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Decision

BEFORE TEE PUBLIC UTILITIEZS COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application
of SOUTEERN CALIFORNIA GAS
COMPANY and PACIFIC LIGHTING GAS
SUPPLY COMPANY to Inc¢rease
Revenues Under the Consolidatecd
Adjustment Mechanism to Offset
Changed Gas Costs Resulting from
Inereacses in the Price of Natural
Gas Purchased froc EL PASO NATURAL
CAS COMPANY, TRANSWESTERN
PIPELINE COMPANY, PACIFIC
INTERSTATE TRANSMISSION COMPANY,
PACIFIC GAS AND ELECTRIC COMPANY
and California sources; to Adjust
Revenues Lo Recover the
Undercollection in the CAM
Balancing Account:; to Reflect in
the CAM Ba’anciﬂg Agcount Costs
Related to Franchise Fees and
Uncollectible Expenze and Increased
Carrying Costs on Natural G2as
Stored U.de*srounc, and 0 Revise
Section II of the Prelinminary
tatexent of the Tariffls.

Application 60867
(Filed September 4, 1981;
Petition for Modification

£iled July 8, 1982)

In the Matter of the Application

of SAN DIEGO GAS & ELECTRIC COMPANY
For Authority %to Increase its Cas
Rates and Charges Pursuant to its
Proposed Consolidated Adjusiment
Mechanism.

Application 60601
(Filed September 15, 16881)
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In the Matter of the Application
of SOUTHERN CALIFORNIA CAS COMPANY
and PACIFIC LIGHTING GAS SUPPLY
COMPANY to Increase Revenues Under
the Consolidated Adjusiment
Mechanisz 0 O0ffset Changed Cas
Costs Resulting From Increases in
the Price of Natural Gas Purchased

El Paso Natural Gas Company,
Transwestern Pipeline Company,
Pacific Interctate Transmizsicen
Company, Pacific Gas and Electric
Company and to Recover the
Undercollcc:ion o the CAM
Balan¢ing Account: to Rellees &
the CAM Balancing Account Costs
Related to Franchise Fees and
Unecollectible Expense and Increased
Carrying Costs on Natural GCas
Stored Underground; and to Revis
Sect ion 8 of the Preliminary
Statement of the Turiffs

Aopolication 82-03-16
(Filed Mareh 9, 1682)
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QPINION ON PETITION TOR MODIFICATION

Introduction

Decision (D.) 82-04-116 issued April 28, 1982 addressed
several significant ecconomic issues and, among other things, established

pelicies for Southern California Gas Company (SoCal) in the following
areas:

The appropriate rate design guidelines for
seoCal:

The appropriate cconomic test for new long-
term gas supply projects; and

The appropriate economic test for short-
term discretionary gas purchases.

By petition for modification f£iled July €, 1982, SoCal regquests the
Commission to c¢larify D.82-04-11l6 in certain respects to eliminate what
SoCal perceives as unfavorable side effects of the decision.

. SoCal seecks the following modifications:

1. The discretionary gas purchase test of
D.82-04-116, coupled with $35 million in
gas cost disallowances imposed on April 28,
1982, have introduced an enormous element
of risk into SeoCal's operations. The
Commission should lessen that risk and
provide some certainty to gas purchase
policy by declaring that discretionary
gas purchases which meet its new economic
test are reasonable per se as long as less
expensive gas is not concurrently turned
back:;

If the Commission decides not to do away
with the rebuttable presumption of the
dis¢cretionary gas purchase test, it should
clarify the legal function of the presump-
tion to make it conform to the requirements
of the Evidence Code, in order to lessen
the uncertainty now existing:

The definition of "discretionary purchase,"
and Finding of Pact 31, should be modified
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to state preciscly when "summer” and "winter"
begin; to state that purchases ¢f gas under
the Pan Alberta contract in excess of the
minimum daily quantities beginning Scptember 1
of each contract year will not be deemed
discretionary, as long as El Paso and
Transwestern supplies are not concurrently
turned back; and to state that Pan Alberta
purchases above the minimum daily contract
amount during the summer which may be necessary
to satisfy the minimum annual contract obliga-
tion will not be deemed discretionary:

The newly instituted “"reasonableness review
of SoCal's purchasce, supply, and storage
policies should be sceparate £rom the semi-
annual consolidated adjustment mechanism
(CAM) proceedings:

The Commission-established marginal rate should
be subject to review and possible adjustment in
each semiannual CAM proceeding, and Finding

of Fact 30 should be modificd accordingly: and

An ordering paragraph should be added to the
decision declaring that the interim rates
approved by D.93629 have now become final.

Issues Presented

1. Whether the Commission should declare thet diseretionary
purchases which meet the cconomic test are “reasonable

per

se" as long as less expensive gas is not

concurrently curnod bhack.

The

Commission's adopted ¢conomic tect for discretionary

purchases of gas is tied to the "marginal rate” which the Commission
adopted £for rate design purposes. The Commission stated that
"{plurchases of discretionary gas suﬁplics at or below the marginal
rate will be presumed reasonable. Purchasces of discretionary gas
supplies in excess of that rate may be deemed recasonable only upon a
strong showing.” It is SoCal's contention that the Commission's
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newly adopted marginal rate test imposes on SoCal a severe risk of
cost disallowances, while seeking to achieve a "¢lear and useful”
guideline for discretionary purchases at a2 least-cost fuel mix for
the region.

In particular, SoCal claims that the Commission's
disallowance of nearly $35 million in gas costs on the same day as
the decision in question was issued, coupled with the "rebuttable
presumption” of the new marginal rate economic test, have greatly
ingreased the risk to investors of making further discretionary gas
purchases. SoCal notes that at the same time there has been no con~
current increase in return on equity to compensate investors f£or the
increased risk, nor has there been any other compensating benefit to
SoCal. SoCal maintains that this increased risk applies specifically
to discretionary purchases of Transwestern, PG&E, and Mich-Con gas,
all of which would initially meet the Commission's newly adopted
economic test. SoCal argues that even if it c¢learly appears at the
time of an opportunity to purchase such ¢gas that the purchase would
not only pass the economie test, but would contribute to 2 least-cost
fuel mix for the region by displacing higher-cost o0il and resulting
"“in a net economic benefit to the regional economy," the Commission's
decisions force SoCal to run an unacceptably high risk that the cost
of the purchase may be disallowed because of a later availability of
even lower cost supplies.

SoCal c¢ontends that it is literally impossible for it %o
predict either the exact costs to the region of burning gas or oil,
or the possibility of any future supply turnback, at the time a
discretionary ¢as purchase decision must be made. SoCal states that
it is therefore impossible to know whether a discretionary purchase

will be found prudent, even if it satisfies the marginal rate economic
test.
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To rectify this perceived wrong, SoCal suggests the
following modification:

"If the Commission concludes that the significant
benefits to SoCal Gas's customers, %o the
regional economy, to the public health, and to
the state as a whole, from further discretionary
purchases should be retained,...the Commission
should modify its discretionary ¢as purchase
test to lessen the risk and make it possible £for
discretionary purchases to continue. This can
be done by replacing the 'rebuttable presumption’
of prudence with a test that establishes
certainty at the time of a discretionary
purchase. . . The Commission ¢an assure that
the benefits of discretionary gas are avallable
by doing away with the 'rebuttable presumption’
of prudence and declaring that any discretionary
purchase ¢f gas which passes the economic test is
reasconable per se, as long as there is no
concurrent turnback of less expensive supplies.”

Our review of SoCal's petition for modification f£fails to
persuade us that discretionary purchases which meet the economic test
should be found “reasonable per se" as long as less expensive ¢gas is
not concurrently turned back. SoCal's filing misapprehends the nature
and purpose of the economic test for determining the prudency of
short=-term discretionary gas purchases. The test was established to
serve as 2 guide for Solal in meeting its burden of proving the
prudency of a particular discretionary gas purchase. It was not
intended to operateras SoCal would have it modified, as a substitute
for SoCal's burden of proof.

Qur current procedures contemplate an annual review of the
prudency and reasonableness of SoCal's gas purchases. During such
review, the prudency of SoCal's discretionary gas purchase decisions
are judged according to information available at the time of the
purchase decision. SoCal's petition raises the false specter that
the economic test established in D.82-04-116 subjects SoCal to the
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untenable possibility that its actions will be judged unreasonable
in light of information that was not available at the time the
purchase decision was made. There is no basis for SoCal's interpre-
tation. Furthermore, the economic test proposed by Sofal is so
facile and superficial that its adoption would essentially remove
any element of risk for SoCal in reaching its discretionary gas
purchase decisions.

As we stated in D.82-04-116, "the test...is not intended
to serve as 2 formulaic device by which SoCal, the Commission, or
any interested party can unequiveocally determine on any given day
whether specific discretionary purchases are prudent or not." If SeCal's
recuested modification were adopted, the mere meeting of the economic test would
fulfill SoCal's burden of proof. SoCal would have no cbligation to provide
further evidence at hearing in support ©f its purchase de¢ision under any ¢Circum—

‘ stances. The issue of prudency would be foreclosed. Thiz was not our intention.

The hearing process remains our prime vehicle for determining
the prudency of utility actions. Under the c¢urrent economic test, a
rebuttable presumption of reasonableness is crcated if SoCal estab-
lishes that its discretionary purchases met the economic test. As
we will c¢larify in a subsequent portion of this decision, this
rebuttable presumption ¢an be challenged through an evidentiary showing
by parties to the application, such as staff or intervenors. However,
the overall burden of proof remains with SoCal. In response to the
intervenor/staff showing, SoCal, at its option, may present further
evidence indicating that its discretionary gas purchases were reasonable
in light of the circumstances existing at the time of the act. SoCal
is not subjected to judgment by hindsight. It has merely bheen told
that the "economic test" is an element of its burden of proof. It
still has the ultimate responsibility for informing and convincing the
Commission that its actions were prudent. This ﬁrocess is fair and
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equitably balances the interests of the ratepayer, SoCal, and its
sharcholders. We will not modify the decision as SoCal requests.

2. Whether the Commission should clarify the legal function
of the rebuttable presumption created when discretionary
purchases meet the economic test.

SoCal asserts that D.82-04-116 failed to make clear that
once SoCal has established the rebuttable presumption of prudence by
showing that its discretionary purchases meet the economic test, the
burden of producing further evidence shifts. We will clarify the
legal effect of the economic test and its rebuttable presumption
in the context of the hearing room.

In any review of the reasonableness of SoCal's gas purchase
policies, the fundamental burden of proving the reasonableness of its
actions remains on SoCal throughout the procecdings. However, onge
SoCal creates the rebuttable presumption of prudence by showing that
its discretionary purchases meet the economic test, the burden of
producing further evidence does indeed shift from SeCal. If no other
party produces evidence asserting that purchases which meet the test
were nevertheless imprudent, SoCal would not be obligated to present
additional evidence to establish the prudence of discretionary
purchases which meet the economic test. Parties who would contend
that such discretionary purchases were nevertheless imprudent must
then submit or adduge evidence to support their assertion and rebut
the presumption of reasonableéeness.

3. Whether the Commission should remove the unnecessary
constraints and uncertainties created by its definition
of "discretionary purchase."

D.82-04-116 found it necessary to define what constitutes a
"discretionary purchase" in order to determine which purchased gas
volumes would be subject ¢o application of the economic test.

The Commission's definition of "discretionary purchase"
states as £follows:
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"For SoCal, only the reguired daily tuke would

be concidered Zhe minimum contractual obligation
in September, with amounts above that treated a:z
discretionary und subject tO the cconomic test.
Summer minimum takes would reflect minimum daily
requirements, with winter purchases increased to
meet che annual obligation (absent capacity
constraings).  Amounts in excess of these

argets would be considered discretionary,
egardless of the month involved.®

-
-
-
-

SoCal's Pan Alberta contractual onligations, as modified
by FERC, include minimum daily and minimem onnual volumes. The
daily minimum requirec ScCel to purchase approximately 40% of
the contract volumes, while the minimum onnual amount is
approximately 70% of the controct volumes. SoCal contends that
our definition of discretionary purchases is ambiguous s between
its 40 and 70% obligations, and urges the Commission to consider
no ovurchase discretionary until that point in the contruct year is

reached when minimum daily surchases [or the balance of the yeor,
combined with earzlier %akes, will be zufficient to meet the anaual
minimum reguirement. We rejecsed this approach in D.82-04-116
because we aze conserned that purchases of cexpencive Pan Alberta
supply be minimized.
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To clarify our deflinition of discretionary purchases
with respect to the Pan Alberta contract, we hold that purchases
above the daily minimum volumes will be subiect to the economic
zest Lor discretionary supply. In meeting itz burden of proof
for discretionary purchases, however, S50Cal may show that the
volumes o0f discretionary gas were pought to meet the minimum
annual reguired takes. But it chall remain SoCal's burden to
demonstrate that the timing of such purchases wac appropriate,
and shat less expensive supply wac not refuced in ozder to make
such purchases. Were we to adopt any @ther standurd, SoCal coulid
purchase full contract volumes of Pan Alberta supply, on a daily

2asis, and not be concerned about the loss of cheaper cupply unsil

after the annual contract obligation had been sastisiied.

Whether the annudl reasonubleness review should be
held sepnaratelv £zom the semiannual CANM - nroceeding.

SoCal feurs chat condugting the annual reaconableness review
semiannual CAM procceceding, ac ordered in D.82-04=~116,
in & sudstantial delay in iszuing the final CAM decision,
extra costs for the ratepayers and zhort-=term debt problems
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V-

for SoCal which flow from delay in issuing CAM decisions. SoCal
recommends that the recasonablenccs reoview he conducted in & separate
proceeding to be held in June of cach yecar to avoid unnececscary delay.

We will reject SoCal's propecal {or on annual reasonableness
review separase from the CAM procecding. We think it importanﬁ to
hold the reasonableness reviews in conjunction with SoCal's requests -
for CAM rate relief. Their relationship provides a strong induce-
ment <0 SoCal, staff, and interested partics to be prompt and
forthright in their exchange of information and analyses regarding
SoCal's gas purchase policics. There is nothing inherent in the
proéess which precludes a prompt, simultancous resolution of CAM
rate requests and annual reazonablemess reviews. Furthermore, we
do not favor unnecessary proliferation of proccecedings and hearings.
We see no need to further tax the limited resources of the Commission
by creating another proceeding for SoCal in June of cach year.
However, we agree that timing difficultice are present in a review
period ending August 31 of cach year, as cctablisched “in D.82-04~116.
Since SoCal must file itsc CAM in carly Scpteomber, records necessary
0 ¢nable a c¢oncurrent reasorableness/CAM review are not likely to
be available. We therefore cctablish the annual recasonablenecs
review period ag the l2-month period eonding Junc 20 of cach year,
except for the initial review period to be concidered in the October
1982 CAM proceeding, which shall be'the 9-month period cnding
June 30, 1982, because three months in 1981 have been left over
from our last review.

Wwe further agrec with SoCal that the Commigscsion
determination of the marginal rate should be subject to review
and possible adjustment in cach cemiannual CAM proceeding rather
than on an annual basis. It is true that all the f{actors yhich
are relevant to determining the marginal rate--the "measures of
a reasonable price for discretionary purchases," the "variable
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cost of the most expensive gas supply,” and the price of various
grades of fuel and distillate oil--are subject to substantial
change over any six-month period. It ic important to maintain
an updated marginal rate which reflects the realities of the
world in which SoCal is operating. Since the factors which
determine the marginal rate are so subject to change, it makes
more sense to consider the marginal rate twice annually than o
consider it only on¢e. Therefore, we will review and possibly
adjust the marginal rate in every CAM proceeding.

Finally, we will c¢orrect an oversight in D.82-04~116.
The decision failed to declare the interim rates established by
D.93629 to be final. We will add an ordering paragraph declaring
the authorized rates in D.93629 to be £inal.

To the extent that relief requested by SoCal in its

petition for modification is not granted by this dec¢ision, the
petition is denied.
Conclusions of Law

1. SoCal's petition for modification should be granted in
part and denied in part.

2. The Commission should clarify the legal effect of the
economic test and its rebuttable presumption.

3. The Commission should clarify and modify its definition
of "discretionary purchases.”

4. The Commission-established marginal rate should be
subject t0 review and possible adjustment in each semiannual CAM
proceeding.

5. The interim rates authorized By D.93629 chould be declared
final.

6. The annual reasonableness review period for Solal's
CAM should cover the l2-month period ending June 30 of each year.

7. The following order should be effective today since it
clarifies D.82-04-116 and SoCal is now preparing f£for its next CAM

@ :ilins. '
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IT IS QORDERED that:

l. Consistent with this decicsion, the petition for modification
of D.82-04-116 filed by the Southern California Gas Company iz
granted in part and denied in part.

2. Consistent with this decision, the legal effect of the
economic test and its rebuttable presumption is adopted.

3. Consistent with this decision, a modified definition of
"discretionary purchases” is adopted.

4. The Commissioneestablished marginal rate will be reviewed
in each semiannual CAM proceeding.

5. The interim rates authorized by D.93629 are final.

6. The annual reasonableness review period for the Southern
California Gas Company's consolidated adjustment mechanism gshall
cover the l2-month period ending June 20 of cach year, except for
the initial review period which shall cover the 9-month period
ending June 30, 1982.

7. To the extent D.82-04~116 conflicts with this decizion,
D.82=-04-116 is modified.

This order is effective today.
Dated QFP 722 1982 , at San Francisco, California.
JOSN E pRYSON A
President
XXICJJI.HD ). CRAVELLE
LEONARD M. CRIMES, IR
ViCTCR CALVO
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to state precisely when “summer"” and “"wintexr"
begin: to state that purchases of gas under
the Pan Alberta contract in excess of the
minimum daily quantities beginning September 1
of each contract year will not be deemed
discretionary, as long as El Paso and
Transwestern supplies are not concurrently
turned back; and €o state that Pan Alberta
purchases above the minimum daily c¢contract
amount during the summer which may be necessary
to satisfy the minimum annual contract obliga-~
tion will not be deemed discretionary:

The newly instituted '"reasonableness review"
of SoCal's purchase, supply, and storage
policies should be separate from the semi-
annual consolidated adjustment mechanism
(CAM) proceedings;

The Commission=-established marginal rate should
be subject to review and possible adjustment in
each semiXannual CAM proceeding, anéd Finding

of Fact 30 should be modified accordingly: and

6. An ordering paragraph should be added to the
decision declaring that the interim rates
approved by D.93629 have now become final.

Issues Presented

1. Whether the Commission should declare that discretionary
purchases which meet the economic test are "reasonable

per se" as long as less expensive gas is not
concurrently turned back.

The Commission's adopted economic test £or discretionary
purchases of gas is tied to the "marginal rate" which the Commission
adopted for rate design purposes. The Commission stated that
"[p]uréhases of discretionary gas supplies at or below the marginal
rate will be presumed reasonable. Purchases of discretionary gas
supplies in excess of that rate may be deemed reasonable only upon a
strong showing." It is SoCal's contention that the Commission's
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£or SoCal which flow from delay in issuing CAM decisions. SoCal
recommends that the reasonableness review be conducted in a separate
proceeding to be held in June of each year to avoid unnecessary delay.

We will reject SoCal's proposal £or an annual reasonableness
review separate from the CAM proceeding. We think it important to
hold the reasonableness reviews in conjunction with SoCal's requests
£or CAM rate relief. Their relationship provides a strong induce-
ment to SoCal, staff, and interested parties to be prompt and
forchright in their exchange of informasion and analyses regarding
SoCal's gas purxchase policies. There is nothing inherent in the
process which precludes a prompt, simultaneous resolution of CAM
rate regquests and annual reasonableness reviews. Furthermore, we
do not favor unnecessary proliferation of proceedings and hearings.
We see no need to further tax the limited resources ¢f the Commission
by creating another proceeding for SoCal in June of each year.
However, we agree that timing difficulties are present in a review
period ending August 31 of each year, as established in D.82-04-116.
Since SoCal must file its CAM in early September, records nec¢essary
t0 enable a concurrent reasonableness/CAM review are not likely to
be available. We therefore establish the annual reasonableness
review period as the l2-month period ending June 30 of eagh year,
except for the initial review period to be considered in the October
1982 CAM proceeding, which shall be the 9-month period endmng 37MQ/
June 30, 198%/&/4??”““‘ 7ftj?t“2§x'm“d&p in 1981 Lot -¢§%2(

We further agree with SoCal that the Commission
determination of the marginal rate should be subject to review
and possible adjustment in cach semiannual CAM proceeding rather
than on an annual basis. It is true that all the factors which
are relevant to determining the marginal rate--the "measures of
a reasonable price for discretionary purchases,” the "variable




