS;” Franchlse fees and,companx.use,gos costs..are matters. that

.

are’ ;nextrxcably related to gas: supply and p:ice.changeswandwmnem

2o LanOIVNOD oW O%D oW

=l

gt
6.
T e o Q0 o

._tlmEIy fashzon. srmnn BHSLIOTO OVSS Io8 SLuow 0TUDODOTCE NoLILNITOn

. s PPV TAmDIEN

7. Balancxng account treatment of franchise fees and.company
use gas costs is reasonable 1n l;ght of. the demonstrated 1nadequacy

S o < ~___

of‘other methods.

. - ,-u-w-\ ‘,..(
- e ,.r..n ﬂ -
o \"\AQ"C’ vl adibeedid - L o RETT 2o -) - DWW / e

T,

that otherwnse occurs 1f SoCal faces an,oppgpggggtygto-purchase}o:

\1,; ._’J.L..,,

addltxonal gas suppl;es. : T LasD

s RN e P ‘__,'--:“"'v:f‘ z BeLr oow \».JJ-J.L

9. SoCal ls request;ng recovery,of $3. -8 million to-offsetan

P B A P

"Callfornla ;ncome taxes paid_in. 1980 allegedlyrresuLtlng«fromn oz

— =t

“regulato:y laq and undercollectlon. e Tateto)

o ~
Lt hd e att amQ TLW D DLROOD L TNClala

10 The voiotil;ty of .energy . cprices -shows the, risk .0f~.~ -un

VW e

o ey ‘-»-r“"" o T ey oy .o

SN

forecasting efror regard;ng natu:al gas.,, anentonxaln-catefbase oo
unreasonably toward undercollectgon- '

- N e - oo e N2
Ay -~ B ) - L SOQLIOS
R e Rl

1l. Annual forecasting more reasonably balances this risk.

SLL The balanc;ng account.. treatment avo;ds .3-conflict of interest
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R L
e -

12. The LIFO accounting method exposesrtheuutility touthe~rnsk
that storage levels will: be: drawn: down: below:forecasted levels and

... then refilled with.much. morevexpensive gas.»” 2o r209 afs noowsed

' 13. 1In the fall of 1980 the Los Angelesebasmn‘was-struck oy
a series of Stage 2: smog:alerts: -thatvlastedslOxdays.odT .78
oo L AdE, pollution-officialsnrequested that SoCalCprovide full
gas service to, LtSrelectrlc—utility customers: inczorder “to minimize
fuel oil burn;ng. LOTETOST moTE oo o nomulov loismozradus
. 15. In .order.to.meet thmsndemand\SOCalvwith&zew-gas -from
storage end resorted to. "best—efforts" purchases. from PGEED Towo .
le. Electr;c utility, cdemand.continued -after -smoq: ‘Tevels: vota

subsided, so on October 28th SoCal also began purchases: o£MNW'gasz
in .order._to- smaintain high.levels :of csexvice :to.cthe electriciutilities
apd to_restore its . storage.to the -desired leveli-gn o200 losvoin

| ‘hl7. During 0etober, Novembex,«and.ear;waeeember SoCal'purchased
4, 763 Mdth of -PG&E best-eifortswgas.and 4,469  Mdth;of, NW gas.

1s. These supplles were priced at about $4.31 and 35 16, per
decatherm,‘respectlvelyk,u i : :

IO IDGTTLLNT S008I oo -5

19. The PG&E and NW volumes. were purehased~t05mainta;n a+«high
;evel of .service to P-5, QUSTOMEES e iy Hn ~olvovobinme® b

el e

20. Such,purehases.mlghtqbe reasonab}ezgfé;@e;pospgofggasxwas

oo ivedz ls2o0T L2
”_WAZL._ meaningful alternate~fuel
pr;ee s;gnal,xn the context,of evaluat;ng dzscret;onary;gas~pu:ehases.

-t A — o

22. The brevamling alternate fuel price range.during thzsqperloa,

RS PP

using the staff method,. was. -from $4.70, pexr, decamhermrtOcsh 87 per

decatherm. Taobyxgmi eow 08R

23. The purchases from NW do not meet the alternate fuel price
test.

24. The purchases of NW gas contributed to the undernominatlon
of supplies from El Paso and Transwestern. '
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25. Substantial additional volumes were available from El

Piaaal

- Paso-and Traanswestermwcogxo odion narzmreons OXII ofdT L8
. ‘26 The-appropriate adjustment” i's’ based ‘on’‘the da.f’fereri?éw
between the cost of NW.gas and= thefwezghtedﬁ-average Cost oF gas‘“from

-~

El Paso:and Transwesterass’ ol 73 2890 o Ile} orfz ol &2
27. The.amount disallowed:isz$11,8887000% Plvs interest.
28 o~cDuring much ofrthertimelthats SoCads W&%L‘ﬁ%déifnomﬁ.’\hr‘ating

El -Paso: and “Transwesterncsupplies, SoCalwasialsdl withdrawing ~ 57
E el

substantial volumes of gas from storage. priazud LIo ~ovs
. o . - L P S Nl AT .
-:R9. - :Storage:levelscweresrestored a.n-’the' fo]‘.‘lo@r:.ng summer w;th
lower cost supplies;::while higher-priced’ gas was? purchased°

o g 70T r
provideradditional ‘service ‘£oolowsr™ nrlor:Lty customerss -
Conclusions:‘of ‘Taws ~oooc ouls 15002 785 Zododsl JO Of | LuDIlDUT

S+ lziu it SoCal 'should ‘be vallowed o Vrecover $95ImiT126n related
undercollected company’usegas costs Can@franchise fées” mcurred"

from’ August 147X978 through Septémber 17 F7rg7ge 27T sC LT

r-\-\ (.\\

A
v

. 2.7 "Therrule against Ferroactive ratemakmg does not bar such

.

e A R tay S Wed -

- 3 ,ﬂ.r "‘"

recovery.: =75 ~f.BT fdes ST 00900

JA.-Lw gz _)'"d.)i" <

-(‘-..-)

3. Balancing account treatment of prospec?:.ve company use gas
. TANC AT =2
‘costs and’ franchise fees s ‘Feasonapley V7 QU6 T80T AL .t
Loy ©
4. Consideration of recoverr ot :mcreased Cal:.form.a income

taxes” should: be deferred vhtil a *flnal‘" ‘Srder “:.n OTTC 2"'4‘a - 0%
5. SoCal should be authon‘*zed to adjust’ ‘z:ex;ngﬁes €o‘fe’f‘lect

LA Rl o

changes-in’the carry‘mg ‘eosts on the value of natura‘f’ gas stored
. ~ olia Yo Ndnlad
.. ‘undergroundy” caleulated“ o The" eEfective date of SoC.*a‘l S Last
goivtg lowY sroanwesis soilisvezg oaf ..;S
(?l-“general rate~ increase?’~™ ~
P '8"& 2 - r
76 .+2S0Cal" '-s--purchase- of Wga% 'fI.'Om 0ctocoe\: ugt?‘Decemger

1980 was imprudent. MhogdcTobvylalope

[ R - Yo tvl
B e I e Y
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o 1s. . SOCALl'S. practxce'ofyundeznominatingnsupﬁl1es from El Paso

ke e e o o

" and ‘I‘ranswestem while. withdrawing gas:from storaged was hot >~

FLINE N

d 1’ -
mpmdent . Yty ':o +oom ?::_:\--ﬁrr s T “O..._ .,;..DCZO

ingnd -t

- y - e
- LTy ot ;! ,..‘,‘-..J.»...«-wn-.!a

“C¥7" 15" ORDERED that . L onRabuTamL

s

1. SOuthe;n Callfornla .Gas. Company., (SoCal) is.authorized to

GV e DW

recover -$9:1 ﬁllilon of undercolleqted company, use.gas costs and

.-.-..--,, ~“—J

" franchise 'fees ~ 1ncurred from August 14, 1978 through September 17,

1979, plus interest, by way of an appropr;ate adjustment to~1ts
CAM balancing account.

ranae

2. Onxorcafter:the effective date of this decision SoCal is
authorized to'flle approprlate tariff changes to provide for ,
prosoectmvé~CAM recovery of company use gas costs and franch;se fees.

3. SoCal shaIl fbrm a committee, to~examinerthe effectﬁof‘under-

‘.-.4‘.«"

collect;on on- 1ncome taxes to provmde the Comm;ssxon & technlcal analysis

N -
N TMAYUow

and recommendations. The committee shall ;ncludq gas utzlztles, staff,
and interested parties.

L. SoCal is authorized to adjust revenues to reflect changes
in the carrying costs on the value of natural gas stored underground
in the manner requested in its application, calculated from the

effective dete of SoCal’s last gereral rate incresse.

- [r— R
WAV EAIT A e e s "
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T s °n'°r-after“the‘effectiveﬂdaﬁéfaf this decision SoCal is

ovide ‘for b”f“
6;1’;:' fé a.:: sdaipie
6. SoCal shall reduce 1ts.ba1ancing account by $11,888,000,
plus interest, calculated ¢ from Pebruary L+, 1981 on_account of
imprudence. o ii:;dlfirghﬁ*o;* " oy
oI U This ordé’f’*becomes effect:.ve 30 days from todayn.“,.\%.,
7SO Dated " MFFIYFS [ G52 O Can Prancis

at’ §an Francisco, Callfornia.
TOT . SOTTUDNL e

FLA L P Ju...u

operat;on of the carrying cost of gas in storage proce

To vow vd

-
A

L3nuo9ads paiso

Soh ovisealbo i'L*JTOHI\IC’E3 GBRY'SON ;
B e L e ol e e S T il e FPxe‘Slden‘t~o :L '
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COMMISSIONER LEONARD M. GRIMES JR., Concurring:

While I concur with the unanimous decision of this
Commission to penalize the Southern California Gas chpany for certain
gas purchases, I do so with serious reservations.

Fuel cost adjustment clauses which we have adépted for the
gas and clectric utilities have in effect removed all business risk
from fuel purchase and use decisions. Fuel costs are_passed through
to the ratepayerxs on a dollar for dollar basié. The only risk to
the utility is that our highly overworked staff wlll months latex
(this case covers decisions made carly in 1980) reconstruct a
situation and £ind that a particular action was imprudent. The
Commission is then placed in the role of Monday mornxng qua:tcrback
I have become increcasingly convinced that this form of regulat;on is
incffective, counterproductive, and misguided. I am, of course, not
alone in this feeling amoung regulators across this country.

I am also concerned that our procedures are one-sided.

In this case SoCal Gas has been penalized for an imprudent purchase
which cost the ratepayers money. Will we in the future grant a
reward for an exceptionally prudent puxchase which saved the rate-
payecrs money? A proper system of regulation shouiq provide risks
and opportunitics to management similar to those which exist in the
marketplace. Now the system provides them only risks of after the
fact penalties; there arc few if any rewards. | ‘

Of equal concern is the fact that our procedureé‘have
unfairly shifted all business risk of fuel purchase and uée‘to'the
ratepayers. We are overdue in inmplementing modifications that will
moxe faixly allocate risks and rewards between ratepgyeré and
sharcholders. Management would know when and how to both avoid loss
from imprudent decisions and how to profit from wise actions on
behalf of the ratepayers. Our need then to second guess. daywto—day
management decisions would subsmdc, and ratepayers would be more




confident that they were getting the lowest cost utility serxvice
possible. '

Last October 1, I issued a proposal to reorient several
ratemaking practices to this end. After much comment, study, and
internal debate, we finally have before us today an Order -
Instituting Investigation to recomsider the allocation of risks
inherent in fuel cost adjustment clauses.. This is a most important
first step to update raﬁemaking to the’ realities of the remainder

£ the century. I hope that cach of my fellow Commissioners will
agree with me that the time to get on with this investigation is
now.

San Francisco, Califormia
April 28, 1982
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TURN warns that if the Edison decision is interpreted to allow -
recovery by SoCal, then no dollars collected through a balancing
account mechanism can be considered £inal.

$oCal argues that the California Supreme Court "has validated
the concept that adjustments for prior periods are permissible in
offset proceedings," citing the Edisgon case and California
Manufacturers Assn, v PUC (1979) 24 € 3d 251. It contends that the
only restraint on the Commission's jurisdiction is the Commission's
own inclination to limit the scope of prior period review as a matter
of regulatory policy. In this regard SoCal répresents that it has
£iled for relief "within one year of actual or constructive knowledge
of the deficiency in question.' &

We agree that there is no legal barrier to allowing SoCal
its requested relief. The Edison decision signaled a fundamental
change in regulatory concepts, initiated by this Commission, approved

. by the Supreme Court, and memorialized by the Legislature's adoption
of Public Utilities (PU) Code Section 792.5. '

The Edison decision is controlling. Staff is simply wrong
when it states that there was a balancing account associated with
the origizmal fuel clause. Prior to the passage of PU Code Section
792.5, there was RO necessary conmection between offset relief and a-
balancing account.

TURN is wrong in its assertion that "the normal course"
would not produce "the same result"™ as SoCal's proposal, over time.

§;s; s nd-ehes gver time SoCal could also overcollect
for F&U, depending on differences between recorded and estimated -
supplies ané sales mix.
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25. Substantial additional volumes were available from El
Paso and Transwestern. ‘

26. The appropriate adjustment is based on the difference
between the cost of NW gas and the weighted average cost of gas from
£l Paso and Transwestern.

27. The amount disallowed is $11,888,000, plus interest.

28. During much of the time that SoCal was undernominating
Z1 Paso and Transwestern supplies, SoCal was also withdrawing
substantial volumes of gas from storage.

29. Storage levels were restored in the following summer with
lower cost supplies, while higher priced gas was purchased to
provide additional service to lower priority customers.

7 ~AQ. /Ep;cr?er to al For timely ptiﬁzzzzﬁisgﬁgﬁfﬁhese
thi\_g;ﬁer should effective ~Jday it is signed.

Conclusions of Law

1. SoCal should be allowed to recover $9.1 million related to
undercollected company use gas costs and franchise;£ees incurred
from August 14, 1978 through September 17, 1979.

2. The rule aqainét retroactive ratemaking does not bar such
. recoverv.

3. 3Balancing account treatment of prospective company use gas
costs and franchise fees is reasonable.

4. Consideration of recovery of increased California income
taxes should be deferred until‘a final order in OIT 24.

5. SoCal should be authorized to adjust revenues to reflect
changes iz the carryin¢ costs on the value of natural gas stored
underground, calculated from the effective date of SoCal's last
general rate increase. v

' 6. SoCal's purchase of NW gas from October through December
19880 was imprudent. :

—
*
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5. On or after the effective date of this decision SoCal is
authorized to file appropriate tariff changes to provi&e for.
operation of the carrving cost of gas in storage procedure.

6. SoCal shall reduce its balancing account by $IL,888,000,
plus interest, calculated £rom February 1, 1981 on account of

imprudence. /‘V{\"M O !0 ﬁw | 69

This or er, &o-effective toc’.av ‘
Dated N"K 28w , at San Francisco, California.

jomN E SRYSON
H\ \\..0 .h :
RI\ f‘ um. .l) G?AV"LA..E
LEONAZD M GRIMES, JR.-
VICTOR SN0
FRISCILLA G GREW
Cbmammmwm




