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Suzzary of Decision

Southwest Gas Corporstion (Southwest) has requested
‘:'ee.ses

in its rates for the sale of natural gas in San Bernardino
County of about £f.6 million during tes+ year 108%, and

another £1.6
zillion in attrition year 19R{. The company originally reguesved a
Teturn on coxmon equity of 19.0%, but stipulated at prehearing
conference to the midpoint of the staff-recommended range, 16.75%.
“he decision authorizes 2 reiurn on coanon equity of 16.0%, which
equates Lo rates of return on rate dase of 12.95% in 1683 and 1%.1%¢
in 1084,

The lecision grants n to%tal revenue increase of

or 17.10% for 1983 and an additional allowance for 1084.

e Total revenue requirement is $48€,000 which represent
elfects of The Zconomic Recovery Tax Aet and The Tax Bqu
Fiscal Responsidility Ac<.

The decision also requires thet Southwest observe & flow=-
through metnod of accounting in connection wisth depreciable property
eccuired prior to 1981: the company had requested that this propersy
g occorded normalization treatment. The coapany 's zethod would have
.reased 198% expenses by sbout $£440,000.
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. With respect to rate design Southwest regquested that the
zontkly custozer charge be increased from $%.50 <o £4.25, -and that
the third tier rates De canceled. The decision adopte Southwest's
recoxnendation, rather than the staff's proposal, censi
of a monthly minimuzm Hill of $1€.75. S+4aff had concurred with
cancellation of the little-used +hird <4ie block.

The decision also adopis > 8 recozzendation
concerning funding for Southwest's 148 nservation prograns;
towever, rgther than ordering that the p verzinated after

ting

1984, %he decision directc Sousthwest to examine ongoing prograns whe
its 1985 rate case ost~effectiveness at

-
nforma<ion

Southwest
. Natural Gas 4
as 2% whol osale ra
ansmission, distribu:ion,

December 31, 1981, Southwest served aporoximate
Nevada, and 52,500 in C
divided in%to *wo cer

ss
comzercial, agricultural, and industri

e

F

{

Big Bear Lake i - i Souchwest
rrently serves approxi iz division; i<
hes projected an increase in cu 5 to 50,140 for tezt year 19083,

Southweet hat reguested annual revenue incresses of
approximately 8.6 million dollars, providing a rate of return of
14.53%. Without rate relief in test year 1087, Southwest asserts it
would earn a rate of redturn of 1.60% on its Soushern California
operations. TFurther, Southwest has requested sbout 1.6 million
collars in additional revenues during 1984 as an attrition
‘ovance. This attrition hes two elements--financiel and
operstional. The financial attrition will de the result of changes

-2 -
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in Southwest's exbedded costs of debt end increeses in the dividend
rate for preferred 3tock. Thiz occurs when debt and preferred stock
are Tetired and rolle¢ over with new issues at rates exceeding
current costs. Southwest's operational attrition will ‘oceur Yecause
of changes in operating revenues due 40 additional eutonm rs, sales,
operating expenses i ' \ rate base, ete.

Southwe nerease for this d
92507 dated Decemder 16, 1080

decision Southwe

1081 .
1082 amounts to adout 25.1
14.5%% rate of return egquates <
=est year.

Notice of +the a ieati nd hearings was published in
in Southwest's Southern
with <he provisions of Rule 24
Rules of Practice and Procedure., Yotice of zhe
hearings was majiled to each customer in <he districs. A public
witness vestizmony proceeding was conducted in Vietorvil e during %he
afternoon and evening of August 19, 1982. About 50 people attended
the alvernoon session; 21 offercd statements in opposition to the
nereases.  Adbout 20 people attended the evening session, and 7
presented statements opposing the application. A prehearing
conlerence was held in San Prancisco on August 2%, 1982. Pinally,
the evidentiary portion of the master was heard in San Francisco on
Augast 30, 1982 befor ming Zew Judge (ALJ) John Lemke.
The application ! j T0 the receipt of late-filed
Sxhibits 18 ané and linited briefs by September 30.
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The staff recommends an overall rate of return 4{n the range
1%3.15% to 13.36% for test year 1983. These rates of retura equate
to an earnings allowance of 16.50% to 17.00% on common stock equity.
At the prehearing coanference Southwest stipulated to the midpoint of
the staff commen 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 a8 follows:

1. The treatment of federal income tax. CThe
difference is the result of Southwest's
proposing a normelization method, as opposed
to the staff's reconmmended continuation of
flow-through accounting, in coanection with
pre=1081 depreciable property.

D.82-07=-096 dated July 21, 1982 authorizing
Southwest to establish a balancing account in
wvhich certain conservation expenses and
reveaues are to be recorded for future
recovery from its customers. Southwes?t
believes the decision to be unclear
concerning the precise progran ¢osts to bde
included in the account.

While concurring in the main with the
methodology set forth in the proposed staff

rate design, Southwest does suggest nminor
nodifications.

Rate of Return

There are Yetween 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 retura are
shown in the following table:
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Staff's Recommended Rate of Return

Capitalization
Component Ratios Cost

1983

Long-ternm Debdt 47.00% 10.64%

Preferred Stock 12.50 11.77

Common Equity 40.50 16.75
TO0.00

Long=-term Debt 47.00% 10.98% 5.16%
Preferred Stock 12.50 11.88 1.40

Common Equity 40.50 16.75 6.78
T00.00% T3.43%

Terry Mowrey sponsored Exhibit 15, the staff report on cost
of capital and rate of return. Ke testified essentially as follows
in support of his recommendations.

Average year capital costs and an average test period

Qapital structure, rather than year-end rates and 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. Both Mowrey and Southwest had projected
financing rates for debt of 15% and 14% for 1983 and 1984,
respectively. Mowrey stated that these projections of Southwest's
financing plus expected increases in retained earnings should enadle
Southwest to achieve a capital structure approximating the one
contenplated ia his recommendation.

Ia arriving at his recommended range of 16.5% to 17.0% on
common stock equity, Mowrey relied upon United States Supreme Court

and Commission estadlished standards. These standards require,
basically:
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That <the return to equity holders bYe
comzensurate with returns on invesizents
in other enuerpriues having similar
“iwySy *

That the return be suf icient %0 enable
the utility to attract capital av
ressonable rates while assurin
confidence in the utility's finanecial
integrity:

¢. That the return dzlance the interests of
investors and ratepayers.

Mowrey states that no precise metholology can guarantee a
Tesult with respect to a proper return on equity with pinpoin<
for this reason he recommended g range. He further stated
Southwest instituteld a policy of inereasing dividends
Ytexpt To buoy the market price of {43 common stock.
3ut earnings have not been sufficient %o support +hic policy and

dividends have not deen increaseld since the second gquar<er of 1980.
‘:‘.tional shares of cozmon stock have deen issued during this perioed

wren elffort to maintain e reasonable capital structure. Mowrey
compared Southwest's recorded earnings with those of two groups of
cozparadly sized energy utilities for the period 1977 %o 1981. 7The
ist of companies studied consisted of 10 gas utilities and 10

combination eleciric and gas utilities. All 20 u+silities are listed
in Appendix A.

The Lollowing table shows the earnings rate on average
total capitel for Southwest, compared with the two groups of
utilities, during the period 1877-1081.
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Farnings Rate On Average Total Capital
Tread And S5-Year Averages
1077=1981

Ten
Southwest Ten Conbination
Year Gas Corporation Gas Utilities Utilities
77 T.56% B8.07% B.8(%

1978 8.80 .45 9.10
1979 11.%9 10.58 9.36
1980 9.44 10.21 9.72
1081 10.7% 11.11 10.%2
S-Year Average 10.04% 10.06 9.47%

SOURCES: - S=Year Studies, Rate of Retura Uait.
Moody's Pubdblic Utility Manual.
Annual Reports to Stockholders.

Annual Reports 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 earnings rates.
The next table shows Southwest's average common equity

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

Average Common Equity Ratio
Trend And 5-Year Averages
1977=1981

Ten
Southwes?t Ten Combination
Year Gas Corporation Gas Utilities Utilities

977 33608 SE 5% 36.57%
1978 38.64 25.%2 %6.87
1979 40.56 %6.86 36.51
1080 37.3% 37.76 %6.52
1981 %2.T5 %28.6% 37.07
S5-Year Average %36.58% %36.54% 36.67%

SOURCES: S-Year Studies, Rate of Return Unit.
Moody's Pudlic Utility Manual.
Anaval Reports of Stockholders.

Aanval Reports to California Public Utilities
. Commission.




A.82-07-05 ALJ/3n/vdl

@

Mowrey believes the decline in Southwest's common equity ratio is
partly attridutadle to its poor earnings performance over the last
two years as well as its unusually high dividend payout ratio. Ee
observed that Southwest has paid out in excess of 100% of the
earnings availadle for common stockholders in three of the last four
years and that the other groups of companies 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
aad 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 ability to meet its interest payment
obligations. Ee stated that Southwest's recorded after-~tax interest
coverage has been substantially below that of the other groups. The

ollowing table shows this ianformation.
Times Interest Earned-After Iacome Taxes

Trend And 5-Year Averages
1977-1981

Ten
Southwest Ten Combination
Year Gas Corporation Gas Utilities Utilities
18977 2.50 .14 Cel4D

1978 2.24 2.21 2.50
1979 2.15 2.48 2.40
1980 1.76 2.2% 2.35
1981 1.52 2.14 2.25
S5=Year Average 2.01 2.24 2.39

SOURCES: S=Year Studies, Rate of Retura Unit.
' Moody's Public Utility Manual.
Annual Reports t¢o Stockholders.
Annual Reports to Celifornia Public Utilities
Commission.

. 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
+tandard & Poor's and Baa3 by Moody's Investor Service. He noted
that these ratings are the minimum necessary to enable Southwest to
Ye considered an investment grade company. ZHe believes that these
low ratiags affect Southwest's ability to issue long-term securities
and to meet capital obligations. He testified that his
reconzendation should ensure maintenance of current ratings aad
hopefully improve future Southwest bond ratings.
Mowrey testified that he performed a discounted cash flow
(DCF) analysis in coanection with his study. DCF measures totel
retura, consisting of the dividend yield expected at the time of
purchase of a stock plus the expected growth rate of dividends. The
dividend yield can Ye directly observed at any given point in time.
Ee stated that Southwest's average dividend yield from January to
June, 1982 was 12.96%. He testified that one method traditionally
employed in determining divicdend growth rate is +to use historical

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

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

Earnings Per Book Value
Year Dividends Share Per Share

1971 $1.00 $1.30 $ 9.94
1972 1.00 1.24 10.2%
1973 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 1.03 1.10 10.5%
1979 1.085 1.57 11.12
1980 1.145 91 10.67
1981 1.16 .92 10.37

S~Year Growth

(1976-1981) . 3.01% 1.84% .39
10=Year Growth

(1971-1981) 1.50 (%.40) .42
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. Mowrey noted that Southwest's compounded growth rate during
the above period ranges from a high of 3.01% for its S-year dividend
growth rate to a low of minus 3.40% for it3s 10-year earnings per
share growth. He does not bYelieve that any investor would be willing
to invest capital whea confronted with the expectation of negative
growth, such as portrayed in coanection 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
1080 and 1981; that these latter showings reflect investors'
realizations, rather than expectations, and are therefore not
appropriate for DCF analysis.

Mowrey stated that another method often used ia lieun 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 Yook equity times an expected retention
ratio. The reteantion ratio is equal to one minus the dividend payout

tio; in other words, that portion of earnings which will be
retained by the utility to produce additional earaings in subsequent
periods. Ee expressed his opinion after reviewing the historical
date, as well as Southwest's own projected retura on equity, that a
reasonable expected retura oa Yook equity is 12.5%. Ee reviewed
Southwest's payout ratio for the last five years and concluded that a
reasonadble dividend payout ratio for Southwest was about 70%. (Ee
believes that Southwest cannot contiaue paying in excess of 100% of
earnings as it has during the last few years.) Multiplying the
estimated return on equity of 12.5% times the retention ratio of 304
(1=.70) produces a reasonable expected dividend growth rate of
3.75%. Thus, Mowrey's DCPF analysis indicates a reasonable iavestor
expectation for Southwest is about 16.75%, determined by combining
the {avestor's current yield of approximately 1%% with his projection
of Southwest's sustainable growth rate of 3.75%.
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. The witness tested the reasonableness of his projection.
Eighteen of the 20 comparable companies he used in his analysis are
pudblished in Value Line Investment Survey (Value Line). TUsing the
projections of retention ratio and return on equity shown in Value
Line for these comparadle companies, Mowrey performed a DCF analysis,
combining each utility's estimated growth rate with its most receant 6-
month dividend yield. Eis study indicates that investors require
average returas 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 Hove and Bluefield decisions. The results of this
latter study are shown in the following table.




SOUTHWEST GAS CORPORATI(N

Comparable Companies-Sustainable Growth
 Model Using Value Line Projections

ul /ey SO-LO-28°Y

: 2
: Report :Projected:Earnings/: Payout :Retentlon:Projected ted :Dividend: Investor

: : 17 W : : :
iValuve Line: i1Projected;Dividend: : ¥
: Expec
: R.O.E, :Growth Rate; Yield :Disoount Rate

Company : Dated :Dividends; Share : Ratlo : Ratio

Gas Utllities

12,545 18,11%
12,79 18,42
13,03 16.66
12,05 18.33
12,23 18.96
11.08 20,09
11,46 16,10
10.83 17.72
9.59 12,89
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Cascade Natural Gas 4-16-82
Comecticut Natural Gas. 4-16-82
Indiana Gas Co. 4-16-82
Laclede Gas Co. 4-16-82
Mimnesota Gas Co. 4-16-82
Northwest Natural Gas 4-16-82
Plednont Natural Gas 4-16-982
Washington Gas Light 4-16-82
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Missouri Public Service 4~30-82
Montana-Dakota Utilities §4-30-82
Sterra Paclfic Power 6-11-82
Southern Indiana GAE 4-30-82
Hisconsin Public Service 4-30-82

13,22% 12,70%
12,76 15.89
12,50 15.50
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The following table combines Southwest's test period

capital structure and embedded cost factors with various earnings
rates on common equity ranging from 15.5% to 17.5%.




SOUTIMWEST GAS OORPORATION

Deternination of Rates of Return Required to Recover Embedded
Cost of Debt and Preferved Stock at Varlous Assuved Rates

Of Return on Comon Equity - Average Year 1983

20/uf /0y SO-Lo28Y

: Capltal : !

1 :

: : 1/1 Cost 2/; . : 1 16, :

1 Component 3 Ratios 1 Factors i - HWelghted Cost - Totals
(a) (b) (e) () . (® (D]

1983
Long-Term Debt 47,008  10.64X 5,00 5,00 5.00 5.00  5.00
12,50 177 L4 W47 W4 La1 o Lar bAoAz
Comnon Equity . 6.28 638 648 658 6.68  6.78 689 6,99  7.09
100, 12.75%  12.85%  12.95%  13.05% 13.15%  13.25%  13.36% _ 13.46%  13.56%

5.00 5.00 5.00

Preferred Stock 1.47 1.47

Total

After-Tax Coverage 2.55 2,57 2.59 2,61 2,63 2.65 2,67 2.69 2.7

1/ Capital Ratlos estlmated on an average-year Basis,
2/ As shown in Tables Nos, 6 and 8, Exhibit 15.
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. The above tadle shows that a change in the comaon equity
return ol 25 bYasis points results in a chenge in the overgll rate of
revurn of approximately 10 besis points.

Mowrey believes his recommendation will balance +he

of investore and customers, allow Soushwest the opportunity
“o meet lixed charge requ: ements, pay 2 suitable dividend, provide
noderate adéition etained earnings and restore Southwes< <o
better fina cia

recommendatior
examine mow-oy Y the ALJ inquire
which Yowrey £ ig recommendat : her any
significant chuug had occurred recent in the financial world
which would cause him to alter his recormendation. Mowrey was also
asked concerning his opinion adout the risk preniun attached %0 a
PUTe gac cozpany such as Southwest, compared with an electric utilisy
a cozbination gas and eleetri utility--especially an electric
weility with nuclear generating piants.
lied that if an investor were to compare Southwest
i the nuclecr issue could be a very sirong

consi s b his issue has deen a very real factor subseguent
To the Three Mile Island accideni. Ee stated +hat the nuclear
factor, however, at
 Decause Pacific Gas and Electric C ozp (P G&Z) and Southern
Californiz Edison Company (SoCel) projec.s are coxing <o completion

leazt in California, {5 somewhat zitigated

T We mus U point out that a stipulation between parties does not
bind +he Comm ssion which must make its decigion based on all the
facts and circumstances bvefore i+.

- 15 -
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cws nopefully will de on line soon. He testified that electric
4

i
utilities are gtill on the whole riskier 4han ges utilities, dut that
the gas utility risk has beea . increasing; that the yield required on
628 utilities has been increasidg\and the gap closing between what
investors will demanéd from a straight electric versus a gas utilisy.
Asked whether some investors zight view a pure gas company as
virtually & "no-lose" investment in 1igh® of their abdility to recover

costs which had not been forecast “hrough dalancing accounts, Mowrey

stated that while dalancing accounts are currently in effect, this is
ey e

nOT Vo say that they will remain so indefini<tely. He also odbserved
that there is %he additional risk, as €as prices inerease, tha%

stozers can he driven off-line %o alternate sources.

w o

fter consideration, we believe thas the aidpoint of the

st2ll recommendation (16.75%) on common equity would de an excessive
allowance for us to authorize Southwest at this time. We believe

- L.
that o

& return of 16.0% on coomon eguity
evives set for

return on
wouléd
T coverage of 2.65,
F will s¢3ill result in a
ectable coverage of 2.59.

Rete of return ic nothing else <han <he
¢o3% o capital. While we concur %ha+
Southwest did not experience good
earaings during 1980 and 1981, we are
concerned here with capital costs in
Tuture years. The equity allowance
resultant coverages will be reasona
in light of present and future
c¢ircunmstances gurrounding this
proceeding.

and
le
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Szles adjustment, dalancing account,
ané ettrition mechanisms will help <
ens u-e *ha* Southwest has adeguate
opportunity %o realize the authorized
rate of return. .

5. Risk-free issues (Treasury Bills) have
been and zre currently selling at rases
less than 10%.

There was a considerable outpouring of sentiment expressed
at the pudlic witness hearings conducted in Victorville concerning
the magnitude of the reguested (adbout 30%) increase. The
correspoudeﬁce section of the forzal file containg over 80 letters

tepayers residing in thic district who are concerned about the
We are nindful that it is the ratepayers who are
for its cost of capital, and of the zeverely
econoay 2ffecting many of those customers. Howeve.,
reasonadle rate of return for & utility we must
21l the economic and financial circumstences

> darxetplace in which the utility must compete for capit
must dalance these needs with the needs of the ratepayers in reaching

ur decision on rate of return.

e will therefore authorize a common equity return of 16.0%

1084. In view of <the substantizlly lower prime an

L1l rates now prevailing, ac compared to those upon which
the parties testizony wags based, and considering Southwest's
3B/Baa” bond rasi ngs, ve will project 2o 14% interest rate for

Southwest's iong-tern dedt financing in both 198% end 1984. Ve wil
cozdine these adopted rates with the staff's capitalization ratios
shown in the following tadle.




A.82-07-05 ALJ/3n/val *

Canit all

zetion
Conponent Ratios

-ty "983

Long-Terz Dedt 7.00
Preferred S+tock 12.50
Common Equity 40.50

interested in and appreciate the efforts
in developing its recommendation, particularly the capital
etiraction (DCF) analyses performed in comnection with Southwes+t's
capivtel cosvs. IHowever, we have never set relturn on eguity hy use of
a Zorm:la or a single type of analysis and we decline %o do so here.
.m."" set return on equity on 2 case-by-case besis considering all
the econonmic factors prevailing the time of our decision.
FTederal Income Taxes
At the close of the evidentiary hearings, the ALJ direcsed
the staff and Southwest %o submit late-filed exhidbits demonstrating
the effects of the Tax Zquity and Fiscal Responsidility Act of 1082
(TZFRA). The exhidits were filed on Sep<embder 20, 1982. Concurrent
briefs were also ordered dy the ALJ for the single purpose of
addressing proper ratemaking “reatment %o be accorded Southwes:t's iax
expenses in light of the Zconomic Recovery Tax Act of 1981 (EZRTA).
| Under ERTA an Accelerated Co3% Recovery System (ACRS) is
pernivtted. 3Zssentially, this systenm allows a rapid depreciation of
assets for tex purposes. 3, in Turn, results in a deferral of tax
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liability. It is required under ERTA +that benefits from ACRS dYe
normalized. However, for plant-in-service prior +to Januwary 1, 1981,
ordinary depreciation, permitting flow=through of benefits to
ratepayers, is permissidle. The staff, in its approach, has flowed
these pre-1981 benefits through to the ratepeyer. 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 Regulatory
Commission (PERC); that it would be more convenient for Southwest if
there were uniformity in ratemaking and accounting methods in each of
the Jurisdictions where it appears. Southwest also states that full
aornalization commeacing in 198% would be beneficlial to future
ratepayers. It based this argument upon the assumptions of static
growth and no provisions for deferred taxes.

Southwest requests that we approve a full normalization

ethod of accounting commencing with 1983 on all of its property, and
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 c¢collections from the flow-through
method. Thus, the South Georgia method would be applicable 0 pre~
1081 property of Southwest, assuming full normalization; it would not
be applicable a2t all under staff's proposal to accept oanly post=1980
property normalization under ERTA. Southwest's witness conceded that
the short~-range effect of using the South Georgia method would
increase the reveaue deficiency by about $440,000 in 198%. Southwest
asserts that the "crossover" point, where Southwest's book
depreciation will exceed tax depreciation on about 90¥ of its assets
(distridution plant) will be 1984. It believes that unless the
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Commission allows for the recovery of reserve deficieacies 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
aormalization and use of the South Georgia method is allowed on pre-
1984 property in this case. ’

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

Staff witness Nettie FPabian agreed that the point where
Southwest's distridution plant book depreciation would exceed its tax
depreciation is in 1984, and that adbout 90¥% of Southwest's total
plant is distridution plant. She stated that after the crossover
point has been reached, straight line depreciation methodology would
be used over the remaining life of the plant; that this would bYe true
whether Southwest were a flow-through or a normalized company.

We have traditionally authorized rate increases based upon

.ccoun‘aing procedures which produce the lowest immediate costs for
ratepayers. This should be especially true in 4the dynanic area of
federal income taxation. The economic circumstances which prompted
the passage by Congress of ERTA and TEFRA 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 and in the immediate
future if the flow-through methodology is used for pre-1981 benefits
the staflf position has the greater merit and will be adopted for the
purposes of this proceeding.

Conservation

At the time of hearing an issue existed due to uncertain
language contained in D.82-07-096, dated July 21, 1982, in A.6055S.
The .summary of the decision and findings of fact spoke in terms of a
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balancing account being established in order to record expenses of
Southwest 's Resideatial Conservation Service (RCS) as well as its 8%
loan programs. Eowever, Ordering Paragraph 6 of the decision
addressed only the 8% loan programs. The decision has siance been
modified by D.82-10-048 (dated Octover 20, 1982) in response to a
petition f£iled by Southwest. Therefore, our adopted summary of
earnings will not include costs for these two programs, siace they
will be covered by the balancing account. Southwest coacurs with
this approach.

The staff's Energy Conservation Branch (ECB) presented an
analysis of Southwest's proposed energy conservation activities fLor
108% and 1984. Southwest had initially requested funding of its
gonservation programs in amouats of $577,500 for 1983 and $524,000
for 1984. ZICB analyzed the proposals and met with Southwest to
discuss modification of the programs in light of more recent
experience and Commission policy. As a result Southwest revised i+s

.pplica‘cion and aow requests funding of $474,500 for 198% and
$416,000 for 1984. ECB's analysis indicated that the programs
proposed are cost-effective and appropriate. ECB recommends,
therefore, that Southwest's proposed programs and expeaditures, as
revised, be adopted except that funding for Southwest's Big Six
Program should be expanded to include the 8% loan program ordered by
D.82-07-096.

Southwest's general conservation program includes the
following activities: an energy conservation coantest; customer
conservation messages; its Big Six Pfogram, intended to reduce
aatural gas coansumption through installation of attic insulation and
conservation devices such as weatherstripping, caulking, duct
insulation, water heater insulation and low-flow showerheads; a new
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construction program, eacouraging the use of energy-efficiency design
standards exceeding local, state, and federal standards; an appliance
coaservation program, promoting the conversion of electric water
heaters %0 new high-efficiency gas units; a conservation device
program, invelving installatioen of efficient thermostats, swimming
pool covers, hot water pipe installation, faucet repair Xits, etc.; a
Pilot turn-off relight program; a commercial energy audit program;
and 2 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 1983.

Both ECB and Southwest ahticipate a surplus of unsypent
conse?vation funds remaining at the end of 1982 of adout $144,200.
ECB believes these unspent funds should be used %o help fund the 198%
and 1984 programs. ECB further relommends that Southwest's present
conservation activities, except a basic informational program, be
discontinued on Decemder 31, 1984. It suggests that after that date

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

ECB believes Southwest's revised expenditures for 1983-1984
are reasonable; but that due to the large anticipated dalance of
unspent funds remaining at the end of 1982 the funding level allowed
in rates must be reduced. Recommended funding levels contained in
Exhidit 17 for 1983 and 1984 were calculated as follows:

1683 recommended expenditures $497,600
1984 recommended expenditures 442,400
Sudbtotal 940,000
Less Unspent Funds 144,200
Total 795,800
Annual Punding Level for 198% and 1984 $397,900
Upon request, Southwest furnished ECB with information
concerning remaining market potential for conservation. This
information is set forth in the following Appendix D, reproduced from

‘xhibit 16.
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. Staff asserts that since 1974, Southwest's use per customer
has been reduced by about 26% and that the remaining market for
weatherization is declining. Purthermore, staff 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 case,
provide evidence that an adequate market exists for any conservation
activity proposed, except a hasice informational program.

Stal?f suggests the following priorities for the recommended
1983-1984 progranms:

Program Prioritization

Program Priority *

General Conservation 3
New Construction
Appliance Coanservation
Conservation Devices
Pilot Turan Off/On

Solar

Commercial Energy Audits
Low=-Income Weatherization
Water Heater Replacenment
RCS Energy Audits

8% loans

* Priority Descrintion

1 Relatively large energy savings directly
attridutadble to progran.

2 Relatively small energy saviags directly
attributadble to progran.

.3 No energy saviags directly attridutable
t0 progran. :

‘A W

X RN WD

Mandated progranm.
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. The staff deems Southwest's conservation performance "quite
gool", noting that average recidential ges use has deen reduced on a
par with thet of PGET and Sofal and ot a2 nuch lower cost per customer:
Southwest - $7.38; PG&E - $23.20:-SoCel - $10.66. Purthermore, the
stall evaluation of <the prograss proposeld by Southwest is that they
are "cost-effective, worthwhile and appropriate.”

~ We delicve it premature at this time to order termination
of Southwest's conservaiion efforts at the end of 1984 based upon <the

evidence before us. The informa<ion which Southwest furnished %the

svafl indicates only a limited reelistic market potential in soze

categories for 1984. But other areas show coatinued promise, e.g.
conservation devices such as showerheads and water heater dlankess,
pilot turn-off (even though some of these efforts will Ye made by
informed customers regerdless of Southwest's program). The
POssibility of further cost-effective conservati
L26S when “he company

available at +tha+ < 3 “0 and zuch more meaningsul
regarding Southwest's post~1624 operations than that currently
availadle. Purtherzore, Southawest projects an increase of almost
5,000 customers for 198% nlone. We do not intend %o burden
Tasepayers with higher rates due to questionadly cost-effective
Prograns.  Thoze not shown %o be clearly cost-justified will not Se
funded in the next general rate case.

We are troudled dy one of Southwest's proposed conservation
Prograzs, tne mppliance conservation program, intended to promote
converazion of electric water heaters o high-efficiency gas units.
We perceive the primary effect of 4this program to be %he prozdovion of
increased use of natural gas, rather <han its conserva<ion.
Ratepayers should not be required to fund prograzs which promote one
utility's service over 4ha%t of another. We will, therefore, disallow

the $19,800 in expense projected for this program in 1983-84.
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. We will, otherwisze, adopt the 1987%-1084 funding
recommendations contained in staff Exhibi<s 16 and 17. Eowever,
since RCS and the 8% loan programs are covered by a balaneing account
we will reduce the funding levels.accordingly. Additionelly, the
3144,200 of unspent funds shall bde epplied to the balancing account
for the RCS and the 8% weatherization prograns. The adopted funding
levels are:
- 198% Recommended Expenditures 8264,500
1084 Recozmended Expenditures 205,500
Sudtotal 471,000
Less 1987%/84 Appliance
Conservation Progran - 10,800
£451,200 = 2

Adopted Annual Tunding
Zevel for 108% and 108:4 £225,600C

Ac. 909 - Informational an
Instructional Advertising

Ixpenses
. Zotal Customer Service and
nformational Expenses

Suzzmary of Zarnings

The information shown in the following +abdle
Southwest's adjusted estimaves, the staff's estimates,

dispuved issues, ERTA, TEFRA, and adopied revenues and
test year 1983,

AT yeny e e
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Zstimated and Adopted Summary of Barnin nge
“est Year 108%

-+ A% Southwest Proposed Rates
- Sl - - -
~tes ) S“&*‘(Thousdgé;%%l%ollars) Adopzed
Operating Revenues $%37,014.2 3%76,981.4 £3£,2%72.%
CITRATING EXPENSES
Other Gas uupn;v Expenges &20,%08.4 20,311 .1
’ 6.% 5.9
2,29%.4 2,447.4
Customer Acco..nw 1,867.5 2,080.9
Cusztozer Service arnd In<o. 207.0 RLL.LE
Saleg Expense 45.0 54.2
A€zinistration 2né General 1,5£0.% 1,485.0
Subtotal 2€,%56.9 27,0%0.3

1.695.3

@2.%
40.9 374.2 340.0
1.1 104.3% 65.6

2,981.0 2,5L8.9 1,757.0
Kh .342.2 %1,85%.0 29,067.0

-
2

5.672.0 5,129.4 4,2%5.3
32,749-5 35,302.5 72,756.%
17.32% 14.5%¢ 12.9%%
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. Included in the summery is reflection of Southwest's sale and
leaseback of its headquerters building in Las Vegas. This causes an
increase in administrative expenses of abous $189,000. The incresse in
expenses ig more than offset oy a corresponding reduction ia allocated
commol plant and reserve. A ne+ ratepayer savings of about $80,000 has
been achieved through this transacsion.

The adopted summary also reflects galary increases of 5% for
1983. Southwest has placed a2 freeze on the hiring of new employees.
Attrition
Southwest had originally reques+ted about $1.5 million in
nd financial
Sased on our adopted Summary of Zarnings, the staff has
deternined that an additional §1,524.800 will provide adeguate revenue
for 1984 attrition. vell's estimate contains the following elementis:

R 64,600
Cperational Attrition
. Nonescalation Elements 253,000
Escaletion Elerments
Labor @ 54 202,400
Nonlabor & 8.2 285,600
To%al 1,515,600
Staff's 8.2% escalation of nonlabor expense, bdased on <he
Modified Producer Price Index (MPPI), is calculated by weighting
various elements of the Producer Price Index and the U.S. Consumer
Price Index-Wage Zarner (CPI-W) as follows:
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Modified Producer Price Index Bureau of Labor Statisties

Category % Weight Code
Producer Price Index

Energy

Chemicals

Rubber & 2lastics

Lumber & Wood

Paper & Puly

Metals

Yachinery & Zquipment

Transportation Eguipment

Other Industrial
Commodities

CPI-W

057
06
o7
oe
0o
10
!
14

'NO NGV DO
H IOV -J AN

- —x BY
O OOV & o

INDO (DRI)
CPIV

T
Q)
O]

i
\
\

100.0

O

Staff's financial attrition and the nonezcalation portion of
operational attrition is reasonable and will be adopted. Stafl's
onlador escalation (MPPI) will he adopted:

Q;wever, the staff's determinution of escalation rates is premature and

11l be postponed to a date closer to the avtrition year 1084. Vith
regard to labor escalation we will use the latest available indexes
from the U.S. All-Urban CPI.

In order 0o reflect the latest availadble indexes, fouthwest
should f£ile by QOctober 15, 148% an Advice Letter setting forth the
appropriate escalation and nonescalation amounts.

Rate Desipn

Southwest's Southern California Division iz engaged in the
retail sale of natural gas generally in Vietorville, Zarstow, znd Big
Bear Laxe, all situzted in San Bernardino County. Southwest serves
about 45,250 customers in this Division and projects an increase during
1983 to akout 50,140.

Table 1 develops Southwest's gas margin for 19R3 based upon
our adopted results of operations. "Gas margin" is defined as test
year operating revenue less the c¢cost of purchuzsed gas, including
associated franchise fee and uncollectidle costs. Table 2 develops

.:uthwest's revenue requirements for rate design purposes.

- 20
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Amouat

(Thousands)
Gros3 Revenue $34,242.%

Less

uncollectibles

Pranchise Fees .6

Total F&U £782.4
Net Revenue 3%,553.9

*&U Pactor for 3t ] ,
(1.2 = 2.0217%

Cost of Gas

Jurecheases 820,%05.00
F&U €2.0217% £10.50
PGA Cost (1.7 - 1.8)

Revenue Regquirement for 1983

Gross Gas Margin (1.10 = 1.9)
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TABLE 2

REVENUE REQUIREMENT
Based on the Adopted Margin and
May 4, 1982 Cost of Gas

Tar Anount

(Thousands)
Cost 0f Gas @ Sal-82 Ra%tes

Purchases (54,161,400 th O $0.42068) R22,784.6
PGA Belancing Account (Annualized)+ L0.2
Subtotal 22,824.8
PET € 2.02175 261.5
PGA Cose 2%,28A.5

Gas Margia 1%.,516.%
SAM Balancing Account (Annualized)+* 3,255.4
Revenue Reguirement (1.5 + L.6 + 1.7) 40,058.%
Revenue a% Present Rates 24,220.0%%

increase 5,837.6

* 3Balancing Account Revenues from Schedule 1
of Advice Letter 292 as authorized by
Fesolution G-2466 daved May 4, 1082.

Table 3, Adopted Rate Design - Revenues
et 5-4-82 Rates (p. 3%6)

Southwest's present rate design consists of three tiers plus
2 $7.50 customer charge. It originally proposed %o eliminate the
residential third tier and 40 ineresse %he ionzhly customer charge %o
§5.50. It later amended i%s cusiomer charge reéémmendation and now
Suggests that it de increased to 34.25, the same charge in effeet in

- 321 -
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.i‘as Placer County service area. The staff concurs with Southwest's
reconpended elimination of the residential third tier and increasing
the Schedule G-91 (special service) charges, dbut is opposed %o
inereasing the monthly customer charge. Staff believes the increased
customer charge, as recommended, while affecting all customers equally,
would 8o little to those who have only minor use. It therefore |
proposes 2 miaimum bill concept for residential customers.

Staf? determined that a minimum bill of $16.75 per month
would generate about $500,000 annually, the majority (about 81%) being
collected i the summer months. Staff also determined that adbout 44%
of the summer bills and 8% of the winter dills would be at the minimum,
the crossover point for a regular Bill being at 21 therms. It
arbitrarily set its minimum charge to approximate 60% of the average
noathly cost of service (8$27.0%) and to have a crossover point lower
than the average residential summer use of 27.6 therms per moath. The
staff witness testified that the only residential groups with average

usmer use below 21 therms are the space heat only customers 4n the
Barstow and Victorville areas at 9.1 therms, and the second-home
customers in Victorville and Big Bear areas at 18.6 therns. ,

Staff notes that the current lifeline rate (Tier 1) is set %o
approximate £0% of the system average rate; it proposes retention of
that relatioaship.

Southwest's curreat GN-% (commercial~industrial) rate is
refereaced to 90% of the price of No. 2 fuel oil. The last reported
price for No. 2 fuwel o0il was 71.14¢ per therm equivalent. TUsiag the
90% reference, the GN-3 rate would be 64.0%¢, which 4is bdelow the
lifeline rate. Staff recommends therefore that the GN-3 rate structure
be modified as follows: <the rate should be referenced to 92.5% of the
No. 2 fuel oil price or the Tier 1 (lifeline) rate, whichever is
greater; but in no case should the rate exceed 95% of the No. 2 fuel
0il. Staff notes that referencing the GN-3 rate to a percentage of the
No. 2 fuel oil price permits periodic fluctuations in the price of oil

- 32 -
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.since gas rates are normally set for periods of at least six months.
It recommends that the Tier 2 rate (applicadble in connection.with
Schedules G-1, G-IN G=5, equivalent, G=7, GN-1, GN-2, GS, and GM) de
get residually.
Ia sumpary, the staff's recommended rate design is as follows:

a. Establish a residential minimum bill of $16.75:

b. Tier 1 (lifeline) rate be set at 80% of the
systen average rate;

c. GN=% rate be set at 92.5% of the No. 2 fuel
oil price; and

d. Tier 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 Tier %
(residential) rate since present volume accounts for only 2.5% of
residential sales (1.9% of total sales) and is used by oanly 2% of the

esidential customers in the district. Further, adoption of its
qifferential of .22¢ between first and second tier rates will
eancourage conservation efforts.

The principal reason for the staff minimum bill
recommendation is to generate more of Southwest's fixed costs fronm
pizninum use customers. The minimum bill of $16.75 would include the
$%3.50 customer charge. Since most of its revenue (81%) would de
collected during the summer months, this approach would mitigate cash
flow prodlems. Residential users with average summer use below the
crossover point of 21 therms are the space heating oaly customers in
Barstow and Vietorville at 9.1 therms, and second homes in
Victorville and 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 and
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.who might desire to avoid the minimum bill charge of $16.75 during the
wiznter months, could elect to have their gas service shut off during
the winter. TUnder Southwest's Schedule G=91, there would be a charge
02 $18.70 to reestablish service in the spring if same day service is
requested. If 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
regservations with respect to the recommended minimum bill approach
for the residential rates. Our chief coacern is with the minipum
bill level=816.75. There is a2 substantial group of customers in the
Barstow and Vietorville areas who presently pay consideradly less
than that amount. Some pay only the customer charge of §3.50; and
the average space heat only use in Barstow is about 6.6 therams,
producing bills of about $7.80. We are concerned that doubliang this
charge would defeat c¢onservation incentives. We believe the

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

Primarily ia the interest of conservation and for
consistency throughout the company, we will adopt the $4.25 customer
charge here, combined with the two tier rate design. There will be a
sufficient difference bYetween first and second tier rates to
eacourage conservation, and such a two tier design will be more
easily administered. TFurther, pilot light turn-off efforts will de
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, conservation is a
nore important coasideration at this time. We are increasingly
concerned, as energy bills become a greater perceatage of custonmer
living expenses, that ratepayers get a tangible reward for their

- 34 -
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.conservation efforts. There is little that an average ratepayer can
do to avoid higher energy costs except coaserve. JSouthwest's
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 %ariff item contains
rates for work performed during regular hours and after hours. 3But
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. Staff
recommends that the "regular hours” designation be changed to "normal
service™, and that "after hours"” be changed To "expedited service".
The company agreed with the staff's recommendation. We concur with
this proposed clarification and the proposed charges of $18.70 and

37.40, respectively, for normal and expedited service.

D.82-01-063 dated January 18, 1982 ordered Southwest to pay
interest on all customer deposits at the rate of interest applied vo
the deferred cost of supply balancing account. The staff ia 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 beea revised. Our decision in this
proceeding will iterate Ordering Paragraph 3 of D.82-01-063.

The rate design as discussed above is appropriate for the
purposes of this proceeding and will be adopted. It is shown 4in the
following Table 3. Rates include cost of purchased gas as of May 4,

1982. They do not give effect to any increases contemplated under
curreat offset proceedings.




TA. 3

Mopted Rate Design |
(Reverie Dollsrs in Thousends)

-

«30/n TPA/ aL/ui/0Tr S0-L0m28°Y

1 Revemie 8t .l'
1 Adopted ' Increass
Rates t Arount t Percent

1 Revenues abi
5-4-82 1 Adopted
Rates t Rates H

"1 Adopted 1 Rates
t Yolume t Effective 1@
t {1000s) 1 5582 1t

Schedule

—

Residontisl (G-1, G-IN, GS, GN)

Custozer Honths (559.5 N)
Tier Y} 1/

Tier 11

Tier 111

Totel Residential

$ 419.6 21.4%
2,202.0 16.1

1,323.0 17.4

$4.25 $ 2,377.9

13,6713 .6156 15,873.3

6,871.3)
7}}120) .8355 8,941.3“—

23'21'7.9 .7453 27.192.5

$3.50 3 1,958.3
«5302
6992

8544
6372

25,785.1
9,827.4
874.3

36,486.8

3,944.6 17.0

Comzarclial-Industrisl

L)
L ]
O
L ]

Custozer Months {37.7 X)
G%-1, GN-2, G-5, G-7 (Tier 11)

oN-3 2/

Total Corzercial-Industrial

Ssles Rsvenmue

Other Operating Ravenies

Total

12,0756
~3:498:7

3.50
6992
6276

132.0
8,443.3
2,195.7

4,25
.8355
.6580

160.2
10,089.2
2,302,0

; 28.2
1,645.9
106.3

15,5741
52,000.9

10,771.0
34,018.9
202,0

34,220,9

12,551.4
39,743.9
31"&-8

40,058.7

1,780.4
5,725.0
112.8

5,837.8

Over/(Urdsr) Recovered 0.2

)/ Adjusted by 1345 Nth for GS discount.,
2/ #2 fuel oil @ 71.14¢/th equivalent.
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Pindings o0F Pact

1. Southwest requests increases in the rasec applicable to
service reacered in its Southern Califoraia Division during 198% and
1984. .

2. Southwest iz in neced of additional revenue; however, the
increase proposed by the company is excessive.

2. A rate of return during 198% of 12.9%% on our adopted rate
base is reasonedle. This return will provide a refturn on cozzon
equity of 16.0% 2nd a %imes {nteress coverage of 2.59. It is
reagonzdle that Southwest be authorized the same 15.0% return on
connon equity during 1984.

J
4. The adopved Summary of Zarnings shown in the decision
reesonadly estimetes Southwesi'c 1987 operating revenues, expenses,
and rate bdasge.

S. n allowance for operational ané financial attrition during

~J

&, as set forth in Ordering Paragraph 2 is necessary, and will be

orized, in order to afford Soushwest opporsunity <o earn 14.0% on
comzmon eguity during 19R4.

5. The staff's method of calculating Southwest's 1983 federal
incoze %ax liamdbility is more reasonadle +han the method used by +the
compa“ . Since the st2ff method results in a 0 ecent cost for

atepayers. The information shown in our ado nmary of Zarnings
properly reflects the consequences of ERTA an

7. Southwest's recent conservation efforts have deen good and
have resulted in cost-effective en ergy savings. Ivs conservation
programs proposed for 1987 and 1984 will de cost-effective. The
congervation programs and funding recommendations shown in stafs
Exhibit 16 and 17 are reasonable, except Zfor deletion of the
Appliance Conservation Program, which would inappropriately apply

atepoyer-provided funds to the promotion of increased gas usage.

8. Rather then terminating these programs with December 31
1984, an analysis of the remaining market in 1984 will enabdle us to
z'ss cost~effectiveness more accurately. Southwest should de
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u.;rectec’. %o furn

2ish the Commiscion with a cost-effective evaluation
oL these same program elements in 1ts 1985 rate case. .

9. The company-reconzended rate design, consisiing in part of
& customer charge of $4.25, will result in a greater collection of
fixed costs from minimum use customers.

10. Cancellation of <he +hird %tier rates is reasonabdle because
residentisl sales at present third tier ratesc account for only =
negligidble portion of total residential

11. QThe 22~cent diff

excourage conservation.

2. The 3%2ff rate design for commercial~industrial
reasongble. The customer charge should not be

13. Iacreagses in ra%e

8 and charges authorized
are justified and reasonadble; present rates and char

_,CS,

they differ from 4hose presceribed by this deciszion, are

ran

Tuture unjust anéd uareasonadle.

.Lclusions 0f Law

-

‘. Revenue increases of £5,8%7,500 or 17.06% during 109%
(based over rates effective ¥ay 4, 1962) end an additional amount in
1984, as set forth in Ordering Peragraph 2, are reasonazble based upon
our adopted Sumzary of Earnings.

2. The rate design shown in Tadble % is reasonable and should
be adopted.

3. Southwest shoulé be authorized %o place into effect the
rete increases found to be reasonadle for 198% and 1984 in Conclusion
of Law 1 effective January 1, 1987 anéd January 1, 1984.

4. Southwest should conduct +the conservation programs
recommended by and contained in staff Exhidit 16 except for the
proposed Appliance Conservation Progran. Southwest should furnish
the Commission with & costv-elffective evaluation of those same progran
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elements Iin its 1085 rate case. Those elements not shown to bde
effective ghould not bYe included in Scuthwest's post~1984 .
conservation program. b

ORDEE
IT I35 ORDERZD %hat:
1. Effective January ', 1983 Southwest Gas Corporati
(Southwest) is authorized to file the increases shown in Tadle 3.
2. On QOctover 15 198%, Southwest shall file an Advice Let<t
%o implement 19084 attrition rates. 84 avvrition
reguirement at that *ime will be caleculated az
Pinzancial Attrition
Operational Attrition
] 954,100

- .05

Nonlador
VI

To%tal Increase for 1084 Attrition

*fodified Producer Price Index, Staff
detauiled on page 29 on this dbc sion

e
vl

cion except
custonmer charge ) iacreased.

3. Southwest conduct the conservation prograzs
recommended by the staff in Exhidit 16. Southwest shall develop
information concerning the coss-effectiveness and remaining market

potential of these same program elements Lor presenta ioa fn its 1985
rate case.
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@

4. Southwest shall pay interest on all customer deposits at
the rate of iaterest applied to the deferred cost of supply balancing
account, and shall amend Rule S-C of its tariff in accordance with
this directive immediately.

5. By Pedbruary 15, 1983%, Southwest shall mail to all its
customers in its San Bernardino County service area a bill insert

notice as shown in Appendix B deseribing the effects of ERTA and
TEFRA on rate increases.

This order is effective today.

Dated NOV 171582

, &t San Franciseo, Califorania.

JOHN E. BRYSON
President
RICHARD D GRAVELLE
LEONAKD M. GRIMES, JR.
VICTOR CALVO
PRISCILLA C. GREW
Commissioners

T CEaTIFY T

VAS ADPROTED BT
Pory o T Ta

COVMISSICNRRS LOL
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APPENDIX A

Gas Utilities

Bay State Gas Company

Cascade Natural Gas Corporation
Connecticut Natural Gas Corporation
Indiana Gas Company, Inc.

Laclede Gas Company

Minnesota Gas Company

Northwest Natural Gas Conmpany
Piedmont Natural Gas Company

Public Service Co. of North Carolina
Washington Gas Light Company

Combination Companies
Electric and Gas

Central Hudsoa Gas and Electric Company
Central Illinois Light Company

Interstate Power Company

lowa Southern Utilities Company

Madison Gas and Electric Company

Missouri Public Service Company

Montana - Dakota Utilities Company
Sierra Pacific Power Company

Southern Indiana Gas and Electric Company
Wisconsin Public Service Company

(END OF APPENDIX A)
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APPENDIX 3

831l Insert £or. Sout?
(Southern Californ

0 the $5,837,600 annual rate increase recent

for its Southern California Division by the Publ

Commission, $£88,000 was attridutadble 1o Pres

Recovery Tax Aect of 1981, and the Tax Zguity

Responsidility Act of 1982 which requirec the Public Utilities
Commisszion to charge ratepayers for the expense of taxes which are
no% now being paid to the Federal Government and which zay never be
paid. This expense may increase in the future. '

(XD OF APPENDIX B)
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Decision 82 12 061 NOV 171982

BEFORE THE PUBLIC UTILIC

ES COMMISSION OF THE STATE OF CALIFORNIA
S

I
Application of SQUTEWEST CGA
CORPORATION for Authority <o Application 82-07-05
Increase Natural Gas Rates in (Filed July 2, 1€82)
San Bernardino County,
California.

William Claerhout, Attorney at Law, for
Southwest ¢as Corporation, applicant.
Thomas P. Corr, Attorney at Law, aund
Jay B. Johnson, for the Commiscion

-’y
swalt.

Summary o Decision

Southwest Gzs Corporation {Southwest) has requested

.mreasee' in itz rates for +the sale of natural gas in San Beraardino
County of about SR.6 million during tejt year 1983, and another $1.4
million in atirition year 1984. The coppany originally requested 2
return on common equity of 19.07, dut séﬁpulmted at prehearing
conference %0 the midpoint of the stalff-recommended range, 16.75%.
T™he decision authorizes a return on commoa equity of 16.0%, which
ecuates to rates of return on rate dage of 12.95% in 198% and 1%.,17%4.
in 1984.

The decision grants a total reveuue increase of $5,859,100
or 16.90% for 1983 and an additional allownnce for 1984. Iacluded in
the total revenue regquiremest is 488,000 which represeants the
effects of Beconomic Recovery Tax Act and Tax Equity and Piseal
Responsibility Act.

The decision also requires that Jouthwest observe a flow-
through method of accounting in connection with depreciable properiy
acquired prior to 1981; the company had requested that this properily

.e accorded normalization “reatment. The company's method would have
Pacreased 198% expenses by adout $440,000. '
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. With respect to rate design Southwest requested that the
moathly customer charge be increased from $3.50 %o $4.25, and that
the third tier rates be canceled. The decision adopts Southwest's
reconzendation, rather than the staff's counter proposal, consisting
of a monthly minimum Bill of R16.75. S42ff had concurred with
cancellation of the little-used third tier rate block.

The decision also adopts the staff's recommendation
concerning funding for Southwest's 1983-1984 conservation vrograms;
however, rather than ordering that the programs be terminated after
1984, directs Southwest to exanmine ongoing programs when preparing

its 1985 rate case and determine cost-effectiveness at that time.
General Information

Southwest is 2 natural gas company 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 ia the
transoission, distridbution, and sale of natural gas for domestic,

mmercial, agricultural, and industrial uses. As of Decenmber 31,
1981, Southwest served approximately 17%,000 customers in Arizone,
121,000 in Nevada, and 52,500 in Califoraia.

Southwest is divided into two service areas within
Califoraia. ©This application was filed \in connection with
Southwest's Southern California Division.\ This division is engaged
in retail sales of natural gas in the genetal areas of Vietorville,
Barstow, and Big Bear Lake in San Bernarding County. Southwes?t
curreatly serves approximately 45,250 customers in this division; it
has projected an increase in customers to SO,?KO for test year 1983%.

Southwest has reguested annual revenué\@ncreases of
approximately 8.6 million dollars, providing a rate of retura of
14.53%. Without rate relief in test year 1983, Southwest asserts i4
would eara a rate of return of 1.60% oa its Southern Califoraia
operations. Turther, Southwest has requested adout 1.6 million
dollars in additional revenues during 1984 as an attrition
allowance. This attrition has two elements--financial and

.:erationa.l. The financial attrition will bde the result of changes

-2 -
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in Southwest's embedded ¢osts of debt and increases in the dividend
rate for preferred stock. This occurs when dedt and preferred stock
are retired and rolled over with new issues at rates exceeding
curreat costs. Southwest's operational attrition will oceur because
of changes in operating reveaues due %o additional cutomers, sales,
operating expeases, depreciation expenses, rate base, etc.

Southwest's last general rate increase for this district
was granted by Decisioa (D.) 92507, dated December 16, 1980 in
Application (A.) 59359. By that decision Southwest was granted a
rate of return of 11.72% and a return on equity of 14.%0% for test
year 1981. Southwest's request for approximately 8.6 million dollars
in 1983 amounts %o about 2 %0.5% increase in rates. Its request for
a 14.53% rate of return equates to a 19.0% return on common equity in
the test year.

Notice of the application and hea;i{gs_yas publi@hed in
five newspapers of general c¢irculation in-Souxuébﬁié-Southerq
alifornia service area, in accordance with the provisions of Rule 24
of the Conmission's Rules of Practice and Procedure. Notice of the
hearings was mailed to each customer in the district. A public
witaess testimony proceeding was conducted in Victorville during the
afternoon and evening of August 19, 1982. About 50 people attended
the afternoon session; 21 offered statements\in opposition to the
increases. About 20 people attended the evening session, and 7
presented statements opposing the application. \% prehearing
conference was held in San Prancisco on Auvgust 27\1982. Tiaally,
the evidentiary portion of the matter was heard in Saq Prancisco on
August 30, 1082 before Administrative Law Judge (ALJ) John Lemke.
The application was submitied subject to the receipt of late~filed
Exhivits 18 and 19, and limited briefs by Septembder 30.
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That the return to equity holders be
conmensurate with returas on iavestmeats
in other enterprises having similar
risks;

That the return be sufficient %o enadble
the utility to attract capital at
reasonable rates while assuring

confidence in the utility's financial
integrity;

¢. That the return balance the interests of
investors and ratepayers.

Mowrey states that no precise methodology ¢an guarantee a
result with respect to a proper return on equity with pinpoint
accuracy; for this reason he recommended 2 range. Ee further stated
that in 1978 Southwest instituted a policy of increasing dividends
annually in an attempt to buoy the market price of its common stock.
3ut earanings have not been sufficient to support this policy and
dividends have not been increased since the second quarter of 1980.

dditional shares of comnmon Sto¢k have been issued during this period

‘n aa effort to maintain a reasonable capital structure Mowrey
compared Southwest's recorded earnings with those of two groups of
energy utilities for the period 1977 %o 1981. The list of companies
studied consisted of 10 gas utilities and 10 combination electric and
gas utilities. All 20 utilities are listed in Appendix A.

The following table shows the earnings rate on average
total capital for Southwest, compared with the two groups of
utilities, during the period 1977-1081.
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. The above table shows that a change ia the common equity
return of 25 basis points results in a change in the overall rate of
retura of approximately 10 basis points.

Mowrey believes his recommendation will balance the
interests of investors and customers, allow Southwest the opportunity
t0 meet fixed charge requirements, pay a sultable dividend, provide
nolerate additions to retained earnings aad restore Southwest to
better financial health.

Southwest stipulated to the midggint of the staff
recommendation for return on common equity. It did not cross-—examine
Mowrey. EHowever, 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 agked
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 geaerating plants.

Ee replied that if an investor were 10 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+thged that the auclear
factor, however, at least in Califoraia, is\gsomewhat mitigated
because Pacific Gas and Electric Company (PGE&E) aad Southern
Califoraia Edison Company (SoCal) projects are coming to completion
aad hopefully will be on line soon. He testified gpat electric
utilities are still on the whole riskier <than gas utdlities, 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
investors will demand from a straight electric versus 2 gas utility.

e ok Lt Cin /”4/"/*"”4 £ ?%-
Ly L,
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.Asked whether some investors night view a pure gas company a3
virtually & "no-lose" investment in light of their adility to recover
costs which had not been forecast through balancing accounts, Mowrey
stated that while balancing accounts are curreantly in effect, this is
n0t 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
allowaace for us %o authorize Southwest at this time. We believe
that a retura of 16.0% on common equity would accomplish the

objectives set forth in the Eope and Bluefielld decisions for the
following reasons:

1. The prime rate is trending downward and
is currently delow 12.0%.

2. While the return on equity at the staff
nidpoint would result in a tines
interest coverage of 2.65, a retura of
16.0% will still result in a
respectadle coverage of 2.59.

Rate of retura is nothing else than the
cost of capital. While we concur that
Southwest did not experience good
earaings during 1980 and 1981, we are
concerned here with capital costs in
future years. The equity allowance and
resultant coverages will be reagonable
in light of present and future
circumstances surrounding this
proceeding.
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oY W
equity of $9:25-22+982\ PlacerCounty
operati Tin (D+82=-01-6%,
dm Jaauary 19, 1982/33 A.60714).

B, We authorized SoCal an equity allowance
‘ of 14.6% for test-year 1981 (D.92497,
dated Decenmbder 5, 1980, in A.593%16.)

& ~We—ewarded PGAE an equity allowance of
ﬁuﬁz 16.0% dur est—yoar.tO82. We deem
oy PGELE's sk factor greater tham—
Sonrhwest's.

7x\—~ale~_addn§tmeat __balancing account,
: and attrition me ‘éII‘help~to

Cryv easure th thwest has adequate
oppo ity to realize the authorized
e of return.

B~ Risk-free issues (Treasury Bills) have
céc been and are currently selling at
azounts less than 10%.

Turthernore, we caanot be insensitive to the needs and
AQ’ircumstances of the ratepayers in Southwest's Southera Califoraia
‘ivzs* on. CThere was a coasiderable outpouring of sentiment expressed
\at the pudblic witaess hearings conducted in Vietorville conceraing
/@he sagnitude of the requested (about 30%4) inerease. The

éorrespondence section of the formal file contains over 80 letters
Lrom ratepayers residing in this district wpo are concerned about the
increases. We are mindful that it is the ratepayers who are
compensating Southwest for its cost of capital, and of the severely
atling econony affecting many of those customers

We will therefore authorize a commoa\equity return of 16.0%

Lor 1983 and 1984, and combine it with the staff s capitalization
ratios shown in the following tadle.

N
Y
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Capitalization Weighted
Component Ratios Cost Cost

198%

Long=-Term Debt 47.00% 10.64% 5.00%
Preferred Stock 12.50 11.77 1.47

Cozmon Equity 40.50 16.00 6.48

1984

Long-Ternm Debt 47.00% 10.98% 5.16%
Preferred Stock 12.50 11.88 1.49
Conmon Equity 40.50 16.00 6.48

T00.00

We are interested in and appreciate the efforts of the
staff in developing its recommendation, particularly the capital
attraction (DCF) analyses performed in coanection with Southwest's
capital costs. However, we have never set return on equity by use of
a formla or a single~type of analysis and we dec¢line to0 do s0 here.

nust set return on equity oa a case~by-case basis considering all
the economic factors prevailing at the time of our decision.
Tederal Income Taxes

‘ At the close of the evidentiary hearings, the ALJ directed
the staff and Southwest to submit late=filed exhibits demoastrating
the effects of the Tax Equity and Fiscal ﬁesponsibility Act of 1982
(TEPRA). The exhidits were filed on Septembef 20, 1982. Concurrent
briefs were also ordered dy the ALJ for the single purpose of
addressing proper ratemaking treatment to Ve aaeorded Southwest's tax
expenses in light of the Economic Recovery Tax Act of 19081 (ERTA).

Under ERTA an Accelerated Cost Recovery System (ACRS) is
permitted. ZEssentielly, this system allows a rapid depreciation of
assets for tax purposes. This, in turn, results in a\deferral of tax
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. The staff deems Southwest's conservation performance "quite
good", noting that average residential gas use has been reduced oa a
par with that of PG&E and Sofal and at a2 much lower cost per customer:
Southwest - $7.38; PG&E - $2%.20; SoCal -~ $10.66. Turthermore, the
stafl evaluation of the programs proposed by Southwest is that they
are "cost-effective, worthwhile and appropriate.”

We believe it premature at this time to order termination
of Southwest's conservation efforts at the end of 1984 based upon the
evideace before us. The information which Southwest furnished the
staff indicates only a2 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
informed customers regardless of Southwest's program). The
possibility of further cost-effective conservation indicates that
another exanmination should be made of the potential for energy

avings when the company is assembling its 1985 rate case. The data
available at that time will be closer ¢to and much more meaningful
regarding Southwest's post-1984 operations than that currently
available. TFurthermore, Southwest projects an increase of almost
5,000 customers for 1983 alone. We Qo not intend %o durden
ratepayers with higher rates due to questionebdle cost-effective
programs. Those not shown to be c¢learly cost=justified will not e
funded in the next general rate case.

Ve will, therefore, adopt the 1983%-1984 funding
recommendations contained in staff Exhidits 16 and 17. However,
since RCS and the &% loan programs are covered by a balancing account
we will reduce the funding levels accordingly. Kﬂditionally, the
$144,200 of unspent funds shall be applied to the balancing account

for .the RCS and the 8% weatherization programs. Thé\adopted funding
levels are: a
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1983 Recommended Expendisures R264,500
1984 Recommended Expenditures 205,500

Subtotal £71,000 = 2
Adopted Annual Funding

Tevel for 198% and 1984 82%5,500
A¢c. 909 - Informational an

Instractionsl Advertising

Zxpeunses $17%.,600

2l Customer Service and
- ™

e
v
Informational Expenses R24€,100

Southwes®

roztion shown in the following +avle reflects
adjusted esvtimates, the staff's estimate the effect of

disputed issuwes, ERTA, TEFRA, and adopted revenues and eypenszes for

test year

1983,
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Estimoted and Adopted Summary of EBarnings
Test Year 1683

At Southwest Proposed Rates
Tten Stafs Utility Adonted

(Thousand of Dollars)

Operating Revenues &77,014.2 $%6,001.4 R%4,254.2
OPERARING ZXPENSES

ther Gas Sup 36 £20,%08.4 20,%11.1 20,3%08.4

4.7 5.¢ 4.7%

2,29%.4 2,447.4 2.29%.4

1,8/7.5 z2,080.0 1,8%6.0

297.0 644 .8 240.1

Sales Expense 45.0 54.2 4A.0

Administration and General .540.% 1.,486.0 1.514.3

Subtotal ?R ,356.9 27,0%0.% 26,251.5

‘epr. & Azori. Exp. 1,502.7 1,665.% 1,5902.3%
axes Other Than Income %240.9 374 .2 340.9
Calif. Franchise Tax 7.0 104.53 . 65.7
Federal Income Tax 2,981.0 _2,ht8.0 1,762.%
Total Operating Expenses “%1.%42.2 %1,85%.0 %0,012.7

Net Operating Reveaues Adjustd. 5,672.0 5,129.4 4,2461.5
Rate Base 52,749.5 75,%02.5 %2,756.%
Rate of Return 17.7%2% 12,574 12.95¢

\

AN
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. Included in the summary is reflection of Southwest's sale and
leaseback of its headquarters building in Las Vegas. This causes an
increase in administrative expenses of about $189,000. The increase in
expenses is more than offset by a corresponding reduction in allocated
common plant and reserve. A net ratepayer savings of about $80,000 has
been achieved through this transaction.

The adopted summary also reflects salary increases of 5% for
1085. Southwest has placed a freeze oa the hiring of new employees.
Attrition

Southwest had originally requested about $1.6 million in
additional revenue commencing in 1984 due to operational and financial
attrition. Based on our adopted Summary of Baraings, the staff has
determined that an additional §1,524,800 will provide adequate revenue
for 1084 at4rition. Staff's estimate coantains the following elements:

Financial Attrition & 72,700
. Operational Attrition

Nonescalation Elements 954,100
Escalation Elements
Labor @ 5% 202,400
Nonlabor € 8.2% 295,600
Total 1,524,800
Staff's 8.2% escalation of nonlabor, dased on the Modified
Producer Price Index (MPPI), is calculated by\weighting various

elements of the Producer Price Index and the U. S Consumer Price Iadex~
Wage Earner (CPI-W) as follows:
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TARLE 1
1Q8% Gag Marein Derivation

Ixem Amount
(?housands)
Gross Revenue 8724,254.2

Less :
Uacollectidles 7252.9
Pranchise Peec %25.9
Tosal F&U 678 2
Net Revenue %%,575.4
0&U Pactor for Cost Item

(L.4 = 1.5) 4 Q0% 2.0217%

Cost of Gas
gurehases £20,%05.00
PU 62.02179 410.50

PGA Cost (I.7 - L.R) - 20,715.5
Reveaue Requirement for 190R% %4,254.2
Gross Gas Margin (L.10 = L.9¢) 1%,5%R,7
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ARDLE 2

REVENUE u“OUIRDM?'"
Basec on whe Adopted Margin and
May 4, 1982 Cost of Cos

Item Amount
(Thousands)
Cost 0f Gas @ H-L.82 Rates
Purcnases (54,161,400 4h @ $0.420A°) £22,784.5
PGA Balancing Account (Annualized)« L0.2
Subtotal 22,824.8
P&V @ 2.0217%4 461 .4
PGA Cost 2%,286.2

Gag Mergin 1%,5%8.7
SAM Balancing Account (Annualized)* 7,256.4

Revenue Requirement (5.5 + L.6 + 1..7) 40,080.%

\

Revenue at Present Rates \ 74 ,220.0%*

i
A
acrease \ 5.850.4

)
Balancing Account Revenues from Schedulel’

of Advice Letter 202 as aughorized hy
Resolution G-2466 dated May 4, 1982.

Table 3, Adopted Rate Design - Revenues
at 5-4-82 Ratez (p. %6) \

\.
\“

Southwest's present rate design consiszsts of three tiers plus
a $3.50 customer charge. It originally proposed ¢

0 eliminate the
residential third tier and to increase the monthly customer charge o
$5.50. It later amended its customer charge recommendation znd now
suggests that it he increased to £4.25, the same charge in effect in




e -,

MNopted Rate Design |
(Revenue Dollars in Thoasands)

1 Adopted ¢t Rates 1 Revenues alg $ Reverue at @
t VYolume 1 Effective 1 5-4-82 1 Adopted : Adopted : Increase
Schedule 1 {10003) 1 5-4-82 Rates t Rates : Rates t Amount t Percen

Jw
w TPA/ 20/ ub/0 SO-L0eRY

Residential (G-}, G-IN, G3, GM)

Customer Months (559-5 H) 33'50 s l|958'3 s 2;377-9 $ 419.6 21.4%
Tier 1 1/ 25,785.1 « 5302 13,671.3) 15,881.0 2,209.7 16.2
Tier 11 9,827!’{ .6992 6 871-3

Tier 111 871."3 'gi!l‘l}_ '7’17.01 8l947.7 11329.4 17.5

Total Residential 36,486.8 6372 23,247.9 21,206.6 3,9538.7

Comnercial-Industrial

Cistomer Months (37.7 M) 3.50 132,0 160.2 28.2
GN-1, GN-2, G-5, G-7 (Tier 11)  12,075.6 6992 8,h43.3 10, 096.4 1,653.1
Gh-3 2/ 3,498.5 6276 2,195.7 2,392,0 106.3

'

w Total Comuercial-Industrial 15,5741 - 10,7711..0 12,558.6 1,787.6
e

'

Sales Revenue 52,060.9 34,018.9 39, 765. 2 5,746.3

Other Operating Revenues 202.0 314.8 112.8

Total 34, 220.9 %0, 080.0 5,859,1
Over/(Under) Recovered (0.3)
- (Red Figure)
1/ Adjusted by 134.5 ¥th for GS discount.

2/ #2 fuel oil @ 71,14¢/th equivalent.
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Pindinegs of Pact

1. Southwest requests increases in the rates applicable to
gervice rendered in i{ts Southern Californiza Division during 198% and
1084. .

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

3. A rate of retura during 1983 of 12.95% oa our sdopted rate
base is reasonadle. This return will provide a return on common
equity of 16.0% and a times interest coverage of 2.59. It is
reasonadle that Southwest be authorized the same 16.0% return on
common equity during 1984.

4. The adopted Summary of Earnings shown in the decision

reasonably estimates Southwest's 1983 operating reveaues, expenses,
and rate base.

5. An allowance for operational and financial attrition during
1984, as set forth in Ordering Paragraph 2 is necessary, and will Dde

uthorized, in order to afford Southwest opportunity to eara 16.04 on
conmon equity during 1984.

6. The staff's method of caleulating Southwest's 1983 federal
income tax liability is more reasonable than the\method used by the
company, since the staff method results in a lesser presen% cost for
ratepayers. The information shown in our adopted\§ummary of Faraiags
properly reflects the coasequences of ERTA and TEPRQ.

T. Southwest's recent coanservation efforts hayve been good aad
have resulted in cost-effective energy savings. Its gpnservation
prograns proposed for 1987 and 1984 will be cost-effective. The
conservation programs and funding recommendations showﬂ\in gtaff

5,

Exhidit 16 and 17 are reasonabdble. \\

8. Rather than terminating these programs with Deceﬁber z1,
1984, an analysis of the remaining market in 1984 will enable us to
assess cost-effectiveness more accurately. Southwest should be

o
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&
¢irected $0 furnish the Commission with a cost-effective evalunsion
0F <these same program elements in its 1985 rate cuase.
©. [The cozpany~recommended rate desien, counsigting in part of
ustomer charge of §4.25, will result in o preaver colleetion of
costs from misizum use customers.

10. Cancellation of the third tier rates iz reasonable because
residential sales at o v third %ier rates account for only s
negligidle porwion of . residential sales.

11. OThe 22-cent differcnce hetween firct and
will encourage conservation.

12. The staf? rate desigin for commercial-industrial users is
reasonable. The customer charge should not be inereased in 19P4.

13. Inereases in rates and charges authorized Wy <his decision

and reasonable; present rates aad charges, insofar as
Tom those prescrided by this decision, are for the

.tjture un aad unreasonahle.

nelusions of Law

1. Revenue increases of £5,850,400 or 17.02% dﬁring 1087
(vased over rates effeciive May 4, 1982) and a2n additional amount in
1684, as set forth in Ordering Paragraph 2., are reagonnble based upon
our adopted Summary of Zarniage.

2. The rate desiga shown ia Table ¥ is reasonahle and should
be adopred.

. Southwest should be suthorized %o place into affect the

inecreases Tound to be reasonadble for 1983 z2ad 1084 in Conclusion
aw 1 effective January 1, 1082 and Jonuary 1, 1004,

4. Southwest should conduct the coaservation programs

recoamended by 2nd contained in staff Txhidit 16.  Southwest ‘should

¢

furnish the Commission with 2 cost-effective evalustion of +hose szanme
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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.

IT IS ORDERED that:
1. Effective January 1, 1983 Southwest Gas Corporation
(Southwest) is authorized to file the increases shown in Tabdble 3.
2. On October 15, 1983, Southwest shall file an Advice Letter
to implement 1984 attrition rates. The total 1984 attrition
requiremeat at that time will Ye c¢alculated as follows:
Financial Attrition $ 72,700
Operational Attrition
Yonescalation Elements 954,100
Escalation Elenments
Labdor

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

Noalabor
$295,600 x (MPPI*)

2

Total Increase for 1984 Attrision

*Modified Producer Price Index, Staff Method

detailed on page 29 on this decision
The rate design spreading this additional increas:\shall follow the
general guidelines set forth ia this decision except\that the
customer charge of $4.25 shall not be increased. ‘

5. Southwest shall conduct the consérvation programs

recommended by the staff in Exhidit 16. Southwest shall develop
iaformation concerning the cost-effectiveness and remaining market

potential of these same program elements for presentation in its 1985
rate case. '
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APPENDIYL B

Bill Iasers Southwest Customers
(Southern Celiforaia Division)

0f the 85,859,400 annual rate increase recently granted 1o Southwes?t
for its Southern Californiz Division by the Public Utilities
Commission, £488,000 was attridbutadble 10 President Reagan's Zcononmic
Recovery Tax Act of 1081, snd the Tax Bquity and Piscal
Responsibility Aet of 1982 which requires <he Pudlic Uvilities
Commission %o c¢harge ratepayers for the expense of 4axes which are
10t now being paid to the Federal Joverament nnd which moy never be

paid. OThiz expence may inerease in the future.

(END OP APPENDIY B)




