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O?!N!O!; -------
Su=:a~y o! Decizion 

• 
Southwezt Gas Corporction (Southwest) has requested 

~reasec in its rat~s !or the sale of natural gas ir. San Eernardino 
County o'! aoo\:.t ~8.5 ::lillion duri:'lg tes~ year '~$;', an'; another $1.6 
~illion in attrition year 19~4. The company originally ~e~uestee a 
return o~ co~mon eq~ity of 19.0~. bu~ sti~ulated a~ prehearing 
conte~ence to the midpoint of ~he ~ta.fi'-:"eco:nmended range, 16.75~. 
The dec~sion authorizes a re~urn on coooon equity oi' 16.0%, which 
equates ~o ~ates o! ~eturn on :-ate base o! 12.95~ 1~ 1983 and i~.'3~ 
in 1~S4. 

~he eecision B~ants a ~o~al ~evenue incr~age of $;,8~7,800 
or 1i.~0% for 19~3 end an additional allowance for 1984. Included in 
the total revenue requirement is S4Se,OOO which represents the 
effects of The Economic Recovery Tax Act and T~e Tax Equits a~d 
Fiscal Reeponsioility Act. 

~he deciSion aleo re~uires that Sou~hwest observe a ~low­
through method of accountine in connection with depreCiable property 
ac~uired prior to 1981: the com?~ny h~d reque~tee that th!e property 

•~ accorded normaliza~ion treatment. The company's method would have 
,reased 1983 expenses by ~bout $440,000. 
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• Wi th respect to ro.te design Sou'th'oIIeet 
monthly custo~er charge be incr~ased !~om $3.50 
the third tier ratez oe canceled. ~he deCiSion 

requ~sted that the 
to $4.25, "a.."'l.d tha.t 
ado~t$ Southwest·s 

recomcend~tion, rather than the st~!!'S counter ~roposal, consisting 
0, 0 ~onthl~ ~'~':nu~ ~'1' o~ S· ~ ~- S· ~~ h d ed ~th ............ oJ ............. OJ .... _ ,0.". ...a ..... a concurr w ... . 

c~~cell~tion of the little-used third tier rate block. 
The decicion also ~copts the st~f!'s reco:mendation 

concerning funding for Southwest's 1983-19B4 conserv~tion progra.~s; 
however~ rather than ordering that the ~rograms be ter:inated a~ter 
1~~, the decision cirectc South~est to exacine ongoing progracs when 
prep3ring its '985 rate case and dcter=ine cost-effectiveness at that 
ti:e. 
Ge~eral Inforc~tio~ 

Southwest ~3 a natural 
~ederal Nntural Gas Act. en~aged in the tr~ns=ission a~e oale o~ 
natu~al g~s 2~ who~csale rates. :t is a!so a public uti:ity ~ngagee 

.t"'l~ ...... ., .. ,c- ... is~~on d~~t"'~b···.(o'" a"'d sa1(;> 0'" "'~·u"''''~J. gas ~o'" .... III .. ~._ ... w ..,; •• , .l.tJ ..... \II4't1_ ... , J.. _ "'" ,.~v .'~ .. " 

cocestic, co::ercial. agricuJ.tural, and ir.dustrial uses. As o~ 

Dece:be~ ~1, 1981, Southwe~t se~ved approxi:ately 173,000 customers 
in Arizona, 121,000 in Nevada, anc 52,500 in Cali~o;"ni~. 

Southwest is dividee into two se~vice areas within 
Califo~~ia. :h~c application was filee in conn~ction with 
So~thw~ot'$ Southern California Division. This division is engae~d 
.~ -e·a·l so'e~ o~ ""a·u·'" go~ ~ ... ·~e ~~~A"'a' ~-e~~ o~ ',ic·o ... ·'~~,b _ .... liP...... ~-...., ..... ..,.~... _ ... .-,. w~l ~"""."" .... ~". .:....j.... .I .... __ w. 

Ea;"s~ow, ane Eig 3ea: 1~e in San Bernardino County. Southwest 
currentlj serves approximately 45,250 custocers in this division; it 
has projected an increase in eusto:ers to ;0,140 !or ~ezt year 198;. 

Southweet hac requested annual revenue incr~ases of 
approximately 8.6 cillion dollars, providing a r~te of return o! 
14.5;~. Withou~ rate relief in tes~ ye~r 19B3, Southwest ageerts it 
wo~ld earn a rate of return of 1 .6~ on its Sou~hern Calitornia 
operations. Further, Southweet has re~uested about 1.6 million 
~lars in additional revenues during 1984 as nn attrition 
..,owance. This attrition has two clecents--financial and 
ope~ational. The finanCial sttritio~ will oe the res~lt of changes 
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• i~ Southwest's ecoedded costs of deb~ and increases i~ the dividend 
rate for preferred 3tock. This occurs when debt and preferred stock 
are ~eti~~d and ~ollec over·with n~. issues ~t rates exceeding 
c~rrent costs. Southwest'O operational attrition will 'occur because 
of changes in operating revenues due to additional cutooers, s~les, 
operating expenses, eepreciation expenzes. rat~ b~cc. etc. 

Southwest's last general rate increase for this district 
w~s grantee by Deeision (D.) 92507, dated D~cembcr 16, 1980 in 
Appl~catio~ (A.) 59359. Ey that decision Southwe~t was granted a 
rate o~ return of 11 .i2~ and ~ return on equity of '4.30~ for test 
year 198~. Southwect's request for &pproxi=ately 8.6 :illion dollars 
i~ 19B~ ~=ou~ts to about 25.1~ increase in rates. !t$ request ~or a 
~4.5;~ r~te of return equates to e 1?O~ return on co~~on equity in 
the test year. 

Notice of the application and hearings was publishee in 

•~JV~ news~apers o~ ee~e~al circulatio~ in Southwest'S Southern 
.i!ornia se~vice area, in accorcance w1t~ the provisions of Rul~ 24 

of the Co::ission's Rules o~ Practice ~nd Procedure. Notic~ of the 
hearings was mailed to each custo:e~ in the district. A public 
w~tness testi:ony proceecing was conducted i~ Victorville during the 
afternoon ane evening of August 19, 1982. About 50 people att~neee 
the afternoon session; 21 offered ztatecents in opposition to the 
increases. About 20 people attended the evening session, and 7 

. presentee statecents opposing the application. A prehearing 
confere~ce was held in San Francisco on August 2). 1982. Finally. 
the ev~dentiary portion of the ~atter was heard in San Francisco on 
Aug~st 30, 1982 before Ad:inistrative Law Judge (ALJ) John Le~e. 
The application was sub:ittec subject to the receipt of late-filed 
E~~ib1ts 18 anc 19, and limited briefs by September 30 . 

• - ~ -
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• The staff recommends an overall rate of return in the range 
of 13.15~ to 13.36~ for test year 1983. These rates ot return equate 
to an earnings allowance of 16.5~ to 17.00~ on common stock equity. 
At the prehearing conference Southwest stipulated to the midpoint of 
~he staft common equity recommendation--16.75~, and an overall return 
on rate base of 13.25~. 

As a result of the prehearing conference, Southwest has, 
with a few exceptions, generally adopted the results of operations 
set forth in the staff report. Southwest is in agreement with all 
items included in the staff's summary of earnings except as follows: 

1. The treatment of federal income tax. ~he 
difference is the result of Southwest's 
proposing a normalization method, as opposed 
to the staff's recommended continuation of 
flow-through accounting, in connection with 
pre-1~e1 depreCiable property. 

2. D.82-07 -096 dated July 21, 1982 authorizing 
Southwest to establish a balanCing account in 

• 
which certain conservation expenses ~~d 
revenues are to be recorded for future 
recovery from its customers- Southwest 
believes the deciSion to be unclear 
concerning the precise program costs to be 
included in the account. 

3. While concurring in the main with the 
methodology set forth in the proposed staff 
rate design, Southwest does suggest minor 
modifications. 

Rate of Return 
There are between 15,000 and 20,000 shareholders in 

Southwest owning about 8,000,000 shares of common stock. 
The staff's recommended capitalization ratiOS, costs, 

weighted costs, and midpoint of its recommended rate of return are 
shown in the following table: 

• - 4 -
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• Staff's Recommended Rate of Return 

Com"Oonent 

Long-term Debt 
Preferred Stock 
Cocmon Equity 

LO:l.g-term Debt 
Preferred Stock 
Common Equity 

Capita.lization 
Ratios 

47.0Qtf. 
12.50 
40.,0 

100.00 

47.0~ 
12.50 
40.,0 

1 OO.O~% 

Cost -
10.64% 
11.77 
,6.75 

10.98~ 
11.88 
16.75 

Weighted 
Cost 

5.00~ 
1.47 
6.78 
13.2S~ 

5.16~ 
1.40 
6.78 
13.43~ 

Terry Mowrey sponsored Exhibit 15, the staff report on cost 
of capital and rate of return. He testified essentially as follows 
in support of his recommendatio:l.s. 

• 
Average year capital costs and an average test period 

apital structure, rather than year-end rates a:l.d year-end capital· 
structures for each of the two years, have been used since this 
approach assures that ratepayers will not pay for inflationary cost 
increases before they occur. Eoth Mowrey and Southwest had projected 
financing rates for debt of '5~ and 14~ for 198; and 1~84, 

respectively. Mowrey stated that these prOjections of Southwest's 
finanCing plus expected increases in retained earnings should enable 
Southwest to achieve a capital structure approximating the one 
contemplated in his recommendation. 

In arriving at his recommended range of '6.5~ to 17.0~ on 
common stock equity, Mowrey relied upon United States Supreme Court 
and Commission established standards. These standards require, 
baSically: 

• - 5 -
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• a. That the return to equitj holeers be 
co~~e~su~ate with ~eturn$ on invest:ents 
in other enterprizes having si:ilar 
~1eks; - '., 

b. That the return be ~ufficient to enable 
the utility to attract ca~ital at 
reasonable rates while azsuring 
confidence in the utility'S financial 
integrity; 

c. That the return b~lance the interestz of 
inveotors and ratepayers. 

Mowrey states that no preCise ~ethoeology can guarantee a 
result with respect to a proper return on e~uity with pinpoint 
~ccuracy; for this reason he reco:~ended a range. 3e further stated 
that in 1978 South~ezt institute: a policy of increasing dividends 
a.n.~'1:.elly in an e.tte::pt to buoy th~ market ?ri cc of its. CO:lmon stock. 
3ut earnings have not been sufficient to support thi~ policy and 
eividends have not been incrcasec since the zeeond quarter of 1980. 

4Ifitional shares of co:::on stock have been issued during this period 
.. an effort to maintain 8 reasonable capital structure. Mowrey 
co:pa~ed Southwest's recorded earnings with thoee o~ t~o groups o! 
co:parao:y sized energy utilities for the period 1977 to 1981. The 
list o~eo:lpanies stuciee consistec o~ 10 gas utilities ane 10 
combi~ation electric ane gas utilities. All 20 utilities are listed 
in Appendix A. 

The fol:owing table shows the earnings rate on average 
total capital for Southwest, compared ~ith the two groupo of 
utilities, during the period ~977-1981 . 

• - 6 -
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• Earnings Rate On Average Total Capital 
~rend And 5-Year Averages . 

1977-1981 
Ten 

Southwest ~en C ombina.t ion 
Year Gas Cor'Ooration Gas Utilities wrr 9.8b% 8.97~ 

1978 8.80 9.45 
1979 11 .39 10.58 
1980 9.44 10.21 
1 981 10 • 7~ 11 .11 

5-Year Avera.ge 10.04~ 10.06 
SOURCES: . 5-Year Studies, Rate of Return Unit. 

Moody's Public Utility Manual. 
Annual Reports to Stockholders. 

Utilities 
S.$7% 
9.10 
9·36 
9.'72 

10.32 
~.47~ 

Annual Re~orts to California Public Utilities 
Commission. 

Mowrey notes that both groups of utilities show increasing 
trends over the five-year period, while Southwest has experienced 

~road swings in its ea.rnings rates. 
~he next table shows Southwest's average common equity 

ratio compared with the other two groups during the last five-year 
:period. 

Year 
197'7 

1978 
1979 

Average Common Equity Ratio 
Trend And 5-Year Averages 

1977-1981 

Southwest 
Gas Corporation 

33.64% 
38.64 
40.56 

Ten 
Ga.s Utilities 

:5'4.1 5% 
35.;,)2 
36.86 

1 980 37.33 37.76 
1 981 32 • 75 ;8. 6; 

5-Year Average 36.58~ 36.54~ 

SOURCES: 5-Year Studies, Rate of Return Unit. 

Ten 
Combina.tion 

Utilities 
36.37% 
;6.87 
;6.51 
36.52 
37.07 
36.67% 

Moody's Public Utility Manual. 
Annual Reports of Stockholders. 

• 
Annual Reports to California PubliC Utilities 

Commission. 
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• Mowrey believes the decline in Southwest's common equity ratio is 
partly attributable to its poor earnings performance over the last 
two years as well as its unusually high dividend payout ratio. He 
observed that Southwest has paid out in excess of 10~ ot the 
earnings available for common stockholders in three ot the last tour 
years and that the other groups of eomp~~ies have averaged a 65~ to 
70~ diVidend payout ratio. Mowrey noted, with respect to the ratio 
of net operating income to average net plant investment for Southwest 
and other companies, that Southwest's return has decreased over the 
last five years while the other groups have recorded increases during. 
this same period. 

The witness also gave consideration to Southwest's interest 
coverage in arriving at his recommendation. This measurement 
indicates the company's a~ility to meet its interest payment 
obligations. He stated that Southwest's recorded after-tax interest 
coverage has oeen substantially below that of the other groups. The 

.ollOWing table shows this information. 

Year 
19'17 
1978 
1979 
1980 
1981 

Times Interest Earned-After Income Taxes 
Trend And 5-Year Averages 

1977-1 QS1 

Southwest Ten 
Gas cor~oration Ga.s utilities 

2 .. 6 2 .. 14 
2.24 2 .. 21 
2 .. 15 2.48 
1.76 2.2, 
1 .. 52 2.14 

5-Year Average 2.01 2.24 

SOURCES: 5-Year Studies, Rate of Return Unit. 
Moody's Public Utility M~~ual. 
Annual Reports to Stockholders. 
Annual Reports to Celifornia Public Utilities 

Commission .. 

Ten 
Combination 
utilities 

2.45 
2·50 
2.40 

2. '35 
2.25 
2.;9 

~ Mowrey testified that his rate of return recommendation of 
~'3.25~ will provide an after tax interest coverage of 2.65 times. 

- 8 -
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• Mowrey stated that Southwest is currently rated BEB by 
St~dard & Poor's and Eaa; oy Moody's Investor Service. He noted 
that these ratings are the minimum necessary to enable Southwest to 
be eonsidered ~~ investment grade company. He believes that these 
low ratings affect Southwest's ability to issue long-term securities 
and to meet capital obligations. He testified that his 
recommendation should ensure maintenance of current ratings and 
hopefully improve future Southwest bond ratings. 

Mowrey testified that he performed a discounted cash flow 
(DCF) analYSis in connection with his study. DCr measures total 
return, conSisting of the dividend yield expected at the time of 
purchase of a stock plus the expected growth rate of dividends. ~he 

dividend yield can be directly observed at any given point in time. 
He stated that Southwest's average dividend yield from Januar.y to 
June, 1982 was '2.96~. He testified that one method traditionally 
employed in determining dividend growth rate is to use historical 

erowth rates. The following table shows Southwest's compounded 
growth rates. 

Compounded Growth Rates - Dividends, Earnings 
Per Share and Book Value Per Share 

Earnings Per :Book Value 
Year Dividends Share Per Share -
1971 51 .00 $1.;0 S 9.94 
1972 1.00 1.24 10.2; 
197'3 1.00 1 .12 10.48 
1974 1.00 1. '34 10.82 
1975 . 1 .00 1.20 10.49 
1976 1.00 .84 10.17 
1977 1.00 1.47 10.7; 
1978 1.0; 1 .10 10.5; 
1979 1 .085 1.57 11 .12 
1980 1.145 .91 10.67 
, 981 1 .1 6 .92 10.;7 

5-Year Growth 
(1976-1981) ;.01~ , .84~ .;9 

10-Year Growth 
(1971-1981 ) 1.50 • (3.40) .42 

- 9 -



• Mowrey ~oted that Southwest's compounded growth rate during 
the above period r~~ges from a high of ~.01~ for its 5-year dividend 
growth rate to a low of mi~us ;.40~ for its 10-year earnings per 
share growth. He does not believe that any investor would be willing 
to invest capital when confro~ted with the expectation of ~egative 
growth, such as portrayed in connection with Southwest's 10-year 
earnings per share growth. He believes that the 10-year picture is 
heavily influenced by Southwest's poor earnings performance during 
1980 and 19B1; that these latter showings reflect investors' 
realizations, rather than expectations, ana are therefore ~ot 
appropriate for Dcr analysis. 

Mowrey stated that another method ofte~ used in lieu of 
historical growth rates is to estimate a utility's sustainable growth 
rate. He said this is accomplished by multiplying the expected 
realized rate of return on book equity times an expected retention 
ratio. The retention ratio is equal to one minus the dividend payout 

4Itatio; i~ other words, that portio~ of earnings which will be 
retained by the utility to produce additional earnings in subsequent 
periods. He expressed his opinion after reviewing the historical 
data, as well as Southwest's own projected return on equity, that a 
reasonable expected return on book equity is 12.5~. He reviewed 
Southwest's payout ratio for the last five years and concluded that a 
reasonable dividend payout ratio for Southwest was about 7~. (He 
believes that Southwest cannot continue paying in excess of 10~ of 
earnings as it has during the last few years.) Multiplying the 
estimated return on equity of 12.5~ times the retention ratio of ;~ 
(1-.70) produces a reasonable expected dividend growth rate of 
3.75~. Thus, Mowrey's DCr analysis indicates a reasonable investor 
expectation for Southwest is about 16.75~, determined by combining 
the.investor's current yield of approximately 1~~ with his prOjection 
of Southwest's sustainable growth rate of ;.75~ • 

• - 10 -
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• The witness tested the reasonableness of his projection. 
Eighteen of the 20 comparable companies he used in his analysis are 
published in Value Line Investment Survey (Value Line). Using the 
projections of retention ratio and return on equity shown in Value 
Line for these comparable comp~~ies, Mowrey performed a DCr analysis, 
combining each utility's estimated growth rate with its most recent 6-
month dividend yield. Ris study indicates that investors require 
average returns on equity between 15.85~ and 17.47~ for these 
comparable companies. Mowrey concluded that his recommendation for 
Southwest reflects results consistent with investor expectations of 
utilities and therefore meets the legal requirements of the oft-cited 
U.S. Supreme Court ~ and Bluefield deeisions. ~he results of this 
latter study are shown in the following table • 

• 

• - 11 -
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SOOIlMm' GAS ~TICN b 
V1 

Comparable Companies-Sustainable Growth ~ 
. li>del Uslr1& Value Line ProJectia18 ~ 

~ 

ts 

I I 17 : 17: I 
:Vahle Line: - : ProJected: Dlvldend: : J/: I 2/ : 
: Report :Projected:Eamlngs/: Payout :Retentloo:ProJected: })cpected :DlvTdend: Investor : 

canpany I Dated : Divldeods I Share I Ratio I Ratio I R.O.E. :GroWth Rate: Yield .Olscount Rate: 

Gas Utilities 

Bay State Natural Gas 4-16-82 $3.30 $5.25 62.9% 31.1% 15.0% 5.5~ 12.54% 16.11% 
cascade Natural Gas 4-16-82 1.50 2.11J 62.$ 31.5 15.0 5.63 12.79 13.42 
Comectlcut Natural Gas. 4-16-82 2.35 3.10 75.8 24.2 15.0 3.63 1l.03 16.66 
Indiana Gas Co. 4-16-82 3.75 6.30 59.5 40.5 15.5 6.28 12.05 18.33 
Laclede Gas Co. 4-16-82 2.95 5.50 53.6 46.4 14.5 6.73 12.23 18.96 
Hlmeeota Gas Co. 4-16-82 2.15 6.30 43.7 56.3 16.0 9.01 11.08 20.09 
Northwest Natural Gas 4-16-82 1.70 2.50 68.0 32.0 14.5 4.64 11.46 16.10 
Piedmont Natural Gas 4-16-82 2.30 4.25 54.1 45.9 15.0 6.89 10.83 11:72 
Washlngt4:;O Gas Light 4-16-82 3.85 5.50 70.0 JO.O 11.0 3.30 9.59 12.89 

1:; Average 61.1% 38.9X 14.61% 5.74% 11.73% 17.'47% 

Combination Utilities 

Central Hudsoo a.E 7-02-82 $2.90 $4.20 69.1% JO.9X 14.$% 4.48% 13.22% 17.10% 
Crotral Illinois Light 4-30-82 2.10 2.80 75.0 25.0 12.5 3.13 12.76 15.8? 
Interstate Power Co. 4-30-82 1.90 2.50 76.0 24.0 12.5 3.00 12.50 15.50 
I<1Ja Southern Utilities 4-30-82 3.10 4.55 68.1 31.9 13.0 4.15 11.44 15.59 
Missouri Public Service 4-30-82 1.24 3.05 1i).1 59.3 15.0 S.90 6.17 11.67 
t-bltana-Dakota Utllities 4-30-82 2.45 3.50 70.0 30.0 13.5 4.05 10.38 14.43 
Sierra Pacific Power 6-11-82 1.90 2.30 82.6 11.4 14.0 2.44 13.16 15.60 
Soothern Indiana ~E 4-30-82 2.50 4.45 ~.2 43.8 14.0 6.13 9.92 16.05 
Wisconsin Public Service 4-30-82 2.50 3.60 69.4 30.6 14.0 4.28 9.92 14.20 

Average 67.5% 32.5\ 13.67X 4.$1% 11.34% 15.8~l 

1/ Source-Value Line. 

2/ Averap.e Yield Jan-Jooe 1982, Avg hi-low fur IOOClths. 
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• ~he following table eombines Southwest's test period 
eapital strueture ~~d embedded eost faetors with various earnings 
rates on eommon equity ranging from '5.5~ to '7.5~ . 

• 
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• 

1983 

long-Tern Debt 47.00% 
Preferred Stock 12.50 

Q:mnon Equity 40.50 

Total 100.001 

After-Tax Coverage 

• 
soon~ ~ OORroVtT1CN 

Detemlnation of Rates of Return Required to Recover Hrbed:Jed 
Cost of Debt ml<I Preferred Stock at Var1QUS Asstroed Rates 

Of Return en Cooroctl Equity - Average Year 1983 

10.64% 5.00 5.00 5.00 5.00 5.00 5.00 

11.11 1.47 1.41 1.41 1.47 1.47 1.47 

6.28 6.38 6.1,8 6.S8 6.68 6.78 

12.75X 12.85% 12.95% 13.05% ·13.15X 13.25% 

2.55 2.51 2.59 2.61 2.63 2.65 

11 Capital Ratios estlmated (n al average-year Basis. 

2/ As sho.n in Tables Nos. 6 ald 81 E<hibit 15. 

5.00 5.00 

1.47 1.47 

6.89 6.99 

13.36% 13.lf6% 

2.67 2.69 

• 

5.00 

1.47 

7.09 

13.56% 

2.71 

> • 
~ 
b 
'" 
~ c.... 

~ 
~. 
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• :he above table chows that a change in the common equity 
return 0: 25 basis pOints results in a change in the overa~l rate of 
retur:'l of apl'roxil:la te1y 10 cru':.is point:;;. 

Mowrey believes his re~o==encation will balance the 
i~tcrests of invectore and custol:lers. allow Southwest the opportunity 
to ~eet !ixed charge require~~nts, pay a suitable dividend, provide 
l:Ioderate adcitiono ~o retained ~arnings and restore Southwes~ to 
better !inanci~l health. 

Southwect stipulated to the =idpoint of the staff 
reco~endation !or return on Co=oon equity.i j ... .:I C'; "'0'" c"oc:o~ . v........ .. v lito tJ"'-
exacine ~jo· ..... rej. EO'Hever t the A'LJ inCiuiree concerning the ti:le at 
which Mowrey !or:ulated his recol:lcend~tion ~nd ~hether any 
si~i!icant changes had occurred recently in the financial world 
which would cause hio tC) alter his recoLtoenc.ation. Mowrey · .... as also 
asked concerning his opinion about the risk pre~ium attached to a 
pure gas co:pany such as South~est, cOl:lpared with an electric utility 
~a co:bination gas and electric utility--especially an electric 
~~ili~y with nuclear generating plants. 

Ee replied that if an investor we~e to compare Southwest 
with electric utilities, the n~clear issue could be a very strong 
co~sice~ation: ~hat this issue haz been a very real ~actor subse~uent 
to the Three Mile Island accident. ne ~tated that the nuclear 
~actor, however. at le~:t in California, is so~e~hat mitigated 

. because ?aci~ic Gas ~nd Electric Co~pany (PG&E) end Southern 
Cali~or~ia Edison Co~pany (SoCal) projects are co~ine to completion 

1 We must pOint out that a stipulation between parties does not 
bind the CO~ci3sion which muet ~ake it~ decision based on all the 
facts and circuostances before it . • - '5 -
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tit hopefully will be on line soon. He test1tied that elect~1c 
u~ilities are still on the whole riokier than gas utilities, .bu~ that 
the gaa ~tilitJ risk has been .. increasing; that the yield requirea on 
gas ~tilities has been increasine,~nd the gap closing between what 
investo~e will demand from a straight electric versus a gas ~tilitj. 
Asked whether some inve3tors might view a pure gas company as 
Virtually a "no-lose" invectment in light 0-; their abilitj to :-ecover 
costs which had not been ~orec~st through balancing accounts. Y.o~rey 
statee that wh~lc balancing accountz are currently in effect, this is 
not ~o say that they will remain so indefinitely. H~ also ooserved 
that there is the ~cditional risk, as g~~ prices increase, that 
custo:ers can be dr!ven off-line to alternate sources. 

Atter conSideration, we believe tha~ the mic?~int o~ the 
stat! reco:mendation (16.75%) on common equity vou~d be an excessive 
allowa~ce for us to authorize Southwest at this ti:e. We ~e2iev~ 
tha~ ~ return of 16.~ on co~mon e~~lty would acco=?lis~ the 

•
ctives set forth in the ~ anc Bluefield d~ci=ions 

... 'o"'~""t! rea<:!o ...... · ... \.0.1. .... ~ .... e- .;;} ...... Wot 

2. 

• 

Th~ ~rice rate i~ trending downward and 
is currently below 12.0%. 
W~ile the return on equity at the staff 
~idpoint would re~ult in ~ times 
interest coverage of 2.65. a return of 
16.0~ will still result in a 
re~pect~ble coverage of 2.59. 
Rete of return i~ nothing else than t~e 
eost of canital. While we concur that 
Southwest did not experience good 
ea:~inge du:ing '980 and 19S" we a~~ 
concerned here with ca?ital costs in 
future years. The equity allowance and 
resultant coverage~ will be reason~ble 
in light of present and fu~ure 
circu~stanccz currounding this 
proceeding . 

- 16 -
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• 4. Sales adju$t~~nt, balancing account, 
ene attrition ~~chanis:s will hel~ to 
ensure that Southwest has adeouatc 
op~ortunity to-realize the authorized 
rate o~ return. 

5. Risk-free issues (Treazury Bills) have 
been and ere currently selling at ra~es 
less than 10%. 

Ther~ was a considerable out~ouring of sentiment cxpreczed 
at the public witness hearings conducted in Victorville concerning 
the ca&~itude of the rec.uested (about ~O~) increase. ~ . • ne 
correspondence section o~ the !or:al file contains over 80 letters 
fro: r~tepa1erc re~iding in thie district who are concern~d about the 
inere~$ez. We are ~indful tha~ it is the ratepayers who are 
co:pensating South~est for it: cost of ca~ital, and o~ the z~verely 
ailing econo:y affecting cany of thos~ custo:ers. 30wever, in 
setting a reasonable rate of return for a utility we oust also 

•
sider all the econo:ic nnd financial circumstances prevailing in 

. ~ ~arketplace in which the utility must co:petc for capital. W~ 

must bal~nce these needs with the needs of the ratepayers in reaching 
our cecision on rate o~ return. 

We will therefore authorize a co~~on e~uity return of 16.0% 
for i98? ana 1984. !n view of the subst~ntially lower prime and 
Treasu~· 3i11 rates now prevai1ing. as comp~red to those upon which 
the p~rties' testi:ony was based, and considering Southwezt's 

7 
333/Eaa" bond ratings, we will project ~ 14~ interest rate for 
Southwest'o long-term debt financing in both 1983 and 1984. We will 
co:bi~e ~hese adoptee rat~s with the staf~'e capi~alization ratios 
shown in the ~o11owing table . 

• ~ 17 -
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• CO:lpO!'lent 

!,o:lg-Ter: Debt 
?re!'e:-red Stock 
Common Eq,uity 

!,ong-:'erc Debt 
?referree Stock 
Co:=on Eq,uity 

Capitalization 
Ratios 

•. ', 1.98':5 

47.00% .. 
12.50 
40.50 

100.00 
, 984 

1.7.00% 
12.50 
40.50 

100.00 

Cost -
10.60% 
11 .77 
16.00 

10.90~ 
11.B8 
1 €. .00 

Weighted 
Coat 

4.98~ 
1.47 
6.4.8 

12.°' .... 

;.121-
i.49 
6.48 

13.00 

w~ are interested in and appreciate the efforts of the 
sta!f in developing its recommendation, particularly the capital 
attraction (DCr) analyses per!Oj~ed in connection with Southwest's 
capi tal costs.. ?':owever, w~ ha'le neve:, set retu:'n 0:1 eq,ui ty by use of 
a !or~la or a single type of a!'lalysis and we decline to do so here. 
~must set return on equity on a case-ny-case basis considering a;l 
the econo~ic factors prevailing at the time of our eecision. 
Federal !nco~e Tay.es 

At the close of the evidentiary hearings. the ALJ directed 
the sta!! ~~d Southwest to sub:it late-filed exhibits eemonstrating 
the e~fects of the Tax Eq,uity and Fiscal Responsioility Act of 1ge2 
(TE??~). The exhibits were filed on Septe~ber 20. 1982. Coneur:'cnt 
briefs verc also ordered by the ALJ ~or the single purpose of 
addreSSing proper ratemakine t:'entocnt to be accordee Southwest's tax 
ex,enses in :i&~t of the Eeonooic Recovery Tax Act o~ 1981 (E?':A). 

Under ERTA an Accele:'ated Cost Recove~ Systeo (ACRS) is 
pe:-mitted. Essentially, this syste~ allows a r~pid depreciation of 
assets for tax purposes. T~is. in ~urn. results in a de~erral o~ t~x 

• - 18 -
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e 
liability. It is required under ERTA that benefits from ACRS be 
normalized. However, for plant-in-service prior to Janu&r,r 1, 1981, 
ordinar,r depreciation, permitting flow-through of benefits to 
ratepayers, is permissible. The staff, in its approach, has flowed 
these pre-1981 benefits through to the ratepayer. Southwest has 
normalized pre-1981 taxes as well as the post-1980 taxes calculated 
under ERTA. 

Southwest notes that it is required to adopt normalization 
accounting in its proceedings before the Federal Energy Regulator,r 
Co~ission (FERC); that it would be more convenient for Southwest if 
there were uniformity in ratemaking ~~d accounting methods in each of 
the jurisdictions where it appears. Southwest also states that full 
normalization commencing in 198~ would be beneficial to future 
ratepayers. It based this argument upon the assumptions of static 
growth ~~d no provisions for deferred taxes. 

Southwest requests that we approve a full normalization 
eethod of accounting commencing with 198~ on all of its property, ~~d 

the use of the "South Georgia" method of allocating reserve 
deficiencies on the pre-1981 depreciable property. The South Georgia 
method, adopted by the FERC in May 1978 recognizes that when a 
company goes from flow-through to normalized accounting, some 
additional amount of recovery must be calculated to make up for the 
deficiency in the tax reserve collections from the flow-through 
method. Thus, the South Georgia method would be applicable to pre-
1981 property of Southwest, assuming full normalization; it would not 
be applicable at all under staff's proposal to accept only post-1980 
property normalization under ERTA. Southwest's witness conceded that 
the short-r~~ge effect of using the South Georgia method would 
increase the revenue deficiency by about $440,000 in 19~. Southwest 
asserts that the "crossover" pOint, where Southwest's book 
depreciation will exceed tax depreciation on about 9~ of its assets 
(distribution pl~~t) will be 1984. It believes that unless the 

e 
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• Commission allows for the recovery of reserve deficiencies in this 
proceeding, the next general rate case for Southwest will indicate a 
need for a higher recovery of tax expense through rates than if 
normalization and use of the South Georgia method is allowed on pre-
1984 property in this case. 

The staff believes that while regulatory policy should not 
be shortsighted, neither should it sacrifice present tangible 
benefits for uncertain future ones. 

Stat! witness Nettie Fabian agreed that the point where 
Southwest's distribution plant book depreciation would exceed its tax 
depreciation is in 1984, and that about 90~ of Southwest's total 
pl~~t is distribution pl~~t. She stated that after the crossover 
point has been reached, straight line depreciation methodology would 
be used over the remaining life of the pl~~t; that this would be true 
whether Southwest were a flow-through or a normalized comp~~y. 

We have traditionally authorized rate increases based upon 
~ccounting procedures which produce the lowest immediate costs for 

ratepayers. This should be especially true in the dynamic area of 
federal income taxation. The economic circumstances which prompted 
the passage by Congress of ER~A ~~d TErRA in 1981 and 1982 are still 
present and perhaps more compelling. 

Since the evidence in this proceeding is uncontroverted 
that Southwest's ratepayers will benefit now ~~d in the immediate 
future if the flow-through methodology is used for pre-1981 benefits 
the staff position has the greater merit and will be adopted for the 
purposes of this proceeding. 
Co~ervation 

At the time of hearing an issue existed due to uncertain 
l~~guage contained in D.82-07-096, dated July 21, 1982, in A.60555. 
The.summary of the decision and findings of fact spoke in terms of a 

• - 20 -
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• balancing account being established in order to record expenses of 
Southwest's Residential Conservation Service (RCS) as well as its 8~ 

. loan programs. However, Ordering Paragraph 6 of the decision 
addressed only the 8~ loan programs. The deciSion has since been 
modified by D.82-10-048 (dated October 20, 1982) in response to a 
petition filed by Southwest. Therefore, our adopted summary of 
earnings will not include costs for these 
will be covered by the balancing account. 
this approach. 

two programs, since they 
Southwest concurs with 

The sta!f's Energy Conservation Br~~ch (ECB) presented an 
analysis of Southwest's proposed energy conservation activities for 
1983 and 1984. Southwest had initially requested funding of its 
conservation programs in amounts of $577,500 for 198; and $524,000 
tor 1984. ECE ~~alyzed the proposals and met with Southwest to 
discuss moditication of the programs in light of more recent 
experience and Commission policy. As a result Southwest revised its 

epPlication ~~d now requests funding of $474,500 for 198; and 
~416,000 for 1084. BCB's analysis indicated that the programs 
proposed are cost-effective and appropriate. ECE recommends, 
therefore, that Southwest's proposed programs and expenditures, as 
revised, be adopted except that funding for Southwest's Big Six 
Program should be expanded to include the 8~ lo~~ program ordered by 
D.82-07-096. 

Southwest's general conservation program includes the 
following activities: an energy conservation contest; customer 
conservation messages; its Big Six Program, intended to reduce 
natural gas consumption through installation of attic insulation and 
conservation devices such as weatherstripping, caulking, duct 
insulation, water heater insulation and low-flow showerheads; a new 

• - 21 -
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• construction program, encouraging the use ot ener~-ef!iciency design 
standards exceeding local, state, and federal st~~dards; an appliance 
conservation program, promoting the conversion of electrie water 
heaters to new high-efficiency gas units; a conservation device 
program, involving installation of efticient thermostats, swimming 
pool covers, hot water pipe installation, faucet repair kits, etc.; a 
pilot turn-otf relight program; a commerCial energy audit program; 
~~d a low-income weatherization program under which Southwest will 
audit and install insulation, caulking, water heater blankets, and 
low-flow showerheads, in 500 low-income homes during 198;. 

Both ECB and Southwest anticipate a surplus of unspent , 
conservation funds remaining at the end of 1982 of about $144,200. 
ECB believes these unspent funds should be used to help fund the 198; 
and 1984 programs. ECB further recommends that Southwest's present 
conservation activities, except a baSic informational program, be 
discontinued on December )1, 1984. It suggests that after that date 

~~lY cost-effective programs should be implemented for which a 
substantial market exists. , 

ECB believes Southwest's revised expenditures for 198;-1984 
are reasonable; but that due to the large antiCipated balance of 
unspent funds remaining at the end of 19a2 the funding level'allowed 
in rates must be reduced. Recommended tu.~ding levels contained in 
Exhibit 17 for 198; and 1984 were calculated as follows: 

198) recommended expenditures 
1984 recommended expenditures 

Subtotal 
Less Unspent Funds 
Total 

Annual Funding Level tor 198~ and 1984 

$497,600 
4l2,400 
940,000 
144,200 
795,800 ~ 2 

$;97,900 
Upon request, Southwest furnished ECE with information 

concerning remaining market potential for conservation. This 
information is'set forth in the !ollowing Appendix D, reproduced !rom 

4I5xh1b1t 16. 
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• Stat! asserts that since 1974, Southwest's use per customer 
has been reduced by about 26% and that the remaining market tor 
weatherization is declining. Furthercore, statf observes, as the 
price of natural gas is deregulated, average customer cost of gas 
will approach the avoided cost of gas. 

Staff suggests that Southwest, in its 1985 rate ease, 
provide eVidence that an adequate market exists for any conservation 
activity proposed. except a basic informational program. 

Stat! suggests the following priorities for the recommended 
1983-1984 programs: 

Program Prioritization 

Program Priority * 
General Conservation , 
New Construction ; 

• Appliance Conservation ~ , 

Conservation Devices .2 
Pilot Turn Off/On 1 

Solar ; 
Commercial EnerB1 Audits ; 
Low-Income Weatherization 1 

Water Heater Replacement 2 
ReS Energy Audits M 
8~ lo~~s M 

* Priority 
1 

Description 
Relatively large energy savings directly 
attributable to program. 

2 

M 

• 

Relatively small energy savings directly 
attributable to program. 

No energy savings directly attributable 
to program. 

Mandated program. 
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• The staff deems Southwest's cO:lserva.tion pe:-:f'orce.nce "quite 
goo~". noting that ave:-age recidential gas use ha.s been re.ducee on a 
par vith the.t of PG&E a:ld So(:a1. a.nd at a ouch lower cost pcr customer: 
Southvest - 37.38; PG&E - $2;.20;~SoCal - $10.66. Furthermore, the 
stat! evaluation of the programs propose: by Southwest is that they 
a.re "cost-effective, wo:-t1n;hile and appropriate." 

We believe i~ p:-cmature at this time to order termination 
of Southwest's conservation efforts at the end of 1984 b~$ed upon the 
evieence before u:. The information which South~est furnished the 
stat! indicates only a limited realistic ~arket potential in some 
cat.ego:oies for 1984. But other areas show continuee promise, e.g. 
conservation devices such as showerheads'~ne water ~eater blankets, 
pilot turn-off (even though some of these efforts will be made by 
informee custo~ers regardless of Southwest's progra~). ihe 

~nother examination should be ~ade of the potential for energy 
~ngz when the co:pany iz aS3e~bling its 198; rate case. The data 
available at that time will ~e closer to and ~uch ~ore mea~ing~ul 
regareing Southwest's post-192·4 operations tha~ that currently 
available. Pu:the:~ore, Southwes~ projects an increase of almost 
5.000 customers for 1q83 alone. We do not intend to burden 
ratepayers with higher r&tes eue to questionably cost-effeetive 
progra:s. Tho:e not shown to be clearly cost-justified will not be 

.funded in the next general rate case. 

We are troubled by one of Southwest's proposed co~servation 
progra:s, tne epp11ance conservat.ion p:og:aQ, intended to promote 
conversion of electric water heaters to hi~~-efficiency gas units. 
We perceive the pri~ary effect of this program to be the promotion of 
increaeee use o~ natural gas, rather than its conservation. 
Ratep~ers should no~ be required to fund programs which promote one 
utility's se:ovice over that of another. We will, therefore, disallow 
the $19,800 in expense projected for this program in 198;-84 • 

• - 25 -
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• We wil~, otherwise, adopt the 1983-1984 fu~ding 
recom~encationc contained in st~ff Exhibits 16 and 17. R~we~er, 

since ReS ~~d the 8% loan pr~grams are covered by a balancing account 
we vill reduce the fundine levels,accordingly. Additionally, th~ 
8144,200 of unspent funds =hall be ap~licd to the balancing account 
for the ReS ane the 8% weatherization programs. The adopted funding 
levels are: 

• 

198~ Reco~~ended Expenditures 
1984 ?~co:me~ded Ex,enditures 

Subtotal 
Less 198;'/84 Ap~liance 

Conservation ?rograc 

Aeopted Annual :unding 
~evel for 1983 and 1981 

Ac. 909 - Informational and 
!nstruction~l Advertising 
E~enses 

~otal Customer Service and 
:n~ormational E~ensez 

S~=:ary of Earnin~s 

~264,500 
206.500 
471 ,000 

- 19.800 
~45i ,200 ~ 2 . 

$225,600 

$239.200 

~he information shown in the following table reflects 
Southwe~t's adjusted estimates, the staff's esti:ates, the effect of 
disp~tec ise~es, ERTA, TEFRA, and adopted rev~nues and expenses ~or 
test yea~ 1963 • 
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Ecti~ated and Adopted Su~~a~y of Earnings 
':'~st Yea.r 1?B; 

... '. At Southwest Proposed Rates 
Ite::: - • Staff Utilitv Adopt~d 

(Thousand of Dollars) 
O~erating Revenues 

O~!?~T:NG EXPENSES 
O~her Gas Supply Expenzez 
~~~~scission Expenses 
Distribution Expenses 
Customer Accounts 
Custo~er Service a~d !n~o. 
Sales Expense 

S"Jbtotal 

Depreciation & 

• ""o-·.: ... a·~o ... .... __ "'_w \;,. .... 
Taxes Other Than !nco=e 

Federal Income Tax 

~20,308.4 

4.; 
2,293.4 
1 ,867.5 

297.0 
46.0 

1.540.~ 

26.356.9 

1 .5~2.;; 

340.9 
71.1 

2,981.0 
Total Operating Expenses :'1.342.2 

Net Operating R~venues Adjustd. 5.672.0 
Rate Base ;'2,74?' 
Rate of Retur~ 17.32% 

• - 27 -

536.981.4 

20.31i .1 20,308.4 
5.9 4.; 

2,447.4 2,29~.4 
2,080.9 1 .835.~ 

~44.8 2;'9.2 
54.2 1.6.0 

1 .486.0 1 z214.~ 
27.0;'0.3 26,241.2 

1,695.3 1 ,592.;; 
374.2 340.~ 

104.3 65.6 
2.648.9 1 ti57.0 

;1,853.0 29,997 .0 

5.129.4- 4,2~5.3 

35,302.5 32,756.:: 
14.5?i~ 12.93% 
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• Incl~dee in the sum~ary i3 reflection of Southvest'e sale and 
leaseback of its headquarters building in Las Vegas. Thi9 causes Sn 
1nc~ea8e in ae~inistrative Gxpenees of about $189,000. The increase in 
expenses is more than offset oya corrcs~oneing reduction in allocated 
coaco~ ~lant and reserve. A ~et ratepayer savings of about $RO,OOO has 
been achieved through this transaction. 

The adopt~d eum~ary also refl~cts salary increases o! 5~ for 
1~e;. Southwest has placed a ~reeze on the hiring of new employees. 
A'ttrition 

So~thwest had originally re~ue~ted about $1.6 =illion in 
aeditional revenue co:mencing in 1984 du~ to operational and financial 
attrition. Eased on our adopted Summary of Earnings, the staff hao 
eetermin~d that an additional S, ,524.800 will provide ade~uate revenue 
for ~984 attrition. Staff's esti~ate contains the following elements: 

• 
FinanCial Attrition 
Operational Attritio~ 

Nonescalation Elemerots 
Escalation Elements 

La'bor ~ 5~ 

Nonlo.bor ~ B.2~ 

64.600 

953,000 

202,400 
295.600 

Total 1.515,600 
Sta~~'s 8.2% escalation of nonla'bor expense, 'based on the 

Modified Producer Price Index (MPPI), is calculated by weieh~ine 
. vario~s elements of the Producer Price :ndex and th~ U.S. Consumer 
Price Index-Wage Eajner (CP!-W) a.s follo'wo: 
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• Moci!ied P~oduce~ Price Index 

Cate~o:-y 

Producer Price !~eex 
Energy 
Che:licals 
Rubber & Plastics 
LU:lber & "wood 
Paper &: Pulp 
Metals 
Yl~chinery & Equipment 
Transportation E~uipme~t 
Other Industrial 

Co:modities 
C?!-W 

% We i,c:ht 

7.52 
Q.34 
4.72-
4.23 
6.22 

27;.00 
19.65 
1:'>.40, 

6.77 
5.00 

100.00 

Code 

057 
06 
07 
O? 
00 
10 
1 1 
14 

INDO (DRI) 
Crn1 

Staff's fina:lcial att~i tion s .. ~d the l1onescalation portion of 
ope~:ltio::.al att~itio:'l is reasonable and will be adopted.. Staff's 
:lethod of determi:'ling ~onlnbor escalation (MPPI) will be acopted: 

~wever, the staff's determi!latio!'l of esc:').1ation r~t~s is premature :lnc 
~ll be postponee to a date closer to the a~trition year 1~~4.. With 

regard to labor escal~tion we will use the l::).te~t aV:l.ilable index~$ 
from the U.S. All-Urb~n CPl. 

In orde~ to reflect the latpot ~v~il~ble indexe~. Southwest 
should file by October 15. 10~~ an Advice Letter setti~e forth the 
appropriate esce.lation :::\.nc :;.onescn.latiol1. ::lmou::'.ts. 
Rate Desi,c:n 

Southwest's Southe~n CRJ.ifornia Division is engn~~d in the 
ietail sale of na-:uro.J g~s gel1e'!"ally i11 Victorville. Earstow, a.nd 'Big 
:Sear Lake, all situated. in SI!l.n Bernardino County. Southwest serves 
about 4;,250 customers in this Division ano projects an increase curing 
1983 to about 50,~40. 

Table 1 develops South'flest' s I~S,S mOorgin for 10 P'''.Ij based upon 
our adopted results 0::' ope:-ationz. "G:':13 marein" is definec as test 
year operating revenue less the cost of purch~sec gas, including 
associated franchise fee ~nd uncollectible costs. Table 2 develops 

.uthwest's reve:'lUe req,uirements for rate design purposes .. 
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• TABLE 1 

1983 Gas Ma~si~ Derivation 
::'ine 
~ Iteo 

1 Gross Revenue 

tess : 
2 wncollectiblec ~52.9 
3 P~anchise Pees 325.9 
4. ':otal rSou 
5 Net R~venue 
6 ?&U ?actor for Cost Item 

(L.4 ~ :;:'.5) x 100~ 

Cost of Gas 

2.021i~ 

.., 
R 
o 

?urcnases ~20,;'05.00 

10 

F&U Q2.0217% 410.50 
?GA Coot (t.7 - L.8) 
Revenue Re~uire~ent for 1983 
Gross Gas Margin (L.10 - :;:,.~) 

- ,0 -

" 

Amount 
(Tnousa:1ds) 
$34,242.; 

678.4 
3;,553.9 

20,71,., 
34,2~2.~ 

13,516.B 
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• 

• 

Line 

1 

2 

7 

o .. 

No. 

TABLE 2 

REVENUE REQU!REMENT 
Easee o~ the Adopted Ma~e1n and 

May ~. 1~82 Cost of Gas 

Cost of Gas ~ ;-4-82 Rates 
Purchases (54,1~1 .400 th ¢ ~0.420~e) 
PGA Balancing Account (Annualized)* 
Subtota.l 
F&U e 2.02~7tf, 

PGA Cost 

Gas r.a:-gin 

SAM Ealanoing Account (Annualizee). 

Revenue at Present Rates 

~nc:-ease 

* Ealancing Account Revenucz !ro= Schedu!~ 
of Advice Letter 292 as authorized by 
Resolution G-2466 dated May 4, 1~82. 

Table ;, Adopted Rate De3i&~ - Revenues 
at 5-4-82 Rates (p. ,6) 

. . 

Amount 
(Thousands) 

~22,724.6 

~O.2 

22 ,~24.~ 
461 .5 

2" 28~.5 

;,255·4 

5,837.6 

Southwest's present rate design consists of three tiers plus 
a S3.50 custocer charge. !t originally proposed to elicinate the 
residential third tier and to increase the monthly customer charge to ....... 
$5.50. It later amended its customer charge recommendation and now 
suggests that it be increased to ~4.25, the same charge in effect in 
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e 
its Placer County service area. ~he staff concurs with Southwest's 
recommended elimination of the residential third tier ~~d increasing 
the Schedule G-91 (special service) charges, but is opposed to 
increasing the monthly customer charge. Staf! believes the increased 
customer charge, as recommended, while affecting all customers equally, 
would do little to those who have only minor use. It therefore 
proposes a minimum bill concept for residential customers. 

Sta!~ determined that a minimum bill of ~16.75 per month 
would generate about $500,000 annually, the majority (about A1~) being 
collected in the summer months. Staff also determined that about 44~ 
of the summer bills and 8~ of the winter bills would be at the minimum, 
the crossover point for a regular bill being at 21 therms. It 
arbitrarily set its minimum charge to approximate 6~ of the average 
monthly cost of service ($27.0;) and to have a crossover pOint lower 
than the average residential summer use of 27.0 therms per month. The 
star! witness testified that the only reSidential groups with average 

eu=mer use below 21 therms are the space heat only customers in the 
Barstow ~~d Victorville areas at 9.1 therms, ~~d the second-home 
customers in Victorville and Big ~ear areas at 18.0 therms. 

Staff notes that the current lifeline rate (~ier 1) is set to 
approximate 8~ of the system average rate; it proposes retention of 
that relationship. 

Southwest's current GN-~ (commercial-industrial) rate is 
referenced to 90~ of the price of No. 2 fuel oil. The last reported 
price for No.2 fuel oil was 71.14¢ per therm equivalent. Using the 
90% reference, the GN-~ rate would be 64.0;¢, which is below the 
lifeli~e rate. Statt recommends theretore that the GN-; rate structure 
be modified as follows: the rate should be referenced to 92.5~ of the 
No.2 fuel oil price or the ~ier 1 (liteline) rate, whichever is 
greater; but in no case should the rate exceed 95~ of the No. 2 fuel 
oil. Staff notes that referenCing the GN-; rate to a percentage of the 
No.2 fuel oil'price permits periodic fluctuations in the price of oil 

e 
- ;2 -



A.82-07-05 ALJ/jn/vdl 

• si~ce gas rates are normally set tor periods of at least six months. 
It recommends that the Tier 2 rate (applicable in connection.with 
Schedules G-1, G-IN G-5, equivalent, G-7, GN-1, GN-2, GS, and GM) be 
set residually. 

!n summary, the staff's recommended rate design is as follows: 
s. Establish a residential minimum bill of 516.75; 
b. ~ier 1 (lifeline) rate be set at 8~ ot the 

system average rate; 
c. GN-3 rate be set at 92.5~ of the No. 2 fuel 

oil price; and 
d. ~ier 2 rates to be set residually. 
e. Tier; be abolished. 
Staff believes that the Commission's conservation 

objectives will not be compromised by the elimination of the ~ier : 
(residential) rate since present volume accounts for only 2.5~ of 
residential sales (1 .9~ o! total sales) and is used by only 2~ of the 

•
esidential customers in the district. Further, adoption of its 
ifferential of .22¢ between first ~~d second tier rates will 

encourage conservation efforts. 
The prinCipal reason for the staff minimum bill 

recommendation is to generate more of Southwest's fixed costs from 
minimum use customers. The minimum bill of $16.75 would include the 
$;.50 customer charge. Since most of its revenue (81~) would be 
collected during the summer months, this approach would mitigate cash 
flow problems. Residential users with average summer use below the 
crossover point of 21 therms are the space heating only customers in 
Earstow and Victorville at 9.1 therms, and second homes in 
Victorville ~~d Big Bear areas at 18.6 therms. The minimum bill will 
affect these people mainly during the summer months. Those in 
Victorville and Big Bear using 18.6 therms would be only slightly 
affected. Those customers in Big Bear who may be summer-only users ana 
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• who might desire to av01d the minimum bill charge of $16.75 during the 
wi~ter months p could elect to have their gas service shut ott during 
the winter. Under Southwest's Schedule G-91 p there would be a charge 
of $18.70 to reestablish service in the spring it same day service is 
requested. It the company is allowed to schedule the service on other 
than same day, no charge is assessed. 

We concur with the staff recommendation concerning 
Southwest's commercial-industrial rate design. However," we have 
reservations with respect to the recommended minimum bill approach 
for the residential rates. Our chief concern is with the minimum 
billlevel-S16.75. There is a substantial group of customers in the 
Barstow and Victorville areas who presently pay considerably less 
th~ that amount. Some pay only the customer charge ot $;.50; and 
the average space heat only use in Barstow is about 6.6 therms, 
producing bills of about $7.80. We are concerned that doubling this 
charge would defeat conservation incentives. We believe the 

~creases are better placed in the commodity portion of~he rate 
structure. However, we recently adopted a customer charge of $4.25 
in Southwest's Placer County service area. This is the company's 
suggestion for its Southern California Division. 

Primarily in the interest of conservation ~~d for 
consistency throughout the company, we will adopt the $4.25 customer 
charge here p combined with the two tier rate des1gn. There will be a 
sufficient difference between first and second tier rates to 
encourage conservation, ~~d such a two tier design will be more 
easily administered. Further, pilot light turn-off efforts will be 
more meaningful if we keep the minimum amount a customer must pay at 
a lower level. In effect while it may be desirable that minor use 
customers pay a larger portion of fixed expenses, eonservation is a 
more important consideration at this time. We are increasingly 
concerned, as energy bills become a greater percentage of customer 
living expenses, that ratepayers get a tangible reward for their 

• 
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• conservation efforts. ~here is little that an average ratepayer can 
do to avoid higher ener~ costs except conserve. Southwestfs 
authorized increases for 1984 should be spread over the commodity 
rates, and not affect the customer charge. 

The staff also recommended that the wording contained in 
Southwest's Schedule G-91, pertaining to Service Establishment 
Charge, is unclear at the present time. This tariff item c?ntains 
rates for work performed during regular hours ~~d after hours. But 
the work scheduled as "after hours" is often done during regular 
hours if a serviceman happens to be in the customer's neighborhood on 
another matter. Problems arise when the customer receives service 
during regular hours but is billed at the after-hours rate. Statt 
recommends that the "regular hours" designation be changed to "normal 
service", and that "after hours" be ch~"'l.ged to "eXl>edited service". 
The company agreed with the staff's recommendation. We concur with 
this proposed clarification and the proposed charges of S18.70 and 

~37.40~ respectively, for normal ~~d expedited service. 
D.82-01-06; dated January 18, 1982 ordered Southwest to pay 

interest on all customer deposits at the rate of interest applied to 
the deferred cost of supply balancing account. The staff in its 
Exhibit 1; indicated that Southwest's Tariff Rule 5-C had not been 
revised to reflect this. A review of Commission records indicates 
that Rule 5-C still has not been revised. Our decision in this 
proceeding will iterate Ordering Paragraph 3 of D.82-01-06;. 

The rate design as discussed above is appropriate for the 
purposes of this proceeding and will be adopted. It is shown in the 
following Table 3. Rates include cost of purchased gas as of May 4, 
19B2. They do not give effect to any increases contemplated under 
current offset proceedings • 

• - ;5 -
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Cuet.o~~r Mont.hs (559.5 N) 
Tier l!l 

$).~ $ 1,958.3 
25,7S5.1 .5302 13,671.3 

$4.25 
.6156 

Tier 11 
Tier 111 

9,821.4 .6992 6,811 .3) 
_ 874.) .g~/t4 __ 71t1!0~)_~ 

.8355 

Total Resident!&l 

(;()(E~m!!::.~ I5t rls1; 
0u8~er Months (31.1 K) 
G~l, OK-2, 0-5, G-7 (Tier 11) 

I ON-3 ~/ 
w iold Corcerc1a1-IOOljstri&l 
~ 

• Sslell Rovell'lC 

Other OperaUng Revell'leS 

'Ibtal 

Qyer/(l~er) Recovered 

36,486.8 .6372 23.241.9 

3.50 132.0 
12,015.6 .6992 8.443.3 
_ 'J~!2 __ .• 6276 2112hl-

15,574.1 

52,060.9 

52,060.9 .65'/3 

10,''111.0 

31 .. 018.9 

202.0 

34,220.9 

!I Adjusled by 1)4.5 Nth Cor OS discount. 

y 112 fuel 011 t) 11,141/t.h e(}lJlvalent. 

.1453 

4.25 
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.§5_~ _ 

.7695 
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15,873.3" 

8,941. 3 

$ 419.6 
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160.' , 28.2 
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12,551.4 1,780.4 
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311 .. 8 112.8 

40,058.7- 5,831.0' 

0.2 
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• Pindings of Pa.ct 

1. Southwest requ~sts increases in the ratez a.pplicable to 
service rendered in its Soutnern California Division during 1983 and 
1984. 

2. Sout~W~$t is in need of additional revenue; however, the 
increase propo$ed by the co~pany is excessive. 

3. A ra~e o~ return during '9A3 of ~2.93~ on our adopted rate 
base is reasonable. This return will pro·,ide a return on com::on 
e~u!ty of 16.0~ and a ti~ez i~terest coverag~ o! 2.59. It is 

:"easo:.eble th~t SO".lthwest Ol? aut!'loriz~d the Sa.::l0 16.0~ return on 
COc~on e~uity during ~98~. 

4. :he adoptee Sucmary of Earnings shown in the decision 
reasonably esti~ates Southweet'o 1~8~ operating revenues, ex,en3es. 
and :"ate base. 

5. An allowance for operational and financial attrition during 
~, as set forth in Ordering Paragraph 2 is necessary, and will be 
~orized, in oree: to afford Southwest opportunity to earn 16.0~ on 
co::on equity curing 1984. 

6. The staff's c~thod of calculating Southwest's 1983 tederal 
i~co=e tax liability is more reasonable th~n the :ethoe used by the 
co~pany. si~ce the stat! =ethod reoultc in a lesse~ present cost !o~ 
~atepayers. :hc in~or~ation shown in ou~ adoptee Summary o! Earnings 
~roper:y re!1~ct3 the consequences of ERTA and TEP?~. 

7. Southwe~t'8 recent conse~vation efforts have ~een good and 
ha.ve resulted in cost-effective enere;;r savings. Its conse~vation 
progra:s proposed to~ ~983 anc 1984 will be cost-effective. The 
conservation pro6~acs and funei~g reco~mendations ~hown in staff 
EY~ibit 16 and 17 are reasonable, except fo~ deletion of the 

Appliance Conservation ?rogram, which would inappropriately apply 
ratep~er-provided funds to the promotion of increased gas usage. 

S. Rather than terminating these prog:~s with December )1. 

i~84, ~~ ~~alysis of the ~emaining market in 1984 will enable us to 
1IIJSS cost-effectiveness more accurately. Southwest should be 
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~eetee to furnish the Coemiscion with a eost-e~fcetive evaluation 
o~ these same ~~og~a~ el~~entc in its 1985 rate caze. 

9· The cOI:lpany-recom::.e::lded rt-l.te design, consisting in pa:"t o! 
a c~stomer charge of $4.25, ~ill' :es~lt in a greater collection ot 
fixed costs !rom ~inimu~ use customers. 

10. Cancell$tio~ ot the third tier rates io reasonable because 
reSidential zales Rt pres~nt third tier rates account ~or only a 
negligible portion o~ total residential sales. 

11. The 22-cent difference b~tween first ane secone tier rates 
~ill encourage conservation. 

12. The st~f! ~ate design for com~~rcial-i~dustrial users is 
reaso~able. The custo~er charge should not be increased in 1984. 

13. Increaoes in rates ana charges authorized by this eecision 
are justified and ~eaconable; present rates and charg~s, inso!ar as 
they di!fer from those prescribee by this deciSion, are for the 
!~ture unjust and unreasonable. 

lusio:'1z o! !.a·~ 

1. P.evenu~ increases o~ ~5,837,600 or 17.06~ during 1~e; 
(based ove: ~~t~s e!~ective ~8y ~. 1962) e~d a:'l additio~al a:ount in 
1~84, as set forth i:'1 Ordering Paragraph 2, are reasonable based u~on 
our adoptee Suc~a:y of Ear:'lingz. 

2. =he rate eesign shown in Table ~ is :eason~ble ane should 
be adopted. 

3. Sou~hwest shoule be authorizee to place into effect the 
ra~e !~crea3es found to be reaeonable for 1983 and 1984 in Conclusion 
o~ Law ~ effective J~nuary 1, '9~:' ane January 1, 19B4. 

4. Southwest should cond~ct the conserva~ion programs 
recommended by and cO:'1tainee in staff Exhibit 16 except for the 
proposed Applia:'1ee Conservation ?rograo. Southwest ehould iurnish 
the Co~iesion with a cost-effective evaluation of those same program 
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• ele~ents in its 1985 ~ate case. Those elements not ~hown to be cost­
e!fective ohould not be included in Southwest's pos~-1984, 
conserva~ion progra~. .. .It • 

IT IS ORDER~D that: 
,. E!~ective Janua:y ~. 1983 Southwest Gas Co:poratio~ 

(Southwest) is author1z~d to file the increases shown in T~ble 3. 
2. On October 15, 198~, Southwest shall file an Advice Letter 

~o ~~ple~ent 1984 attrition rates. ~he total ~984 at~rition 
re~uirezent at thnt time will be calculated a~ follows: 

• 
Finencial Attri~ion ~ 72,700 
Operational Attrition 

Nonescelation Elements 
Escalation Ele~ents 

:'abor 
$202.400 x (u.S. All-Urban C?~) 

.05 
~onla"oor 

5295.600 x (~PP!*) 
.082 

Total Increase for 1984 Attritio~ 

*!1odi~ied Producer Price !ndex, Staff }~ethod 
cetailed on page 2~ on this d~ci3ion. 

954,100 

The r~te design s?reading thiz additional increace shall follow th~ 
general g~ieelines set forth in this ~ecision except that the 
custo~er charge of 54.2; shall not be increased. 

3. So~thwe$t shall conduct the con$ervatio~ programs 
recommended by the staff in Exhi 'bi t 16. So\,':.th....,es~· shall develop 
i~formation concerning the cost-effective~e$s and re~aining ~arket 
potential 0: these same program elecents for presentation in its 1985 
rate case . 

• - ;:9 -
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• 4. Southwest shall pay interest on all customer deposits at 
the rate of interest applied to the deferred cost of supply balaneing 
account, and shall amend Rule 5-C of its tariff in accordance with 
this directive immediately. 

5. Ey February 15, 198;, Southwest shall mail to all its 
customers in its San Bernardino County service area a bill insert 
notice as shown in Appendix B describing the effects of ER~A and 
TErRA on 

• 

• 

rate increa.ses. 
This order is effective today. 
Da.ted NOV 171S82 , a.t San Fra..."lciSco, California. 

- 40 -

JOH:-.J E. BRYSON 
Prt:':>id('nt 

RICHABD D C~AVELLE 
LEONARD M. CH1MES, JIt 
VIeTon CALVO 
PRISCILLA C. C'BEW 

Commissioo("rs 
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• 

• 

• 

APPENDIX A 

Gas Utilities 

Bay State Gas Company 
Caseade Natural Gas Corporation 
Connecticut Natural Gas Corporation 
Indiana Gas Company, Inc. 
Laclede Gas Company 
Minnesota Gas Company 
Northwest Natural Gas Company 
Piedmont Natural Gas Company 
Public Service Co. of North Carolina 
Washington Gas Light Comp~~y 

Combination Companies 
Electric and Gas 

Central Hudson Gas ~~d Electric Company 
Central Illinois Light Company 
Interstate Power Comp~~y 
Iowa Southern Utilities Company 
Madison Gas and Electric Company 
Mis$ouri Public Service Company 
Mont~~a - Dakota Utilities Comp~~y 
Sierra Paeifie Power Company 
Southern Indiana Gas and Electrie Company 
Wiseonsin Public Service Company 

(END OF APPENDIX A) 
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• APPEND!X :s 

Bill Insert ~forSouthwest Customers 
(Southern Cali:f'.ornia Division) 

O~ the 55,8;;,600 annual rate increase recently granted to Southwest 
~or its Southern C~lifornia Division by the Public Utilities 
Co~mission, S~88,OOO was attri~utable ~o President Reagan's Economic 
Recovery =ax Act o! ~98i, nnd the T~x Equity ana Fiscal 
Respon=i~ility Act o! i982 which requirec the Public Vti:ities 
Co==issio~ to ch~rge ratepayers for the ex~ense of taxes which are 
not now being ?aid to the Federal Government and which may never be 
paid. ~hi3 expense may increase in the future. 

(END OF APPE!m!X :s) 

• 
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EEPORE THE PUBLIC UTILI~IES COMMISSION OF ~HE STA:E OF CALIFORN!A 

Ap'Plication o'! SOU'rE\1ES~CAS ) 
CORPORATION '!or Authority to ) 
Increase :t\a:tural Gas Rates i:~ ) 
San 3ernardi~o County, ) 
California. ) 

-----------------------) 

A'Pp1ic~tion 82-07 -05 
(Filed July 2. 1QS2) 

William Claerhout. Attornpy Bt LA~. f~r 
Southwest Cas Corporation. applicant. 

ThO:l:3.Z P. Corr. 1\ ttorney at L:'Lw. :'1nc1 
Jay B •• JOhr:.~O!l, '!o":' the Commiccioa 
s-:aff. 

Su~marv o~ Decision . 

• 

Southwest G~~$ CO'l'"l'Jo'l'"n.ti~!~ 

.creases in its rates for the sale 

hns requested 
n~tu'l'"~l p,ns in San B~rnardino 

County o~ about ~8.6 million dU'l'"ine t~~t ye~r 19R~. and Rnother $"~ 
~illion in att":'ition yc~r 1~84. The co pany orieinally requested a 
retu:-n on cO::::1.on equity of 10.010. bu t. s~ j."luhJt~d :It prehearil'lp': 

con'!erence to the tli dpoint 0-: the staff-r\,commeneed ranee. 16. 75~. 
The decision o.utho:-ize~ ~ return on com:non equity of 1e;.0~. which 
e~uates to rates o'! retu":'n ~~ r~te b~ze of 12.~5i in 19870 ana 1~.17,1. 

~he eecieion gra~ .. ts f:1 total revenue i!'!crease of S5. A59.100 
or 16.90~ for 19?·; ~:'ld an additional allow~.nce for 19?A. Included in 
the total revenue requirement is $4~8,OOO whi~h 'l'"~Fresentz th~ 

effects of Economic Recovery Tax Act and Tax Equity and Fiscnl 

Responsibility Act. 
The decision 31so requires that Sou~hwe~t observe B flow­

through method of accounting in connection with depreciable pro~erty 
acquired prior to 19P1: the co~psny h3e requestee that thiz property 

• 
accorded normalization treatment. The company's method would h~ve 

.ncreased 198~ expenses by a~out $440,000. 

- , -
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• With respect to rate design Southwest requested that the 
monthly customer charge be increased from $;.50 to $4.25, and that 
the third tier rates be c~~celed. The decision adopts Southwest's 
recommendation, rather than the statf's counter proposal, conSisting 
of a monthly minimum bill of ~16.75. Staff had eoneurred with 
c~cellation of the little-used third tier rate bloek. 

The decision also adopts the staff's recommendation 
coneerning funding for Southwest's 198;-1984 conservation programs; 
however, rather than ordering that the programs be terminated after 
1984, directs Southwest to examine ongoing programs when preparing 
its 1985 rate case and determine cost-etfectiveness at that time. 
General Information 

Southwest is a natural gas eomp~~y as defined in the 
Natural Gas Act, engaged in the transmiSSion and sale of natural gas 
at Wholesale rates. It is also a public utility engaged in the 
transmission, distribution, and sale of natural gas for domestic, 

~mcercial, agricultural, ~~d industrial uses. As of December ;1, 
1981, Southwest served approximately 17;,000 customers in Arizona, 
121,000 in Nevada, and 52,500 in California. 

Southwest is divided into two service areas within 
California. This application was filed;. connection with 
Southwest's Southern California Division. This division is engaged 
in retail sales of natural gas in the gene al areas of VictorVille, 
Barstow, ~~d Big Bear Lake in San Bernardin~County. Southwest 
currently serves apprOXimately 45,250 custom~s in this division; it 

~ has projected ~~ increase in customers to 50,1~O for test year 198;. 
Southwest has requested annual revenu~inereases of 

~ 

apprOXimately 8.6 million dollars, providing a rate of return of 
14~53%. Without rate relief in test year 198;, Southwest asserts it 
would earn a rate of return of 1 ~60~ on its Southern California 
operations~ Further, Southwest has requested about 1.6 million 
dollars in additional revenues during 1984 as an attrition 
allowance. This attrition has two elements--financial and 

~erational. ~he financial attrition will be the result of ehanges 

- 2 -
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• in Southwest's embedded costs of debt and increases in the dividend 
rate for ~re!erred stock. This occurs when debt and ~re!erred stock 
are retired and rolled over with new issues at rates exceeding 
current costs. Southwest's operational attrition will oceur because 
of changes in operating revenues due to additional eutomers, sales, 
operating expenses, de~reciation expenses, rate base, etc. 

Southwest's last general rate increase for this district 
was gr~~ted by Decision (D.) 92507, dated December 16, 1980 in 
Application (A.) 59;59. By that deciSion Southwest was granted a 
rate of return of 11 .72~ ~~d a return on equity of 14.;0~ for test 
year 1981. Southwest's request for approximately 8.6 million dollars 
in 198; amounts to about a ;0.5% increase in rates. Its request for 
a 14.;~~ rate of return equates to a 19.0~ return on common equity in 
the test year. 

Notice of the application and he~in~ wa~,published in 
• ~~ 1.1. ~ ~ J .... '- /0-.-' t'" 1"1 ve newspapers of general cireulat).on in ..;)oQ)Jt",r'e.st 'e Southern .:::...$ 

~alifornia service area, in accordance with the provisions of Rule 24 
of the Commission'S Rules of Practice ~~d Procedure. Notice of the 
hearings was mailed to each customer in the district. A public 
witness testimony proceeding was conducted in Victorville during the 
afternoon and evening of August 19, 1982. ~out 50 people attended 
the afternoon session; 21 offered statements n opposition to the 
increases. About 20 people attended the eveni g session, ~~d 7 
presented statements opposing the application. \A prehearing 
conference was held in San Fr~~cisco on August 2~982. Pinally, 
the evidentiary portion of the matter was heard in S~~ Francisco on 
August ;0, 1982 before Administrative Law Judge (ALJ) "John Lemke. 
~he application was submitted subject to the receipt of late-tiled 
EXhibits 18 and 19, and limited briefs by September 30 • 

• 
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• a. That the return to e~uit1 holders be 
commensurate with returns on investments 
in other enterprises having similar 
risks; 

b. ~hat the return be su!!icient to enable 
the utility to attract capital at 
reasonable rates while assuring 
confidence in the utility's financial 
integrity; 

c. That the return balance the interests ot 
investors a~d ratepayers. 

Mowrey states that no precise methodology can guarantee a 
result with respect to a proper return on eqUity with pinpoint 
accurae.1; for this reason he recommended a r~~ge. He turther stated 
that in 1978 Southwest instituted a policy of increasing dividends 
a~ually in ~~ attempt to buoy the market price of its common stock. 
But earnings have not been sufficient to support this policy ~~d 
dividends have not been increased since the second quarter o~ 1980. 

~dditional shares of common stock have been issued during this period "'n an effort to maintain a reasonable capital structure Mowrey 
compared Southwest's recorded earnings with those ot two groups ot 
energy utilities for the period 1977 to 1981. The list o~ companies 
studied conSisted of 10 gas utilities ~~d 10 combination electric ~~d 
gas utilities. All 20 utilities are listed in Appendix A. 

The following table shows the ear ings rate on average 
total capital for Southwest, compared with 
utilities, during the period 1977-1981 • 

• - 6 -
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• The above table shows that a ch~~ge in the common equity 
return of 25 basis pOints results in a ch~~ge in the overall. rate of 
return of approximately 10 basis points. 

Mowrey believes his recommendation will balance the 
interests of investors and customers, allow Southwest the opportunity 
to meet fixed charge requirements, pay a suitable dividend, provide 
ooderate additions to retained earnings and restore Southwest to 
better financial heslth. 

Southwest stipulated to the midpoint of the staff 
~ recommendation for return on common equity- It did not cross-examine 

Mowrey. However, the ALJ inquired concerning the time at which 
Mowrey formulated his recommendation and whether any significant 
changes had occurred recently in the finanCial world which would 
cause him to alter his recommendation. Mowrey was also asked 
concerning" his opinion about the risk premium attached to a pure gas 
company such as Southwest, compared with an electric utility or a 

~ombination gas and electric utility--especially an electriC utility 
with nuclear generating plants. 

He replied that if an investor were to compare Southwest 
with electric utilities, the nuclear issue could be a very strong 
consideration; that this issue has been a very real factor subsequent 
to the Three Mile Island accident. He s~ ted that the nuclear 
factor, however, at least in California, is somewhat mitigated 
because Pacific Gas ~~d Electric Company (PG& ) and Southern 
California Edison Company (SoCal) projects are ~ming to completion 
~d hopefully will be on line soon. He testi!ied'\that electric , 
utilities are still on the whole riskier than gas u~lities, but that 
the gas utility risk has been increasing; that the yield required on 
gas utilities has been increasing and the gap closing between what 
inv~stors will demand from a straight electric versus a gas utility. 
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• Asked whether some investors might view a ~ure gas company as 
virtually a "no-lose" investment in light of their ability to 'recover 
oosts which had not been ~orecast through balancing accounts, Mowrey 
stated that while balancing accounts are currently in effect, this is 
not to say that they will remain so indefinitely. He also observed 
that there is the additional risk, as gas prices increase, that 
customers can be driven off-line to alternate sources. 

After consideration, we believe that the midpoint of the 
staff recommendation (16.75~) on common equity would be an excessive 
allowance for us to authorize Southwest at this time. We believe 
that a return of 16.0~ on common equity would accomplish the 
objectives set forth in the Ho~e and Bluefield deoisions for the .......... 
following reasons: 

• 

• 

1. The prime rate is trending downward and 
is currently below 12.0~. 

2. While the return on equity at the staff 
midpoint would result in a times 
interest coverage of 2.65, a return of 
16.0~ will still result in a 
respectable coverage of 2.59. 

3. Rate of return is nothing else th~~ the 
cost of capital. While we concur that 
Southwest did not experience good 
earnings during 1980 and 1981, we are 
concerned here with capital costs in 
future years. The equity allowance and 
resultant coverages will be re sonable 
in light of present ~~d future 
circumstances surrounding this 
proceeding • 

- 16 -
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• ;('~~ n-on--~ :~~~~!.o~_1. ~Pla~~County 
operat~ring ~2-01-6', 
d~~January 19, 1982~n A.60714). 

/!~ We authorized SoCal an equity allowance 
I' of 14.6~ for test-year 1981 (D.92497, 

dated December ;, 1980, in A.59)16.) 
~ ""We 9w 2x:ded PG an equity allowance of 
/ ';If:; 16.0~ dur -- ~~Qr t9.e2.. We deem 

Cli/. PG&E's sk factor greater tn:ln--
So~west's. 

7 ........ -$.Qlee: a d..i\\s.:t.~_~!)~-,2~1~n~_ account, 
• ~-ta."'ld attri tion me~:i:-!ms-Wi!l "'h'e1-p-··to 

GrYY~ensure th ~hwest has ade~uate 
oppo .lty to realize the authorized 
r e of return. 

~~~ Risk-free issues (Treasury Bills) ha.ve 
~; been and a.re currently selling at 

amounts less than 10%. 
?urthermore, we ca."'lnot be insensitive to the needs and 

~~ireumsta.nces of the ratepayers in Southwest's Southern California 
~iviSion. There was a considerable outpouring of sentiment expressed r \at the public wit~ess heari~gs co~ducted i~ Victorville eo~eer~i~g 
~he ma~itude of the requested (about 30~) increase. The 
correspondence section of the formal file contains over ~O letters 
~rom ratepayers residing in this district w~o are concerned about the 
increases. We are mindful that it is the r~tepa.yers who are 
compensating Southwest for its cost of capital, and of the severely 
&~ling economy affecting many of those custom\rs. 

We will therefore a.uthorize a commo~,. equi ty return of 1 6.0~ 
\ 

for 198; and 1984, ~"'ld combine it with the staff's capitalization 
ratios shown in the following table • 

•• 
- 17 -
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• Comoonent . 

Long-Term Debt 
P!"eferred Stock 
COClon Equity 

Long-~erm Debt 
Preferred Stock 
Common Equity 

Capitalization 
Ra.tios 

198'3 -
47.00~ 
12.50 
40.50 

100.00 
1984 -

47.00~ 
12.50 
40.50 
100.0~ 

10.64~ 
11.77 
16.00 

10.98~ 
11.88 
16.00 

Weighted 
Cost 

5.00~ 
1.47 
6.48 

12.9; 

5.16~ 
1.49 
6.48 

13.1"; 

We a.re interested in and appreciate the efforts of the 
statf in developing its recommendation, particularly the ca.pital 
a.ttraction (DCr) analyses performed in connection with Southwest's 
capital costs. However, we have never set return on equity by use ot 
a formula or a s1ngle-type of analysis and we decline to do so here. 
~ must set return on equity on a. case-oy-case basis considering all 

the economic factors prevailing at the time of our decision. 
Federal Income Taxes 

At the close of the ev1dentia,ry hearings, the ALJ directed 
the stat! and Southwest to submit late-filed exhibits demonstrating . 
the effects of the Tax Equity and Fiscal Responsibility Act of 1982 
(TEFRA). The exhibits were filed on Septemb~ 20, 1982. Concurrent 
briefs were also ordered by the ALJ tor the s~gle purpose of 
adaressing proper ratemaking treatment to be a~orded Southwest's tax 
expenses in light of the Economic Recovery Tax ~t of '~81 (ERTA). 

Under ERTA an Accelerated Cost RecOve~system (ACRS) is 
permitted. Essentially, this system allows a raPi~depreciation of 
assets for tax purposes. This, in turn, results in a deferral of tax 

\', 

• - 18 -
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• The staff deems Southwest's conservation performance "quite 
good", noting that average residential gas use has been reduced on a 
par with that of PG&E and SoCal ~~d at a much lower cost per customer: 
Southwest - $7.;8; PG&E - $2;.20; SoCal - $10.66. Furthermore, the 
staff evaluation of the programs proposed by Southwest is that they 
are "cost-ef!ective p worthwhile and appropriate." 

We believe it premature at this time to order termination 
o! Southwest's conservation efforts at the end of 1984 based upon the 
evidence before us. ~he information which Southwest furnished the 
staff indicates only a limited realistic market potential in some 
categories for 1984. But other areas show continued promise, e.g. 
conservation devices such as showerheads and water heater blankets, 
pilot turn-off (even though some of these efforts will be made by 
i~ormed customers regardless of Southwest's program). ~he 

possibility of further cost-effective conservation indicates that 
another examination should be made of the potential tor energy 

~avingS when the company is assembling 1ts 1985 rate case. The data 
available at that time will be closer to and much more me~~ingful 
regarding Southwest's post-1984 operations than that currently 
available. Furthermore, Southwest projects ~~ increase of almost 
5,000 customers for 198; alone. We do not intend to burden 
ratepayers with higher rates due to questionable cost-effective 
programs. Those not shown to be clearly cost~\jUstified will not be 
funded in the next general rate case. 

We will, therefore, adopt the 198;-1984 fu.~ding 
\ recommendations contained in staff Exhibits 16 ~nd 17. However, 

since RCS and the e~ loan programs are covered by' a balancing account 
we will 'reduce the funding levels accordingly. ~dditionallY~ the . \ 
$'44~200 of unspent funds shall be applied to the b~lancing account , 
tor.the RCS and the S~ weatherization programs. :he adopted funding 
levels are: 

• - 25 -
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1984 Recommended Ex~eneitu:ez 

Subtotal 
Ado~ted AnnuoJ Funding 

Level for 1?R~ ~nd 19P4 
Ac. ?09 - Informational and 

Instructionsl Advertising 
Expenzes 

Tot~l Customer Service and 
Informational Expenses 

Summary o~ 3arnin~s 

~2~4,500 
206. SOO 

1.71 ,000 :- 2 

~2?-,,500 

~249, 100 

The information ~hown in the following t~bJe reflec~s 
Southwest's ad;usted estimates, the staff's estimatec, the effect of 
disputed issues, ERTA, TEPRA. and adopted revenues n~d ~ypenses for 
test year i9B3 • 

• 

\ 

• - 26 -
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• Est ioo tee o.nd Ad optec Su:nmo.:-;II o~ E:"1.rn i 11':'3 
Test Yea:- 19P,~ 

At Southw~st Propos~d Rat~3 
Staff Utility Aeonted 

C:hous3nd of bollars) 
Item 

Opc:-ating Revcnues $~7,014.2 $)~,981.4 ~34,254.2 

OPERATING EXPENSES 
Othe:- Gae Supply Expc~oe~ 
T~ansmission Ey.~c~ses 

Custome:- Accounts 
Customer Service and In~o. 

Sales Expense 
Administration and Ge~c:-al 

Subtotal 

~epr. & Amori. Exp. 
~xes Other Than Income 

Federal !ncor.e Tax 
Total Ope:-ating Expenses 

S'20.;O?4 

2 • ? ~'.I; .4 

1,8';7.5 
297.0 
4~.0 

1. 540. ~ 
26.356.9 

1 .592. ";, 

71 . ~ 
2.0P1.0 

~~ 1 • ':S42 • ? 

Net Operating Revenues Adjuztd. 5,672.0 
Rate Base ~2.749.5 

- 27 -

20.~11.' 20,'308.4 
5.9 4.; 

2.447.4 r.'.2°7;.4 
2, OP.O. 0 1.8"56.0 

64t~ .~ 24~.1 

54.2 4M.0 
1.4Pti.0 1.51A .• ':)· 

27,O"';0.~ 2r;.251.5 

1,6C45.3 A t:()2 '3 
I , -;.' ." 

~74.2 ~40.9 

104.3 65.7 
2·M~?<? 1 % 762.; 
"L 1 85".1; 0 ; j , • 7;0.012.7 

5.'2~.4 4,241 .5 
35,~O2.5 ~2,756., 

'4.5"1~ 12.95f. 

\ 
\ 
~. 

I 

[ 

I 

/ 
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• Included in the summary is reflection of Southwest's sale ~~d 
leaseback ot its headquarters building in Las Vegas. This causes an 
increase i~ administrativ~ expenses of about $189,000. The increase i~ 
expenses is more than offset by a corresponding reduction in allocated 
common pl~~t and reserve. A net ratepayer savings of about $80,000 has 
been achieved through this transaction. 

The adopted summary also reflects salary increases of S~ for 
198;. Southwest has placed a freeze on the hiring of new employees. 
Attrition 

Southwest had originally requested about $1.6 million in 
additional revenue commencing in 1984 due to operational and fina~cial 
attrition. Eased on our adopted Summary of Earnings, the staff has 
determined that an additional $1 ,524,800 will provide adequate revenue 
for 1984 attrition. Staff's estimate contains the following elements: 

Financial Attrition $ 72,700 

• Operational Attrition 
Nonescalation Elements 954,100 
Escalation Elements 

Labor ~ 5% 202,400 
Nonlabor 0 8.2~ 292 zo00 

Total 1 ,524,800 
Staff's 8.2% escalation of nonlabor, based on the Modified 

Producer Price Index (MF?I), is calculated by\weighting various . 
elements of the Producer Price Index and the 
Wage Earner (CPI-W) as follows: 

• - 28 -
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• 
2 
;; 
4-

5 
6 

7 
8 
Q ., 

10 

TAELE 1 

1983 G3S Msr~in Deriv3tion 

Orosz Revenue-

Less : 
U:lCollectibles 
P:'a."lchise Pees 
Tot~~ P&U 
~et Revenue 

Item -

P&U Factor for C03t Item 
(L.4 7 L.') x 100~ 

Cost of Gas 

?O?.17¢. 

PurchAses ~20,~05.00 
P&u ~2.02171- 410.50 
?GA Cost (L.i - 1.R) 
Revenue Require~ent for 19~~ 

Gross Gas Mar~in (L.10 - t. o) 

- ~o -

Amount 
(Thousa.nds) 
$:;4,254.2 

67P.P. 

O:S'.575.4 

20.715.5 
'.li4,254.2 
1"r,,5':1;8.7 

/ 

) 
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• 
Li:!e 

No. 

1 

2 

3 
4 

'.5 

6 

o 

10 

TABLE 2 

REVENUR REOUIREMEN~ 
Based on ~hc Adopt~d M~rgin an~ 

May 4. 1982 Cost of GQS 

Item 

Cost o! Goc ~ 5-4-82 Rates 
Purchases (54,'~1 ,400 th @ SO.420~P) 

PGA Balanci:~g Account (A:~!~ualizec)'" 

Su'ototal 
:'8:11 ~ 2.0217~ 
PGA Cozt 

Gas Margin 

Revenue Requirement (t.5 + L.6 ~ t.~) 

, 
Revenue at Present Rates \ 

\ 
\ 

Amc:>unt. 

(Thousands) 

'~22,7?'.6 

40.2 
22,824.8 

4~1.,1 

2?!,2e~.2 

40.080.7, 

\ \ ,.85'1.4-
3alo.~cil'~g Account Revenue::: from SCheOUle

l

\ 

of Advice Letter 2?2 as authorized by 
Resolution G-2466 dated ~jay 4, 1982. 
Table 3, Adopted Rnte Desi~1 - R~venue3 
at 5-4-A2 Rate3 (p. ~~) " 

" 
Southwest'z present rat~ design consists of three tiers plus 

a S3.50 custooer charge. It ~rieinally proposed to elimir.ate the 
residential third tier and to increose the m0nthly customer charge to 
$5.50. It later amended its customer char~~ recommendation ~nd now 
suggests that it be increased to ~4.25, the same charge in ef~ect in .' 

- 7,1 -

/ 
/ 
/ 

/ 



• TA~3 
Adopted Rate Design _ 

(Revenue Dollars in T~~sands) 

• ~ • (Q 

b 
b r Vt 

I 
I Adopt.ed 
, Volume 
, (1<XX)s) 

: Rates I Revenues ata 
I Effective I 5-4-82 Adopted 

Rates 
Increase 

I Revenue at. I 
Adopted 

Rates I Am.ount. Percent. • I f: I Schedule 5-4-82 Rates 

I 

W 
Q\ 

Residential (0-1. G-IN. 03, G~) 

Cuslorr.er Months (559.5 M) 
Tier 1 y 
Tier 11 
Tier 111 

Total Residential 

Co.~1I.ercial-Itldustrial 

Olsto:ncr Months (3".7 M) 
GN-l, GN-2. 0-5. 0-7 (Tier 11) 
GU-3 Y 

Total C~~nercial-1nd~str~al 

Sales Revenue 

Ot.her Operating RCVCn"les 

Total /" 

Over/(Under) Recover~ 
./ 

" 

~ 
~ 

" ~" rt $3.50 '$ 1,958.) $4.25 ~ 2,371.9 $ 419.6 21.4\ 
25.785.1 .5302 13.671.3 .6159 15.831.0 2,209.1 16.2 
9.827.4 .6192 6,871.3) 8361 8 941 1 1 329 4 17 5 

874.3 .S51ttt 7/.1.0}· ,. ,. • 

36.~86.8 .6312 23.247.9 .7442 27,206.6 3.9~.7 11.0 
\ ~ 

3.50 132.0 <1.25 160 .. 2 28.2 21.4 ' 
1 .. 653.1 19. (- .-/ 12,075.6 .6992 8,h43.3 .8361 10,096.4 

. 31.Jt~~.5 .6276 2.195.7 .6580 2,)02.0 
15,5"4.1 

52,060.9 

.6573 

10.771.0 

)4.018.9 

202.0 

34.220.9 

(Red Figure) 

12,559.6 

39, 7G~. 2 

)11,,8 

.7699 ',0.080.0 

(0.3) 

106.) 4.8 

1,781.6 

5,746.3 

112.3 

5. 859 • 1 

16.6 . ./ 

16.9 / 

55.8 

n.12 ./ 

./ 

1/ Adjusted by 134.5 Nth for GS discount. 

~ #2 fuel oil @ 71.14tlth equivalent. 
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• Findings of Faet 
1. Southwest requests increases in the rates applicable to 

service rendered in its Southern California Division during 198~ and 
1984. 

2. Southwest is in need of additional revenue; however, the 
inerease proposed by the company is excessive. 

;. A rate of return during 1983 of 12.95~ on our adopted rate 
base is reasonable. This return will provide a return on common 
equity of 16.0% and a times interest coverage of 2.59. It is 
reasonable that Southwest be authorized the same 16.0~ return on 
common equity during 1984. 

4. ~he adopted Summary of Earnings shown in the decision 
reasonably estimates Southwest's 198; operating revenues, expenses, 
and rate base. 

5. An allowance for operational ~~d finaneial attrition during 
1984, as set forth in Ordering Paragraph 2 is neeessar,r, and will be 

4IIluthorized, in order to afford Southwest OPPO\tunity to earn 16.0~ on 
common equity during 1984. \ 

6. The staff's method of calculating Southwest's 1983 federal 
income tax liability is more reasonable th~~ the\method used by the 
company~ Since the staff method results in a les~r present cost for 
ratepayers. The information shown in our adopted 'summary of Earnings 

\ 
properly reflects the consequences of ERTA ~~d TEF~. , 

7. Southwest's recent eonservation efforts hawe been good and 
have resulted in cost-effective energy savings. Its \conservation 

\ 
programs proposed for 1983 and 1984 will be cost-effec~ive. The 
conservation programs and funding reeommendations shown\1n staff 
Exhibit 16 and 17 are reasonable. '\, 

8. Rather than terminating these programs with December ;1, 
1984, an analysis of the remaining market in 1984 will enable us to 
assess cost-effectiveness more accurately. Southwest should be 

• - ;7 -
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• directed to furnish the Co~missioj wjth R ~03t-eff~ctive ev~lun~~on 

of ~he3e sa~e program clement~ in ite 1985 r~te caze. 
9. The co=pc.ny-rcco:nm(.'nc~ci rate a es i~n. co!·.~i st inl1. i:1 pf.l.rt of 

a custo:::er charge of ~4.25t will result i~ ~ ~raR~er collec~ion of 
fixed costs !ro~ ci~i=um use customers. 

10. Cancellation 0::::· the third tier r~ltes i:;; reasonable because 
residential snles at present third tier rates ~ccount for only a 

11. The 22-cent difference be~w~en firz~ and second tier rates 
will encourage conservation. 

, 2. The etc.!! rate desie;;l !oJr comm~rci:41-i!~dustri2.1 users is 

!"easo:lable. The customer cnare,e shoulc not be i!1creased in 19B4. 
1'. Increases in rates nnd ch~rees authorizec by thi~ decision 

8!"e justified n.nd reasonable: prese!'l.t r:=ttet. a!'lCl ch:3.rges t insofar as 

they differ from thoc(> p!"cscribf.:'c hy this (!('cisior.. fl.re !o!" the 

•
~uture u~just ~~C u~re~sonable. 

nclusions o~ Law \ 
1. Revenue inc!"eaces of ~5.85~.400 oJr 17., 

(basee ove:- !"2.tes ei'!.:-cti ve }~~:" 4, 1 (,)82) tl.!'lC 

'ge4, as set !o!"th in O!"eerj~p Par~graph 2. ~re 
our aeoptee Su~=a!"y of Earningc. 

2. The rate design Sh0W~ in T~hle 
be ad9?ted. 

eu r1. r.e 1 ?8~ 

itio~al Bmount in 
bfJ.seC UPO!'"l 

3. Southwest shljulc be authorizcc to }'llace i:"!tl.'> ~!ect 'tile 

:'ate inc!"e3.ses ~o~!'l.d to be reazonable for 19?3 aad 1 o8~ ~ Co:.clusio:~ 
o'! Law 1 effective Ja:luo.ry 1, 1~P:: o,nc J=:'l'l.U::t!"y 1. 1q?4. \ 

4. Southwest should co~duct the conscrv~tion progr3ms 
reco:nme:lded by a:lc cl.'>:ltai:led in ct~!f Exhibit 16. Southwezt\Should 
'£u!":lish the Commission with 2 cost-e!fectivc evalu~tion o'! thos~ same 

• .. ""p -

I 
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• program elements in its 1985 rate case. Those elements not shown to 
be cost-effective should not be included in Southwest's post-1984 
conservation program. 

o R D E R - - - --
IT IS ORDERED that: 

1. Effective January 1,1983 Southwest Gas Corporation 
(Southwest) is authorized to file the increases shown in Table 3. 

2. On October 15, 1983, Southwest shall file an Advice tetter 
to implement 1984 attrition rates. The total 1984 attrition 
requirement at that time will be calculated as follows: 

• 
Financial Attrition $ 72,700 
Operational Attrition 

Nonescalation Elements 
Escalation Elements 

Labor 
$202,400 x (U.S. All-Urban CPI) 

.05 
Nonlabor 

$29'0600 x (MPPI*) 
• 82 

Total Increase for 1984 Attrition 

*Modified Producer Price Index, Staf~ Method 

954,100 

detailed on page 29 on this decision 

The rate design spreading this additional increaS~hall follow the 
general guidelines set forth in this deCision excePt~at the 
customer cha.rge of $4.25 shall not be increased. ... 

3. Southwest shall conduct the conservaticn programs 
recommended by the staff in Exhibit 16. Southwest shall develop 
information concerning the cost-effectiveness and remaining market 
potential of these same program elements for presentation in its 1985 
rate case • 

• - :'59 -
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• . ...,-

Bill Insert ~or Southwest Customers 
(Southern Czli!ornia Division) 

Of the $5,859,400 annual rate i~crease recently granted to Southwest 
.,.. 't S·'I-I C 1''''' , D' .. b th 'D bli U '1' ... ' ... or l S ou ..... er!'l. a l.or:ll::' 1VlS),011 y ~ .. u C t1 l..,les 

COQ~issio!'l., S488,000 was attrib~table to Pre~icent Rea~anfs Econo~ic 
Recovery :ax Act o~ 10 81. and the Tax Equity and Piscal 
Responsibility Act of 1982 which ~equires ~h~ Public U~ilitiez 
CO:::::lission to chnrse r:lt~p~yer::: rl)r the eYof>C'w::c of tnxcz which ::\r(-' 

not now being paid to the F~d~rnl Cl)Vernm0nt ~nd which m3Y n~ver b~ 

(E!;D OF AP?END IV B) 

• 

\ 
\ 

• 
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