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. Return on EBquity Recommendation

EZrnst & Whinney .
- (SoCal:-Consultant) - =.-1.% "-'.’2‘1~;OO$‘§1~“~~
'f;SoCa. AT o omnzvomcmmanan mrenr 20000200

CICAUSI - oollits osarilinen moh 204004 22 s
zooStaflons L oo Lmommoe wm il 16=3/4: =i A T=1 b
rroo DA L lIiTonocoor wravers oo ounrzt6e00nt s lfnve I
s TederalAgencies- .coczic oo b s Bl R
Inf itg-last gene-al~*a*e case, based on: a'T981 teat year,uz~
SoCal was euthor .zed ‘a 14.6% retura oncequity.. tF 1T IIT
. SoCal's financing plans,. after: the: reduction due-to- . r.z7+
Cisecntinued development of Ten'Section; call for-the~igsue  of:$90.1. 7
million in dedt and: $70 million 'ir Lquity in 1983 with $170-wnillion:-.
o2 dedbt and $150-million’ oL equity in=1984 (Exhidit 87,7 Tablec5a:zr o .
Al%.). 3oth SoCal-and staff-used an’ average: year:capital-structure.---:
Ixcept for the:minor differences.discussed-below, SoCal.andlstaff. . -
used the sane financing plan and-in” general agree on thel proportionms 1:.
of capi%al. “The following %adble summarizes the capitalvstruciures
and rates of return recommended by Solal .and- sxa*f"or‘test.year 1983 .
and for 19084. CoRIR e ommn TR
2nbedded Cost of Long-Term Debs. .. vro:o o0 wollcst llw
SoCal and staff assumed different-lonz-tern debtrcouponsoiio
rates for future issues. "This: resulted: in’ different estima+tes of
zbedded inverest.costs. SoCal assumed 2’ 15% interest rater for long=::-
vern debs. for years 1982-1984. This rate repregented:the bond: markes: .
conditions for long-term-Eebs. isswes of gas:utilities at-the timer - - --
SoCal prepared its case.:. Staff assuxmed- coupon Tates:of 15%,-14%,  and .. -
13% for 1982 through 1984,- respectively..: These. rates: were-based: on a~:-
ceview 0f nig<torical da%a and a Data Resources, Inc. (DRT) interesst o 7:-

< - - A
rate. Jorecast. it
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mhe 1082 debt:ffiaic;iééleétimated by SoCal and agreed upen
by-the sta_*uaave_sincembeenwissuedmprcco:dingly,-we will reflect
the actua_ coupon rates.of 15-3/4% for -the $60. million Series P issue

mommans ) o, ririn

and '4-3/4¢ for the $50 million Eurodollar financing in our

calculation of SoCal 's-embedded ‘cost of-dedt. It Thel ozl

SoCal's assumption that long-term debt will: remeiniaf<ai7ssr
constant 15§:thfoug£“fhe 1°8513nd 198i:pgfio&:a§ well ag gtaffrst nrral
estimate o: ‘4% 'o~-1983 is not sunported by recent published® i-unokoth
Zinzncial forecasts.. Iaterest rates have-declinéd sindeithertiri rommil
whnission of shis “n*oceedi:gfand vecent financial forecastsTiadicate
th2at rates Zor 1987 will not approach the levels Zorecasted” by* poth

SoCal and staf?. Por 1987 we'will adopt a 13% rate for long-te*m
Tinancing. TFor 1984 we will adopt staff's estimate of 13%.
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S .--le8%. ea:_1983¢5?3 3%

_SeCal

. L Weightea Weighﬁ_a”
"t Percent - Cost i Cost'“ ‘“ercent ~Cost: *~Cost oy
e -"~ -’-.,:‘_.,_.\,.A"%i . [l ol %h Neon Y e

w0 o
- [l N : ™

Tong-Tern Debt 45.70-.11.60 ....5.30- fw_46 So_ﬁ11-19~-;*_5‘2d~n
Commercial Bank-Loan- ., 3-80 .14.00-.- -.<53......3.25 .14.00 -46
Sanker's Acceptances .. 3r2Q:ﬁ?erdf€T 2an3Tme: ;ﬁg'QQ: 13:00z -2:230:0
Preferred Svock. .~ ~--T.10.. 5;4?:?:;: «39 - ?Sg’zécﬁ 5:4T-,
Comzon Stock 3quity . _.41%..20,.20.00 ;;:,8.25@-5*~42 00..17. oo: -

Tozal: Capital. ... 100.00. - -~.c. - 14:84. 100 OO—"

Times.-Inverest. ..~ - ...: ovs <ohoerge ron
Zarned (After :

Tax) - 3:;, T2hocron Mo oroois 122939x TE?’

Pl '““'“1984
long=-Terz Debt 47.10 12.17 5.73
Ceommercial Bank Loan 7.50 14.00 .49
3anker's Acceptances 2.00 17.00 .34
2referred Stock 6.60 5.47 .36
Common Stock Zguity 40.80 20.00 8.16

Total Capital 100.00 15.08 100.00

Mimes Interest
Sarned (Afser
fax) 2.30x

Yote

R
e mwmw A

Takle reflects:

Jiscontinued development of Ten Section.

Actual cost of SoCal's Seriles "P™ Pirst Mortgage Bonds
issued April 1, 1982. Alsoe, $50 million of Burodollar
Zivancing issued September 1, 1982 is included.

S<all's recommendation is based on the aidpoint of i<s
recommended return on eguily.
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e~ oA A -

i N qere ol
X

Comme*c 2T 3Bank Toan B S SRR (R

N

This’ ~*em In SoCal s caplta_ st uotuPe refers to'a $70Y oo ¢

on baﬁipio,e Zor an 858h€‘yea“ term.  The tnterest Tate L Pased -
he prize -ateﬁplus a variable oremtum "Both“SoCak'an&‘staf‘~used‘°5

% cate Ter 1983 ‘and 1084-‘. Recen't na.ncia.l ‘*'orecasts “Indicate ST T
interest rates will not approach ‘the ‘Tevels’ forecasted“bf SoCalJ"“‘

and staff. We will adopt 2 rate of 13% for both 1983 and” ?984. mmTem

o e -

BaMka-'s Acceo “arces Interest ?ate s R

o

222 assumed’ banxe"*s acceptances _nterest ‘rates of- 15% N

e
- e e s

and 148 'o-)’°83 a.d 1°8¢ -oSPec ve*y, afte* “a et downward s
ad‘us-me“t o* DR"s projecued pr.me “rate ‘for the“respec*ive ‘pertodsI T
SeCal assumed a ban&e s acceptances'inéeresf coso-o'~¢7i According'~
%0 Solal, varker's' acceptagces are "g01d” on"a dfscounted basieTand: . Tiil
aZser consmdera‘ion 0f “this- discount “and* commiggion; -the ‘Gogt ito T ST -

g, A e T e

SoCal has aop*oximated the prize rates - UHETINILS MAL aloavelng .fﬂmlﬁi
"We ‘note “there has beer a° “drop in'the prime rate. since~SoCal
and stalf prepared their es imates. Recent financial ’orecasts =ruon

sredict lowé*'prhme rates. mhere'ore we will adopt a\banker ‘S

accepva“ce -ate of 12% for 1983" and‘1984 i ir .

e e e

’osition of SoCa. ’ LT RTEARRE
SoCal' s rate o‘ *e sarn uest y‘was présen e&:bszohﬁﬁciﬁ**‘

-~

Abraz, Cha rzan o_ the Boa*d and ch*e execut ve' o:ficer: dfv;é

--.,. .

Geo"be . uanelsa, f;nancial ana_ys s manage' in the Regn*atory

P

ok e e T
P

e C e e L i

ASfaics Deoa <meat. - T TORUSOST WIS Lo AITIUC RN D
SoCal stated its priméfyﬁob“oc% ve‘in *aese**ea -ﬁg%?‘%“to g

be granted a rate 0% return that will

rating a“d .o a t*act'capxta"on "easonaﬁle“terms. “SoCal”contends

that ia o*de- o ack Teve these objec ves,"é&uction 0¥ dnterest LIS
ereges zust be gvoided. SoCal™ 'urthe: contends 37208 returaion TN
éy is recui:ed “fo maintain <the Coverage ratics Touwnd Feasonaple rii

Last general rate case.
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a 20% retura on equity and that It would 'ai._..balanﬁe“thb“fnxeresfs

[ -

of epayers.and sha_eholdens. SoCai'emnhasized fhat a market-to—

Sl v-‘.\

.-
LRt

book ravio of one is-a-true indiea*ion thax it is ea:ning at,_ts cost

[

oZ capital.  Accerding %o its analysis, SoCal s stoca can ehiy He

expected - %0 .sell at oz above bodk value *f i* is.authorized a 20%
retura on equi.ykf )

.-
PR}

- R

-.' ..—,..‘. —.-—'- * e - -

1
"’Pf‘ o0 o '-_-‘--.-,

|
Sllw oW ol

SoCal st*essed uhe changed *‘sk situat oa it _now ’aces., arimnt
SoCal sta‘ed its_:isss have inc*eased as a 'esd*t of“the“Cbmm"ss”bﬂ*s

R o e e -

‘n*ositioa of a 835 mil loz pena_*y, unce a.nty with *espect o . o
future di sc*e*iona*y gas purchases,,*apidly escalating ‘price 'L:m;*Mrifﬁ
conditions, iacreasing. unde collection in. its CAM and Conse"vation'

-
PO - e ek

Cost Adjustment. (CCA) balancing accounts the high level o*,;;

.'—J-v».

legislative -activities, potential. load loss. as = result of fate

- -
ST e M

N )

Lot e v

o me et o
N R

design, delays in CAM adjustments that result 1n net‘operating losses,_5

e e e A e s e e

Zor incoze-tax Purposes, - and -the company 3, cash flow problem5~and
short-term dedte-n o L oLl i = -

Pl . DA R e e e
- - -

.SoCal agzeed that certa‘n gask-reducing factors have e pmp

Wl -

occurred, such as the reduced nancing requiremenws for'men Section,

ff‘N,‘— -
JSRaatad . .

allowance for recovery of increased carr ing charges ’o: .ges in e
inventory,.and.the recent balancing account. treatment of”franchfse“‘“"“‘

P T

e

Jees. SoCal contended the addi ional risks 'ar oufweigh the risk e
recuct on.attribu ab e.to. these, acuo*s.iﬁSoCal s chaz*man sua ed he

Perceived the company is now ‘acing nore uncertaia"y t an ‘t‘ ag in .

whe lass 5C. years. in the utility business. | o )

Position of Ermst & Whainnew. ‘n.i;'ji ":m' | s mre s memiee e
. SoCal-bired a consul-aat mhl Bruce WcGregor of rnsf]ﬁ'“ |

-
o m ey
B I .\.u.... -~

Whinney,- wo. present estimony on the cos* o* cap~*al. “Hrnst &

Voe o o -0 -~ -y

Wainzey provides snec*alized consu ing and tax se*vice *o electri >

_'m-.su b

825, sewer, and waver u;il:ties._ McGrego*'s ues movy -nﬁfbﬂ?d ‘bu;

e

- N
- -.‘_,..,..,
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Dethods o estimating the® cost’ o capital’ , Aneluding rrsk previtmsl 0w T

derived :romPLC ‘~"e‘:ur..s ‘and ‘med faxn “ges utfl:.ty Sreturagand ‘two -debt’
structures, three—morth T-billy, EHdT AN utdd zty ‘oond‘s~- asw e"l s E Lo

rates ¢f ‘ét&*d‘*ﬁ*dfbebus‘SoCa&m-a eucasesw5*MbG*egor-recddﬂénded a
21%- return’ on equity based “on -theiresults iof afs Tanalysfg iy et AT rasou
DPogitione? the Staff oo D cour molmemsn onure o n o oRziliston or o noeznt
‘nSmaff;ithroughfrtsnraﬁeCO£¢fetwrnbwftnesbrEdv;d Quax, +°T2

recommended “between (1675 and TT.25% Lor est year retury lon lequity. 1o

7 Quan ‘noted -that de ‘considered the standards isethytiiot o
! ‘-ig_;a_e_ and Bluefield decisfons. - He Turther noved {hat he ‘exdnined:”
che financial history of SoCal and its standfng *e*atfve £ othertriiTe
comna*ab’e wtilities,; both gas land electrics cording-¥¢ Quan, the
analysis -showed that SoC4l's performance 'is-generally within~thecout o.-
average range -o0f "the "utility ‘indus<ry, ‘lagging ~in ‘some categories zoounil
such as the trend - of earnings on-total capitalzand:-slightly:ahead in. -
other categories such aswthe net operating-ratios Zici-crnii -t

Quan further testified:that-he.evaluated ‘hiscreturn.om.

ecuity provesal in four wayss First, he examined-sthe interest -
coverage derived-from the recommendation, whichiis 2.24 timesg: for--
1983. ‘Accerdizng-to Quan, this Tratioris.averagefor «the wtilidy. ooorois
tndustry, slightly below the gas utility group-and~slightly above the
eleetric and combinavion utility -growps. 7 orINy tlrioloes Litoroeval

The second method Quan used to detefmiue:*he:-easowabreﬁe331::

reconmendation-was a risk<premium-test. -Ze -exanined tthetrisktonn

mired " for ‘investors:in 2LC-common stocksversus thelreturn.:on

AA u%ility bonds over the last 10 yearsc :He noted thatrpiskirer t.n
premiuns fluctuated st Lgnificantly over the yearsg:-To bew-sef To ~o.

consecvative; he chose %0 usea-rangetof’ nrem‘ums*’“om 300-.0”600

.- ~ o E
as -l

-
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+the utilit e
This resuls, accord;ng to Qua“,~supnor. h.s—»S 75~$om17,255-re u;gtz:rg
oz equity recommendation. . - ~nir - o Lo oamIsms ';:‘_”'. “'u:': roTmason ki
. . .- <he thizd. .method Qua“ used-was-an*isk-A o

using the retu:ns;gpthorized;byathe;Commission;ingthqtla§t a.‘;:f.v_e.:f‘:.‘oc"r
rate casges to establish a risk premium over embedded cost -of debt.:-:-
Ze stated that his analysis shows - the -Commission-has-been-falrly
congisvent in-its . ellewed-returns, -permitting -approximately.S.64% ~vun, -
aigher return:on equity than the embedded -cost of-dedt.o-Whenjadplied

%C the current stalff Zorecast..of embedded cost -0f dedt.-for:1983., Lhis. .
results-in-a return-of 17. 26¢w;:, LT Bms felied ~~W?Hfmffﬁ-' v

s IS e il o
v om e —_— e t RSN S

-The *onrth method Quan -used. to..check the reasonableness ofi~~on

is recommendation was -a-discounted ~cask-flow- (DCF}‘analysism~~Quan
-o:ecasved the rexpected growth rate -fn-dividends for aczpeniod~in t@e:g.u
Zusure and added-higrestimate _tosther-current-expected dividend~- - ~or

P

ield. Thke historical patterns -of.d¢ividend growth were tracked:rand- .~:: .
growth intearnings-and -book.value-were-compared.: Quan’ s-analysis
szowed that recent Zive-year growth .im-all categories was muck:higher.::
than growth over thellast 10 -years.: -Based:on-this reswlt,-Quan -----.-

BT SRR

assuzed a-growih rate -gomewhat-nighex than the 10=yearn-average-but . ==

20t as high-as the very-high:five-year: growth.inworder-to-approxizate: -
an invester's realistic expectavions.--Quan determined :that the . ---.

-t exyected~dfv*de1d:yzeld was a.rough-average of - the last two

" recorded-yield. :Thesge two sets-of . information .were.combined: . -.
and, -according o Quan,:the results ol *h‘ s-analysis-further . confiras.. -~
nis returnhonmequ vy -recommendationst -
‘ositiou of Federazl ~Agencies . - Tev: vlrnlciTIian cronronlT

- LR

2RELID Ra-Winter o_~the -General -Sexvices, Adm_“:stra LOR N

sessified on hehalf of tThe consumer invteres®t of the Tederal
Agencies. Winser recommended 15.90% returz on eguity.
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i3 result; he used a” sk—premiun approach “GRd “a narket—£6-BogKE S T I

. - A ...»...‘-\,u o " 3 A Lmww S

wa o me.t od. '..“.._ S o ..._.»."_; PRV .“... - Oy -\‘.....L.‘.-:

cho ng td‘Winte~ the mcs*'commonly'nrese;ted DC““moder'“:':
ig the’ simale y_eId plus g*owth" rorm. In this modef‘the analyét

-

deteraines an appropr.ate current yield ‘or the comnany '3 stock“to

whick is-added the“’*gure determ ded "0 “be “the ‘reasonable V- T TrILL

ipation oFf “the Puture growt“ ‘in dividends - “he”*eéu sing ‘sum-is

- . « - e

invesfcr discount rate-dr-cost 62 Sapitalls T 4NN LMD vt moorTiie
Wizser gtated s a.t"""he‘ss‘-nzl::le--*“o":i*o"‘*ifkita?TIJC"‘'-:-.ié-d.«:‘f:i.si~"---'~ monte

L e b

opria te in- tha* it -assumes a’s% ngIe rate 0% g*ow*h*to
Te-stated- that inves.o-s ‘are awire o’-histo*ica*-swings 1"5*5

e o ‘adividend g*owth expecving neither high ‘Ror “Low ‘rates ‘0f
growth- to “continue without interruption. “In“place oL the“éiﬁﬁIe“‘ SIS
Zormula; Winser-used ‘a model which® nco"porates-both “Mear-term-and © '
long— - expectat*ons**or*the7féte~of~div*den&~grow*h.vfw nter-used v

he most-récent 16-week period preceding ‘the "preparation “of thel LTI
evidence to détermife the yield portfon of 'the equation-and ‘arrived & v
at a 10.96% yield. "Por the near-term-growth ‘rate ‘Winteriselected g~
sange 02°6I2740 6I7%. “This was based upon-analysisiof recent shorts- i

- -

te-m~g‘éﬁth*ratesffor”860él'ddd‘uﬁd& forecasts -by “recognized "and -V -
w‘de_y *ead véé*ﬁéﬁt éﬁalysts. TPor“the second stage*o’ the- fo’mula'~”
ter se ected a’ ~ang~ o’ ‘3 £o 435%; revrosen fng* fSonsfderation 6T <77

bc:b g3l :o“~ *er* Hstor.ca’ g“ow*h rate’ of SoCal "and the’ “1ong-term - -
pe:fo-na_ce o2 Woody s arilities.” Acco-d*ngxy, “fhe ‘fadffated TU-TiTATO
inv os - ‘ecui:emen *ound’ by Winter ’rom th‘s two-stage anaIysis is N

<ze range’ o"T: 6 +o'16 8% R L LR

. -
Ty
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As.ajiirst check. Apon the *easongbleness of this .range,
win er conducted & *isk—urggium analysis._ ”he elements used in .this

PO AN W e e

aralysis were a la"ge portfolio of diverse common stocks (tﬁe-Sd&m.ﬁft
Composite. ;ndex),_ ‘bep:esentas;ve_po:x‘olio of MBELLILY stocks

e e s

(Moody's. 24 atili ies),.and longrte:m‘government bonds.;_ he period

R v,

o* a“alysis-was 1°29 -¥0 1979. . Tke ;ins*-se:ies 0% calculat‘ons,~*~_fﬁ

-'-.-»‘.v‘...-.ru- B A Y]

assumed <he ,nvesto: purchased stock. in each -yeac. bevwggn 1929 . and .

-wa Tl

1978 and sold .the stock in 1979... bhe .average premiums from this ... ...

o ».--..~.._

approach were 340 basis Doints Zor the utllities ovez.governzent ...
bonds and 510 basis -poiats.for. the S.&.2 composite Index.,--he ‘
average sv*eadm’o- al’ boss.ble whoie-yea:*holding periods was . a’so oo
caleulated. and the

points, :éggeq@gve;x.; Winte: a*gued that. thevzgskq o"stocks .or
Yoads do not remain .constant.over. ime,,and ~that. the rélat isksd.cfﬂ
do notm:eméiﬁwthe sane. . He. found tnatﬁalthough both.stocks‘and vonds.. ...

are interestesensitiveg.*hq_:gcqu;andfgq cent.intenest. zave,

g

-

A

Lt
U

-
Rt -.__.-,.-
P

volatility -has.had a greater.effect.on.the ﬁgqnd_.:,mg. ket. . Acco*ding to, N .
Winter,-his;statistical;analysqg‘dnggstéageq@a:g;eapez-;nczease A -DEE

the volatility o:"seasoﬁedﬁbqndTp;iges;tha;zid;ut;}g* stocksy o o
indicating aulowering3o£3the,requiredl:tsk,preq;gm from:historical .. .-~
levels. Winter alse cons‘deredﬁéhq favorable -tax-tireataent. accc:dedw
dividends from gualifying uti li*ymcompénies-¢~ﬁis conclusion was. tha
The nizimal.spread .requicted by.izvestors iz éoCa 5. stock 2is, jSO

250 basis. zoints. _$ingg the- ave*age yiéld on. long-term t*nasﬁ-y R
securivies duriz "the per .od Decnmbe* 4, 1°8T so. Wa*&h '9,.\582 ';s

- . e

i .
S

- 'v"'""" vv-..w....

12.7%, Wizzer.estimates tha*ﬁ te. requi:ed :etu*n on. equ-ty would be\,ﬁ,
in *he range o2 15. 2 to 16.2%. He further es mated this range would
srovide corresponding narket-to=-»00k ratios of 1 .04 =0 1 26
respectively. Winter's recommendation of 15.9% is based upon ais
oinion that inflavtion axad interest ra%tes will continue %o decline in

<est year.
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Position 02 CATS. .~ = "LT.LL orr LILT L umThars \

. UCAUS fsa corporation composed ‘0¥ thoge who ho*&vcommon.zclxpw
stock inm the uwtilities regulated by this :Commission. ~One .ofd%s ross oar
goals is the effective representation of ‘stockholder ‘interests. s CAUS.:
was represented by Dhilip L TPresher. T TTUw LU moor somseh

“Presber testified that the dilution of ‘shareholders’ equityl::
i3 one of the key problems +£0 Ve ‘resolved- by “the ‘Commissfons.-Ee:s: ooov
asserted this dilution 'is caused -by ‘returas on~equity- fnsufficient tox:
serzit the-utility Stdck +to zell at oriabove book-values -Pregbemsr it
Zurtker asserts that a one-to-one nmarket-to-%0o0k ratio ig atmeasurern.un

che adequacy of the ‘utility's ability to attracticapitalony

-Presber "set forth - twoirisk-premium-analyses based-upon.the-::.

iffarential between SoCal's earnings/price -ratiocand-cAardebtzand thes~z
price-to~book =atfo versus Aa debt. “Presber recommended:-a. 20% :return: -
on equity ‘based on-the results-of-hisTanalysiscor Tonv U LoicTn XTflik
~CAUS 'agreed -that-this is-a-difficult timesfor the:=>

Commission-to make 'a decision on-the appropriate return-on’ equity:. 1w
Yecause of the-pressures-pushing up- gas prices-tand becausecof pudblicic. -
pressure "to- do-something”-to stabilize utility bills:: However; CAUS: -
argues that the Commission should not bow %o-these: pressures by irolurs

-

igroring the full cost of. captta_- Ll T ormemnin 2T L I000T wd ben

2osition 0f LAL . T oot D0 momoml LTrmonam o een lelomonit o oolieos
© Manuel Kroman; "atconsuliting:engineer-in: the:fiteld:o?. publLC"“"
-egu;ation,“-enresented LAL :Kroman® *ecommendedca 16%-return; ::

I B - . P [T - i -
o | T P . - . e [——

<Al A . ——
-

Kroman developed his recommendedireturaron’ equitysdby making::-
axr analysis of SoCal's showing and that o2 i4s consultants ~ZHecarmgued:zot
that the DCP method- iz inreliadble.”-He"pointed:toithecwide range o7
resulss desived foom-this’ methodit . SoCall ¢ 20“.0-31w88¢§:“edera1~ CLnnl

B -
(R PR -
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Agencies, 13.6 to 16.8%; and staf?, 13.24 t¢ 24.34% return-on--

equfty.':kccording.to&K*onan;t*hec"mertt”~of—thewnoﬂ metho@:lxes in
-y

practitioner attenpts %o : dvocate. Cr L LE s m e L im AL e

P -~ -
B T TR .,&Y Yo e ) we v “ —

Kroman ook issue with the -risk-premiun approach.used by .- :Jf
SoCal and fts consultant. - He contended that—WcGregor*s.assumptbon
that the eannings price ratio is.the.investoer's 8 required retura.on ..
cozmon equity :is -fallacious. ;Ee .alse -disputed Jahelka's -.assumptio

narxet-to-000K ‘atios.« el mmeimn v

~ - e nToLs st aaw am e

Xroman argued -that SoCal cannot reasonably—assert -that . the. ..
appropriate.return on"equity:is:thatﬂwhich,could—be-expectedwto
produce .a zatket-to~book .ratic 0f more than one.::According £0:-~ w wn .-

Kroman, high interest: rates have: depressed the .stock prices-of.all...-: -
industry groups so that most.market-to-book-Tatios.are. -below. -one. ...

Kroman disputed SoCalls_claim: that it -has:not-perforaed |
well as"a utility-and that it-is-in danger of a. downgrading of.credit.. .- .

P

retings<. As-evidence he cited-the-fact that SoCal's -earnings per..... -
ghare have been-highe:wani.morehstableM;han;a*_aof:pgg:elggtg;c e
utilities compared . and--all-but two of~the:gas disp:ibutionﬁutili;igsrztj
compared by SoCal. In support of his argument,-he cited rconments,of, .- -

various finaxcial news reports. Kroman's 16% return on equity: ~ar-:oac

PR

Tecomnendatiorn.is vased "primarily onnhis: judgment-after consideration
¢f a‘zumder of factors:affecting: the financial.condition:of-the. ... -.

Sility. Ze stavted hls recommendation is not unfair in view of.-the..
resarn of cdhna:able~u*i3‘xies.,;~ T s Ter s A
POSition Q S&n‘Dig&Q CE e e s e oa ,.. I

\ o
- . N e maa e WoLa

-y - e s T

-

-~ San Diego- did -0t PT sgn$3 dependen$~ues imony.onrihe. o ~.a-
issue oI Tate?of relturn;r however; it joims.in. the.argument oL LA on-. ...
“his issue.
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Position 0= Tenachapt L -7

”eaachani did” not present” independent testimony on“the”

issue of rave cf retura; however,. 1* d*d add-ess the fagme {n-ies it~

""“""’ - ~, - A Lo . e -"\ -bp-‘.a\»"~-.4-» -,
. [ S0z - LT DT
i oo . -

v
EONATAE, »-« Ao L i A B R
-

'”ehachap* argued‘*hat an’ unduly“h,gh?}ate 0% meturn Will' -

further feed the in‘lat onary’ fires as” wiIl any” unde“stalement*of“*;
expected -evenues cr ove-statement of costs. Tehachapi a*gmed tha*

ke

28 ‘eas le %0 de cera:i ne’ ‘wate 0% Teturn ‘for 1983 and” dere™ 4ne *"*:*7::f?

deserningsion of the 1984 Teturn toward- she’ end o 1983»"“e“ rack ap‘ T

stated this procedure will protect both SoCa* ‘and the cublic- L
“ehachap‘ generally ag"eed wi h the anal ysis prepared by“

D

Xroman on be a’f 02 T& with the exception that SoCal” shoul&“*ece“ve

--.-v.‘a- A -

ke same -o+u:n ;ast eufﬁccized since, according to “ehachapi “SoCal’"

s b

is virtually guaranteed 1%s rate Of return by reason of fie hnmercﬁ&*f'
It
o0ffset »r oceedings and balancing accounts now avallablel.”

e N g

Disecussion ‘ el LOWMTTT O TILITINIO0 LTI

“he partiee wbc pa-ticipe e& in this procee&fng'came“eo
very cfiffe-e_ '

egulsy. "ecommenda cns "ange from *5.9% *c 2T%1f~ﬁhe disseTence in”

e ke wn

Tevenue requirement Yetween 'stass s recommended 47 Teturn and- o0

- ™ -

SeCal's requested 20% is approxinetely $50° mf’ltcﬁ*‘”“ R
mo puf cu- dfsc zssion in ce-sPectzfe::Ve‘take‘no*e“c’
aconemic c:ima*e nat hes cre?axied rrecent yea:s, and*hcw*“*
influences ‘our dec‘s cn'*oday. cst ‘signific ansly S what ¢limate cam~
Be desc "bec'as vc;a:i: Since *he cnset‘c;‘tnese p*cceed.nbs,’”ﬁ3:4’°
ateress rates wave fallen dramatically and Inflavion rates have "= 77 P
eclined. Susinegses a-e facing convtizuing decl-“eS'fn'sa_es,ﬂand"-

nave been since <he Greas
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Jer several reasons, we believe our adopted level of. ... .

15.75%, which.is. below the_ lowess. recommended return, S is the prope'
and avnrOp:iate -eturn .on equity. i ”"f f'“

irsse, apullcant always has the burden dfﬁiibdf ot showing
that its-rate request is justified by the 'acts._ SoCal, argued,during

- .,'.. ra

- - o T = ".,,

ettt e

the proceedz g_that its risk has 1ncreased during the last two

TR N

years.. On balance we do not find a nef inerease in :-5.31:.,‘,_~
1. SoCal, ci*es *h- $35 million disallowance o..gas cos.s in,@

:oceeding which is. pw..;e‘subjee.-o:ﬂ:ehea:ing., We Femi d SoCa_ o

[

- . I
N
A ae v

gy dm

*2at I%.1s noshing:new for the Commission. wo. disallow expenses that 8 _
©ility imprudently incurred. . ‘ et
¥ -

- - v ed - '..'-

- v v ———W

2. SoCal cites 2s a. risk tne pe-centage of exéenses required
for sas pu*cnases.\

e
- ...

‘esu-ato-y mechanisms,’ac itate the *imely *ecovery o* prudently
weurred exnenses.,n cATE N T

- o e - . . i Lo
- P N PR -FA:“!-‘,".f\‘ﬂ\l‘—hr

3. SoCal cites Commission,-equests'56ﬁeerning sne
Tenegotiation of oﬁl conx"acts. It is the Commisszon.s

PR

responsibil ty.,o resnond.tqﬂnxil y actzons when the& mey be cos*ly

P .-.‘ Ll

-

©0 the raterayers -apnea: to *eopa:dize a uuility s, nancial

mw.-\-.-.-."..«._-\.....-- SN e s

Realzh. mh.s “Y?ﬁﬂ° ; risk" is an acceptedvfacet o’ regulat*on and
oze that SoCal is familiar-: withv T S '

-

A A e -~ O A -
-‘v‘\ .an)\«v

- Aﬁng;.ci es. inc*eased legislative ac*ivity as avr_sc.
S:ate Le s u,e n*onosed nume'ous bills conce*u She

*e~"‘a:_on or v-ovis_on o’ energy uxil;ty se*vices. SoCa_ o:fe-s 8o

L e

evidence thaat it was aa-med by this activ‘ty, or thaﬁ it is lizely . uo'”_

- e

- ~

be Zarzed by upcoming *eg‘sla ion.A.We w*l“not censider this'*acfo;A

-

: - <
in getiing Tevwrn en eqQuilT e . L e e

A "~
P I - e

o L A Y - P L S AR

Lo

- C . “

e A e e

-~ . : -,



5. SoCal cites Tisk:due: o-a customer: bage:that s -over 50% .-
noaregidential.- SoCal:hasr-previously calledrattention $o-tRis rc --v

PR

Zactor; . but srovided mo evidence of asignificant shift incits  rozlire

customer makxeup. The industrial fuelsrmarket may Ye:tenuous: decause

¢Z <he potential ‘for fuel switching. ":However,.this factorwould not

lead %o increased utility risk unless. we:rabandonedcouripolicy ofixzucvrl

getting industrial rates.so-as:tordiscourage .fuel 'switchingzr coomarlTrl
o Thus,-we do not agreethatrthesecconsiderations-proposed-dy=--~

SoCal have increased-its risk sincerits last genezal-tate:dase.sggc~~ o

e e we e

iagle methodotogy,rsuchiaerCF’rrtsk?premium;ﬂor:capital‘assetst:
pricing models, to establ*sh:the'approp*ia e—level of returu on
equity. The exercise o’ judgment necessa Iyﬂinvolves :o;ecasts of
what the utility will. require during théntes* year pe-iodyto a*tract
izavestors and -etain a-sound ’inancial 'oé»iné, a8’ weII as-forecasts
QL zow the economy will perfbrm, where inte*est Tates: wi}’ .80, and

woat inflat will. be.f Such forecasts w*Il always be _ﬁprecise.

o o owm e e e v Y A

Xor-eover, <%he *es*imony of wituness Wiater: cleacly demonst*ated the
roe which judgment and ’orecas*ing p 27 in using the DCF;rﬁ-;
thedology. Depend ng on uhe assumpt fons. used nter deve*éped an
initia- range of. approp*iate equity *etn;n ;evels 0.715 650~ 16 8%.
3y zmeans of a risk p"em?um analys s, Winter theu deve’Obed a'range of
15.2 t0 16.2%. In s ort"theré _s~e+~dencea** fhe'~ecord*that would

w3P0Ts an adopted eve_'o‘ *e*“‘n as’. cw as 15 2%‘*“ [

A :hird'.eason *ela “LQt%aer financ*al e*vi:onnenr"

el L waem e - -

alck our ’o'ecas*a are made- ,;n? Tes. atns on gQVernme t and
ity dedt ins .rumenmS»have*s*gn_’icanxly decline&*s*nce the time

<n2is case went to hearing. Ou* o*eéasvs o*‘aan-oP ate uri_.ty
Tesurn levels %herefore shou.d not acco-d down o the last basi
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Point, Witk any one witness's recommended return . on requity.lWe .7

stress that-our:judgment cannot. be tied:directly~to:any one-witness'sn:-
vestinony, especially given thechanged economic circumstances:sincer s
the time: the .testimory wag presentved..” oonrrin. oFT Lgueron nenoten

wan -\'A-n..qn--_ Gt w

- . Pourth, :the financial .community s iperception-of the -~ wns %2
investmeat potential:of.public-utilities:.affects-SoCal decause~it.s .-
influences the-~utility's ability.to attract. capital.- In:SoCal's lastr -
rate case;fwetnotedrthe"investment:commnnity;s inereasing, confidence
iz public . utilities.  Since that time;-the situwation:hag.actually~ _o7:%

—— e

izproved Zor SoCal.: The record:-insthis proceeding includes:Standard
and 2oor's flattering-assessment-of:SoCal financial situationsrox «lixis

", ot T (M)ke marketsnoffth-squt‘Iity,_xhey¢h o
Largest natural gas distridbuter in the.TUnited.
States; are exceptionally healthly and -well--
diversified with regard-~to-customer base. - -
Moz eover, the operating c¢osts are well
controlled ‘and customer rates-are relatively ’
low, e“hancing a strong competis ive~posﬁt.on-~;_4
Gas suuuly is satisfactory, and the long term.

outlook is bolstered-by affi 1ates'~p*og.ams to TTiToS
add supplemental SOUNCES._ . ;1 ~x g it vmemimaas

- - -...‘ -~

.

interest charges has rebounded to_cover 3X, and.

2 mainsenance of satisfactory levels is” likely -
in:the.period ahead. - -Projected-capital-outlays:

Lor the utility a:ewrelat‘ve’y“heavy“xhropgh( -

1683, Nevertheless, continued %timely and -
coangtructive rcegulation by the Ca, foraias

Public Tsilivies Commission shouléd make . o
exterzal funding naeds fuIly manageab_e. TR e
Mcoreover, busizess . risks-arervery low celative- -
€0 ¢+thers in %re indus%try a“d continued use of
regulatory adjustment procedures establighed by

the CPUC. place the company. ia a posiftion~tor-:-~.
~palaztalin consigtent respectable aeasures o'

cred:t s**enguu over the long *nrm RS

- - -~ s o e e oy -~

=y

"Aided by rate-relief, pretax- cove*age'of~~ R T SO

Symos s Tt
- P . RO R
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1Tnﬁwa;6*7o’-tﬁﬁé'jééff T&E&f’ “eited ‘FoCal 'S attrition
allowence and CAn.as mng bes* regn_ation 2or-a R

Py

“matural -gag

—~ -
-

- e E e IR L -~ v -A LR T A ~y "«' -
d‘st I¥utos fm the‘GommSrys™ - TUANVEN LIRUZTIOVAL N0 ZTITAT Arlw etonmis

";“‘ad&*tion;*we ha§e4a§séééé&:SGCéﬁ’s*ﬁe ormance “ginceTitg 74T
last generai -ate ‘ease.’ "By "almost any ‘Beasure, "§oCal' g Linancial S tI2cT
Zealth anpears +0"have improved~ even- under ‘Its® presently“aufhorzzed

S
- - I -

ot on- equ*by °¢-14 5%. x:‘-n DININL WTLINne noommutom o soniTontal

they have béé*v educed in’ o*he S.” *n’SoCal’S‘last‘general rate case,
tais Commission cited elemen ts ‘of- o éktéﬁicﬁ‘i‘cégngﬁdéfédiﬁﬁén;*‘°~
ses SoCal's retu:ﬂ on equity - A-number o?- thése "FEaks “havd esd t TII"
reduced. co T lmnomTore lrvlarc dnodoLxsoenltolozowt oarliil
1. Twe risks of seeking new gas supplies. As a resalt s -
sederal ‘deregulation, natural gas "is"in abundant” sSupply ;s as“soCal
witzess ‘Abran testified in-this-proceedingi 7 <747 W LITmvIZLT L wnon
2.f Ehe leve; o"conserva*ion prograﬁs “we~ expested -SoCal ‘£ -- S
wnéer ake i1 the” test year 1°81;'~wb note that® SoCal's conservation~f
o-og:ans a-e *e*atively ‘welliestablished- since 1%s last iai e”case-"“:““

Tre level of funding SoCal requires” £or $45° wpcoming” “eongervation TS oF
efforss, and which is not ineluded in balancing accountsi’has “~= 77T
Gecreased markedly since its last general ra%e case. Purther, SoCal
is no longer at risk for its comservation incentive.

A final factor %o congider is our adopted level of return
in comparison %o the level adopted fLor more risky uwtilisy
investnents. We consider an electric utility to e an enterprise
Zacing more risks than SoCal and have made our deteraination with
that in niand. Por all these reasons we think 15.75% is appropriate
for SoCal’s seturn on equily.
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..Zhe refturn on equity .we adopt today sheuld .provide .SoCal

[ P -

with an opportunity.to atiract capital at reasonable rates and should - -

-~ et W o e

compare with retura on investments having s:.mila.z,::*sls:s..~ In malking. ...

A

our determination,.we.have alsc-considered. the cost 0L.debt..-We also

-t et PO

recognize that the interests of. :atepaye:s and~shareholders alike are, .-
served if SoCel iszable tommaintazn its financ.al integrity... SoCal sm{¢
autkor ed *etu*n on equity should allow it to maintain adequate
“izes interest.coverage, and its Zavoradle. bondareting.mﬁ e T

[P LI

Cuz conclusion on.vh S. ma,te* conside:s 2ot only.vhe .

ancial . position. of SoCal g, sha-eho’dehs, but of,lts -

PR PR

o r b e
PR

“

Yo A e o e e W [P

eoaye*s who. must bear *he drama*ica_ N “igher cosos of. energy . ~.- .

-esu_*ing Zronm -n-*ation, high capital costs, & ’ederal ) ﬁ
deregu_aa_on,h_,

B

s,

R - R W Mal ey TR e Bl o ,-,.‘
- RIS AR I ad -

Based on ou..review of the record and our consideration of. .

e R e

these a“guments, we £ind the recommendations for *eturn on equity by,,gg
all of the -parties.to.this oroceed‘*;,to be_ too. high.. . Acco*dingﬁy,

we adopt.a .retura on;eQui ty.of 15. 75¢-for 1983, providing,a 12. 9fy,ﬁm;_u

2wl

Teturn on rate dage.. ths level is reasonable and,will enable SoCal,

N e -t

VLA TREIN o ——

t0 attract~the necessary, caoital towp:ov‘de reaeonab €. Sex vice at
reasonable rates....... .

. B . »” .
T [T PR
- - ALV o

-
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ey

SOU"EERN CAJI”ORN*K‘GAS'COM?ANV

'“Adopted‘Rate of‘?etu*

Lot Eesx Vear'1983?'~
Att ion Tear 1984 .. o ‘
<~;w”1::;_ Test Vea* 1983

ey

Percent -7 ~~ Costeon

Zong-Term Dedt . . .. .... 4650 ... 11. 14

.-u.h . N /T

uommewc~a’.3an§ dqan e ";J,' ZHES o A3 OQ

3anker's Acceptances N 2.0 12.dqh
2referred Stock 6.25 _
Common Stock 2quity 4400t T

Total Capital. covr Tooas  100w00 . n -

Times:Interest~ -~~~ :
Barned (After .Tax). ..

g . s " B
P - e -
. i

e - . S Lt .
. e .- Lo A e . . X
o : C = e -t Tl ey LRI R
- 2 e w  a - any PR e . o M + e —

ek .

Long=Term:DedE .l . rmeridrn pons 46050 hon corakliedQ oo u;~.@5'30«'1'33'”

Commereial “Bank:Loan . -zz .. o.:3«25. -o- 01139Q°7: .
Banker's Acceptancest . -r 1:7:2.00.r 02 2120080 ns
Preferred Stock. .t nonnrn o asn Bu2Bo
Commor Steck Zquity 42.00

IotanCapttak: cronioe s J0o100.00 s

Timeg Interest - -
Sarned ( '*e:-“ax)

- e w + -

VI.*'LNG ”aci Ly

w -

In its appl ica*Ion, SoCaI‘nroposed wo-ineldde-faiFate Base I T
approxima*é’j“$*40 mi Iion Yor-expenditures” associated “wAth- 148 PodntTy T

Conception dNG ’aciiity- T TEITLIZZIU LIST oAl teoolivast mooTon

- B L L T

.
e
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On Tebruary &,~1982y.3 noved_xoaexoludewwest aony

- - D e LAY B

conceraing ING expenditures. St ’f noted that cons‘de*able
wncertainties surround the oerti,ﬁcation of'the proposed facility and
tat an extensive review oféLVGmexoenditureswin-this general rate

case o*ooeed.ng would=be -t ime—consum.ng. SoCal filed its
opposit*od'to staff's motion on Pebruary -9, 1982. The ALJ granted
staff's motion.

"we coneur w‘th f;e ALJ "s *u_ ng and note that we ‘ordered - T7O-
SeCal in D '82-10=-022 to inform this Commission 0 146" PrangLor Lre TETl
Poiny Conceo lon projecu.'j T

s

VII» Ten Seoiion

. Willis B. Waed, Jr., president ‘and chie? executivecoZficer”
o2 2LGS, testified that PLGS has decided to disconti nueﬂdeveIopment
o2 the Ten Section underground gas storage project-*‘SoCaI”made “trits
decision because i%ts pa:mner in the project, PG&E, had decided %o
withdraw, ‘because cost estimates had (increased substantially,land:r---:

-

vecause the outlook for ‘future gas supplies is more optimistic than:~=:
when the project -was initiatedl. SoCal believescitocamsi = =oin
increase peak-day del verability fromiexisting storage fleldsiat a-:t-~

lower COS"'-._.__.._ T ST Panl o Nea=T

“Wood further testified thatilalffnal decision or.whethersro”
2.G68 proceeds with the project will be made prior to SoCal '8 gexz_t
gemeral rate case. Ze noved shat in the interim, SoCal will - T T
withd:aw cushion gas alrealdy injected-into thelfield.

Represent ives Irom 2G&3.and 2LGS will.meet to_resolve fhe

BRI W e

ie

LR
oty

R e

ous : the Ien
[ v..-. -
Section ce-tificaue from th‘s Commission, the eten ion OT-/-

-~
LT e

isposition 02 rightg Jointly acquired, and the resolution of

#3.

Zinancial claizs hestween 2G&2 and PLGS.
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-

Wood noted that ’acilﬁt*es"-equi¢ed to- w‘thd“aw the cushion
gas Zrom the Ten Section field have been included in PLGS'™ rate base -..:
anéd should: remain-in rate:-base because-they.are-required. to- make the
gas in ‘storage:available o customers. - He-stated that.the.costs .. .. -«
assoclated with the uncompleted: portions: of: the project will-remain-: -:-
in the construction work in progress. (CWIP): .account until..a. final
decision is made regarding the-project.: - SoCal. Exhidit. 111 reflects- . o
this accomnting treatment.- . - TID e-tt v eiawaespmmn ko

L e L R

~alf? gene*ally ag*eed with the SoCal proposal and

recommended that all- revenues and expenses should bde the subject oL
separate’ accounting sincerthere was inadequate time dunr ingqthe.course .t

0Z <his pnoceeding to properly examine costs related’to the p*opqge&ﬂ'

g

new o“erazion 0% the “eanection field. M im e

. e N ot

T LA8 -ecommendedfby star?, we will authori*e afbalanotng"*”‘

‘w’,,

account procedure effecttve Janvary 1, 19837, to track actual.cos$s~"-,
assoc’a ted with <he wi*hdrawal o? %he cushion gagw<’ We' will—dllow a»»

Rt
oY

revenue requirement %o re‘lect the $43,713 operation and maintergnce "L
cost C?xh.b‘t 114) rela ted to withdrawal ‘of: fhe~cusb£bn*gas. ~An,;‘{

adiustment S0 Zuture :eveuues will be made #or over— q;rnu,‘ -
undercollected revenues once a Zinal determination regarding thq—\ﬂ,i
seasorableness of these Ten Section onera*ing expenses is made-.‘j'Q,::

R e B e ————

SoCal will have the durden of proving the reasonableness of all 1987
and 1984 Ten Section operating expenses when .thiz firal accounting iz

g e ot PRSI

::dertake“.;'?lan‘ and acquisition costs will not be included in test
year rate Tase. These cosis will be he_d_ i a seaa“ate memc*a“dum

..,q\..b «.."\"

account, and w*l’\acc*ne -nte*est unt‘l such ' qe es 3 £inal’

AR tuleefa g

detefi-na on is made -egamd*ng the whole project. Cush on gas w*ll
e treas ed as gas/.n sto-age, s*nce accc-d ng uO *he

=

3as will be availadle Zor use Y Socdl 'S customels.“

Y
T IR (';3- S ER O

)
i f.‘* [
SO (3

ol 34
T A L N S

0

’,t\,
3 <

:«iw-t

o -
-
-

A

2 - -
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e I D e ﬁYIII’ 'Conse:vation'.‘ o

. -
[, .

Cverview: 707 LUIT o L orlors st avan e s

(] -
- - f

(R

- In7general, staff was-complimentary: oft the progress: SoCal™:
ras made toward meeting its conservation goals,” and we: .commend: SoCal: b
Tor its- vigo*ous approach in’ promoting” conservationts -7 Ifiw rertslioons
‘ Howevery-we-fIndwthat~SoCal?sfproposed3?985:coaservationacw
budgetiCOnfafns'séveralﬂfnabﬁbc%ri&té?prbg*ams'whibhﬁwefhave? t.omolo
deleted. The adoated n"og;ams ’or 1983 are set:! -ofth?bélow~‘"t:3tox ol

- - -
- - . R . B - ] S A e sl ‘.....~..._
B e D A o

Prodran T T TSecal” ' T TAdovpted
CIIUET 0 e Jliian nuinonxs sz o {Thousands o’fa‘Daﬂ,a.:_f.,
!anufé&*ﬁfed”&dtb%ﬁgi1f47 CTONTOLIIS B “"“720 . Z 3*2‘ ~~O720
So*a:/Gas-r~~ LR mm Risa Tt mwan amas ~r992w5
Weatherization “'aining R - e T
Residential Cogeneratio Pemnto X RO “‘23’3:

Appliance Efficiency ¢+ :iwx~s .. S e

- v

Conservation Zducation

Znergy “fficiencyﬂAudfts
Yew Customer- Congervation
Jood -ndustzr

Cogeneration --= Tomens DT I

Accelerated zq,‘pment Wodernization‘-ua

Commercial/Industrial Heat Recovery T

2ilot Light Program ~° ° T°

Cold Weather -~ -nc m vxiznn

ges‘den*ial Vew Consu*ug;ion
waall s tem -(

[

"Sub'tota;l Toontoon liomone AT mmIvems .;’_ [QES TS o i‘ﬂ:@', 5:1:4‘_';.0 fotem
Overhesds (izcluted elsewhere) T T LI YOpME FiiTatIlEmipig T b

Toodiaa iz F Tan Iliw Lrues ::;::33:9c9 a0 TR I 0RO el nn

B R R VI U, s ~ B .-

mrsae P(ﬂ’-—' ,.a..n - me e

W**‘},the ado ted -eve’ o’ exne nditize apnea-s %o e duce o

dr'-v;np_‘p..h ‘---ro\ﬂu- " LR
- e

SoCal's comservation’ spe ding ‘rom the levels duthor {zed ’n-fhg ’as‘

A ad ikt ’mm,_“-*‘

ge“e*a;'-ate case decis_o ’ i: mus* be considered n *he ccntex* o‘ o

.m..ﬂ.— < —

te company’s osher conse"va lon efforts. SoCa_ a_so funds sev al
other programs through its CCA rates.” - T

X o
- " - -

- . ---ﬂw-'\
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e

hegse CCAr*ates cover: *he So lar’ Jater Heater Demons ration

S — kb_i‘\ﬂ"-r“- \-r-‘

and “*nanc**g ograhg *hé~koa*he:i~at ion “inancing and;Credits
Program (WIC2), and the Res’dent al Conse-va ion” - Service {RCS) We

- Ve

ao%ve that SoCal's moaturecent CCA ﬁ." i.ngs “..or Sorlab,: RCS  and: WFCP

skhow a 1983 pro*ected evenue requirement 027 ST6 3‘million; =

o~ -
-l - - iaa

PO iCE - ‘,.v_ ,-_A,,.., - - .-.,'.v»\,\.n'l- f‘,.-h - ’H'A"'.

Ve e T a e w4 on e am ~o e S

In the last PG&E gene*al -ate case » Do 93887, page 114, we .
concluded as 'ollows.‘ N e . T

- A v o v ' = ,.,‘._,__ -~ 4 n ”.-p._n--n--'-

[ NI o s R

. "We_ 20W. believe *hat *o c-eate the proper . ... ..
avirozment for managemen.“to paXximize  thwe +  F -
. cos*-e*‘ec tiveness and.effic1ency Of~cirooninml -
~ conservaly on prog*ams .n vhe futu*., we_should _
' ablishing
indi 28 budget levels: for-each: speci’ic--w-~~-~
p'og;am. We shall in this decision comment on.
many of the- speci'ic p*ograms-proposed~by~°G&E -
.-~ Zor. the- tegt-year..  'We shall also. discuss-n; '
_*hose nrog*am areas like general conservatio
advertising and information- which should” not
Teceiverany raterayer SUPPOrt. o ov- oo~

"Beyond that,: however, we:shall establish:- oo
certain general conservation policy gui delines
ard adopt an overall conservation dudg *“*or

- 2G&3. Within the-boundar ies of:these:r -~

. Suidelines and.budget,mPG& g managpmen* will

'“have“disc“e*ion‘*o establi sh,nriorities and
allocate resources- to maximize energy . Trrt I
savings.

,« A IR
" e =

"We shall give manasgement diseretion to o
rea’locate funds among .nd‘v*dual—prog-ams—in-'
amounts up +o $2 BOO‘OOOEp-ov ded . tha% no:.
funds are reallocased among ke -ou: majo- e
categories of Resideantial, C-L-A Congervasion -~
3valuation, azd Load Managezment. 3Budget
adjustzents in excess of 2,500,000 ghall bYe
nade the sudject of an advice letter filing.
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.. Punds allocated under this budget. skall_only--
be spent on conservation and load’ zanagement”
‘programsi Any-funds noirgpentiduringta yeart:itd nrnic
~shall Ye carried. ‘orward for future use in ...
congservation and load management activities: ~
We .shall. expect. PGEE 40" explain. in a~fubturer o'
rate. proceeding-its. inability to use.any of. . ..
these funds."” TeT

Although the funding level approved for_ SoCal in this

oy - e ,‘a.-

decision is com derab y lower than that au*horized PG&l_ we'
recognize the -mpo**alce o* allowing SoCa"s managementfsim‘la“

Vo

discreti in naraging I s conserva*io ef o.. ,ﬁuwb a_so apo*ec.ate

. .-

trat <here are n*e-act ons: between,various Programns;: and—ene*sy

L I I Ve

savizgs are no% di:ectly-o:oportional to fhe dollar amoun.s allowed

AL

Tor individual programs.- ‘Accordingly SoCal wi Lls have discretion %o

i ekal Rk fiad

allocate up to 31. nillion among individualnorognams prom;ded that
funds allocated under-this- budget shall only be” spent ontconservation

el ded oA

Programs. Any fundslnot.spenm.during a Jear. shall be canxled«forward
for future use in conservaiion activitiesiiWe: will expect SoCal to
xeed stafl informed o"orogress ino its.variousrprograms andadvise

v - . I RN oy
. -

g%af? of all changes..o program budgets.' _.f:,T;‘;;‘? ﬁ;:';;;

We do rei*erate our: object on:toziner eased*expendttu-es for
general adverti slng,programs. We 30" not’ wishw+o d*scouraga,pxmlmty

A B L TR Y e

efforts to infora retepayersvof specific meanssby”which.they a8y

[ B

achieve greater conservation. PEEANES

- .

ey

Rt - --.-~'A T G R R R A e A-o“"."
g T,

Cogt=22%ectiveness “va.ua*ion~ RPN '““*'“”””V WS T

-~ romnme e e ke e

P Vo me s T e b SN e T Ly

SeCal, eva_;a ed~ e cos -ef*ectlveness o ixs ove*all 1883

L 2 L e S -

conservation p-oe;am oy usihg three~oes ts oficost-o ect.yaness.

L -w, -.«1-—»-—
m - SR o o SeLTIITLLT P
they are: LIt Lrmemonoany L oL SR AR LCH
Lo . 3 - L4 . i oy e e e
* v a2 Ve

O T
Pesw L admaie




‘Participant Testi- ‘Compares  (x)igag™~ .l lo7ercs
- savings.at average raues plus-tax. ccedits_..m

,»0 (7) %he cost.of %the zeagures ) o
ingtalledy™ "7 G0 LELATOTDUa LToTIon L0

Nonpa-tzcinant'Tes :*-Compares (x)<theu =’
-difference. between~mar3*nal cost-of~gas ..
and the average cost 02 gas saved to (y)

the cost of the program; and

All~Ratepayer Test: Compares (%) the »ulo
-marginal cost of. gas.saved-%o. (y) the. cosst.

o* the program :lus the cos,s o measu*es-‘“
installed. YInTow o TIrT oTae

) 'Afprogran-isﬁbonsidéred $0- be-cogt=elTectiver under: ¢k
cests when the x-component i’ greater than:the  y-component.’ T
ethodologies-by’w&fch“bbStle'fedtivenbss'135médéurhd*became“ahmoinz**@:

- s

0L conf.oversy -in th-s proceeding.c We nmow turn® to~a digecussionsoforlions
“he isgwes raiged. - TTT TIoTuL A Lnarm L Loonoms CTom emuErt ok

A “he-Vbnbartfbipantfﬁest~‘" v lelalorr osuor ThnaroolTasonon
A Question of Zguity

-

*'\‘: T
faral,

-
BT SRR
-

sr?*»~azou
essentiaIlyﬁaUtestDofTeqtity.:-mhe nonparxicmpantuclassaanlu&es
ratedayers who previously participated. ina prograxm, ratepayers. who.~::.
practice conserva*fon outsi&e-of -programs;, a“d~ramepayers~who cannot ol
a.ffo-d to participate. . .7rs U Tot UoeTeTToroo Tane exty Lomed -

i
- R ] P ) L

“According to stafs,. {47 makes: Little: sengel torimposesupon. Tl
no“na"*‘"‘pé&tsfa‘nrog‘am which "o ot Tcogt-edfectivel. (Stals cdved,ir i
as examgples, the Conservatiorn Fducation Program,. which' fails the: :
nonyparticipant test and the New Commercial Customer Comservatiom ..~ -

-.os?au whfbh is aarg a_1y~cost—e__ectiﬂemwoznonnart;c:pagts:::f--.

O

e om -
Lm e e w e o e
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Generally, we hesitate.to.reguire --nonba.*'tic‘ pants to fund
conservation programs which® increa.se rates oY 2 grea.ter ex‘ten‘t than

world incremental supply. Recen ly, in D.82= 11-086 we-res'cated our
rinciples as to the proper application-ofrthe nomparticipant test as

Zirst set forth in D. 92653, wh. chj&@}hg;-@ge‘&f EQQ-S‘E}:yg’dpggrizaﬁon

financing program. o momnans nAr tnoruas ase

Staff also objected 'to the; fact- tha;t. SoCal:.did-not provide

the annual savings-%0-costs. analysis Zor: the gxgﬁz;pg;t';.ﬁc}pg.?.t test.
<af? points out that wilhout such aralysis the Commission cannos
adequately: evaluate. the reasonabdbleness of- the- time lag.y wh:f.cb. migh?
exist between costs-and.savings..-.Staff notes this. evaluat.on As..

.

garsicularly imvportant. for programs. dependen...- upon. eactendedh li.""e c o mmoae

cycles: for: cost-effectiveness and recommends. that this mate z.iaL DO .. -
provided iz Zuture rate proceedings. We expect SoCal and- _olur staff -
o use the nonparticipant test in SoCal's next:general:rate.case..--

. e T e a - ..-.pﬁ, ‘\ ;
B. Discount Rates: TTAYRE R0 n0-TE )
Nonanalytical-Aporoachss . 7:2 - sz mArmialdmasmam AR”

3 -~
- o - e vow e e N e
s

A AN PR

- SoCal. estizated: all present value. -savings:and .costs; Dy :r~o-:
usiag a-uniform 10% discount .rate..: That rate; was:.developediusing 7oz
Jjudgment rather than- detalled analytical:methods.. Stafl,-.on.the . :.
other hand, urged that a different rate be applied to each--cusvomen
class,-based on-the: decision-making. criteria:of- each -class.- Stall

cited the example 0Z industrial -customers..who; expect .‘chree-yea:
aaybacn:s suggesting a 30% discount: T + SoCal--and- s¥aff, . in. SoC-e.l s,
nexs rate case n"oc'eed-‘-*g, Should -morne ““ul".y -analy.ze -the ‘-..__,:._.f_.h.”.wﬂ
appropriateness: ol - 4thelm positions.:: We- hesilate. at..tals time. 50 -veSt-c
the expenditure of money collected 'rom all Fatepaye*s under c‘.iscoun't

tes attridbutable t0 only a portion of those ratepayers
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O o R, m e me ey m T AT ATl e i A e b
Ssa®e Pagiwion - T LS ZOTLOTI T LSVlL TaonT ris Lerni

-~
-

770 '8taf? recommended ‘deTetion of ‘the SoIar/Gas-program,_the:btrv;
Conservation Education’program, and-the-New Customer iprogramoc yl.izazl
Addittonally; “stafs Fecommended ‘aTreduction in<the JAppliancécs
32ficiency program.’ -Staff generally recommended. approvalsof all:.rnru.l
other programs”as-proposed “bySoCal-but: recommended:ithatiseveral-ofi::«s
“hese- programs’” be éiasély'evaIuated?aéGcandidatés**dr”deletion:":ﬂhex;a:
result- of staffTs-recommendations was reduction®of SoCall!szd39:0:r
2il%lion" 'buc’.ge"‘ By 86.0-miTlion: T AL oirls tonr Deevio fo003

In"the- discussion whichiZollows;iwe will:constder:eachwof~: =
<he p*og.ams Lor which authorized funding levels’differ:from thode . o7

requested by SoCa_ ST el AT wT Ton LlanuvIToalte

o - A
-
-

Solar/Gaa’Program' - -t 0L >
mheAijective oL this  program is~tonretrof1t~2 5005 'spa

neaters, 4,650 pool heaters;and. 175 space heaters: SoCal estimates. :-:
a savings 0f- 1,849  Mtherms in-the first year:and a-saviags of 36.,080z---

L LT U,
-s T LD R

e ..

-

Mtherng over’a 20=year period. .. niT IoLrem If wreoss wslon o loilrens

-
- -l PSRN - R

" Stafs witness Knoller recommended:against  fundingythis: -0

R

program.” T Ze. stated that-the: costs: have: increased: toormuckh overya=---c~=

“hree-year period. . In- 1980: SoCal's recorded-.expenses- for its: |
o-ar/Gas-programfwerGTSﬁSﬂ,OOOuLﬂItwhasdrequested:SJ,99?;00@‘fbrf e
tes% yeh:=£983w5“5e~foun&hthelaotivities>tOﬁbezunnecessamyQint1585-4~;5w
Wecause SoCal has a CCA-Zunded Solar Water Zeater:Demomstratdlon: and -::
?i:aMc_“ Progran. T 4 - T.lu.nezmicon U TIocn oroolks Iliwoew

P - -

- Stall gtated that over: ome=hallyol.this program’s: Costs arel:s-
Sor advertising and promotiont.: -According.to:.stafs,s this:level.0f -:: .-
n*omot*on ‘should e ‘Tisallowed because:; as SoCal.witness: Neiggemann:
agreed, the solar industry Lsxcnenconsidered,uofbaye:brigntzg:owﬂm

20tential

Gy
s

i BN
O P L )
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Stall pointed cut that SoCal's prograz zas no geals-forc =te..z

retrofitting. multifanily -residences and-contended . that.this -progran
primarily bYenefits-SoCal's . more affluent customerse.:--.

I e T TR U SR Yo

SoCal argued -that the -program-is.an. i:gd:gstry-‘supno:t -

< - .
et i b L T

sola::marketing;can~benerit:the;solar;indps;ry.g;Séggi ackngygéggédﬁlgfr
trhat shelcosts: of.its ef .sﬂhav~ inc:easedwover-tnealastufew—yeérs-ﬁ:
SoCal agreed ihat although the program-is, cos*-effective.=
wnéderttwosomethods-of-evaluation, it does-no% meet-the: "all-:atepaye.
vessT. ;SoCal;argued:thatzthenall-ratenayer~zest ignores tax Yenef xs on

- —

evaluating conServa't.‘.on programs which offer ,nuangible:pqngf:gts
.>TherSolar:Water-Zeater Demonstration-and. Financing:Pro gra.m ’
=z wkich:SoeCal iszan active participant,.represents-a-substantial.....

R

R P T

cozaitment 0Ff ratevayer support to-accelerate :rfea.l;i.zta.tion of-xhe. ni-ghm ~

potential of solar energy to r 11, fuel:d - .
Zornia T Werwilll awalt,: with great: interest, 'the~resu3."ts- of tha“c
sran’ which is scheduled %occonclude.ins, Septembers 1983 .- Ins thenr~
:ear.ti:ne, i dopsa noti appear: p:md.en* 'to-,allocaxe SoCal. conservatrion

which would.focx.a orrsolar energy: uses: yha.ch—.:a._._.noﬁ: ta:opl,mable:;_ o
zest 02 SoCal's radepayers. s o W TolnI fobnsearlD

-
-

~ ~ v b
B e T L LR ool

-~ ™
~ -

P S
ER R EaL AR

We will adopt staff's recommendation. We relteralter OUT:oas-
D01icy ofF discouraging conseTvation- prolrans such as-.vhi s-one: wh
relles prinacily.on advertising.. . Therprogram: ds-duplicative, ofov:io .::L':

Sma_‘*‘s other-'solarprograms: and may . redistridute: the.costs:; 0L ARATLY -
ren afflvent cushoners £0° 0ther customeTS. ) wornrAsr ~a

. o -
ot o

-

" .
R o, e
e e v aln ¢~ PO

-
=

e -
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The Applia*béfszféféhhiﬁPfﬁjﬁmf5~~ ST S e S TS
-S oC iﬂé"ﬁf&’& -$6', 480 [600-“4n “te'st Fear 1987 ‘expernses Lor -
" Sta ’witness*Knolle‘proposed cuttrng-“hrS‘amount'byfiff
13 600 kY 29 5% reduction . “-He' *ecommended**ha* ‘DotH e & T LINLLS
adve-tising budget and the -incentives “associated wth- the»p*ograms be
cut 50% dve “+0‘a déteriorationin’ cost-effectivendsgs T SUTSTINUL
We note tha*‘SoCa*~include¢~in‘thrsﬁprcg*am“$95€fddd FoET 0T
adversising’ a“d*$2'88 oooﬁﬂg;iéhégﬁAngs;d: 3:::7~'~“: cronel :o::ﬂth:
Cimwé srege

Siadies

325 appliéiée~iéﬁufac,u*e's. By “atding Tesailers, dﬁst*fbuto*s, an&—~-5
mamufacturers %o reach the residentral ‘applfance - Tetrofit’ market
SoCal hopes $o- -fndrease siled of ne#er, no*e*energy-ef‘iaren

. [P, . .
B PR - - ARSI Ao T ol - -

appl samees . T mALLIITOV L Tl SO0 T elD Lmn onowlinmeool Sriw o ierolnoou
****klso as a’ part of*this~prog~am, SbCak‘sells gas~appliances

o its- employees.

since nr‘ces of tbe appliances VO*emnloyeea~cover dlk'nrogram ‘costy. o7

“Accor ng £o ‘SoCalthé ‘Appliance BLficfency Program ©5° 17”5“ 
satisfies both *the participatin g ratepayer and the nonpartxcﬂﬁdffdgfvff”
ratepayer ‘tests (ExXHibit 32; page 24) 2" S6CAY ‘agress’ rtwfails”the all-
ratepayer elat. T W DoToltoomtrosossmme ooar Toox S o -

.

“Stafftargues that program savfngs-*ealféfi&ally B
atsidutable to-SOCal-dre svefstated s Acco*ding to~suafry S&Cdf**@*“'
acce’erat‘ng “he - -enlacemen* °of olde', Tegs ‘efeLotent annllances-_n

some c2 ses ‘o* a ée-é one 'vwo, o* three years¢7 .et 'SoCa; taxes-~5?3'”

~"-~,~‘A;-r.,".-'~ - e - o - L A

aprliance; a-peridd oZ 11 %o 29 Fearg. -t e NEATAENTToedT nloTanr L letol

SoCal witness Yei ggemann~testified “that Califor nia's tough -~
em‘sSféiland:effic*ency sfandards would have "canded gas*manu*acturer

andon-TanUfactEring 0f gas -applidnces oS -EWE Califosnia Aarkess -

and <¢ c3% for manufacturing eléctric appliances. S Eowever; SéCal T

pw e
R
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intervezed %o conviace zanufacturers that. gas .appliances.-would .. --
continue -to..constitute a lucrative market in California. SoCal
cercluded % by victue of ‘:..,Ls f...:x:e*ven‘cion., Lalifornians .a -ALE ..
assured o"’ a. supply -o" -8a8 appliances which meet . the s‘candazdsw--'

. Neiggenann .also tes"::i. __ed trat the southern Ca.liforni':a_.r_

o A

izzespective of SoCal's programs, Staffy
axcressed doub‘:s conce;nizig the .plausibility.of -the:SoCal : a.::gxmen.t--f
and pointed -out -that .despite. *:.he .a.l.x.egedlsr.-cnp-ess* ve .bu..dens 0
California-ezissions and-elfficiency stsndards,.the -ga.s.an'ol-a.ncq e
indusIry aas 2ot only xet .those .standa...ds -but exceeded _thed... ..”t -

e I
e D P

We. mow tura.to .staff's disallowance of St.4 nmi....l:.onwcﬁx e

'
et -

associated wi<h incentives and $469,000 for advertising expenses...:

r
A A

-~ Neiggezann explaizned the.nature .of-the.incentives. inecluded

in this program.- Basically,. SoCal would. sha.x:e,.the costs of a_._-r_:g_‘qa‘ -
with manufacturess during. campaign periodsn _.,,SoCal 'S share oL the- . .n:o
rebate cost .--would -range from .$12.50 .for .dryers .to -SSO Lor :}:‘zqg._t punD

water. nea;:c-.:-e,.,~ S v .

A
- A

. .
.‘l-. -‘.,“-: o ..,.,._._ﬂ,.n,.‘.-.-n--. ~ - o,. ERT R
.

I N R T [N AP A

I ggema.nn -also explained +he advertlsi.ng budget-,-SSO ,OOO
is ‘:a:‘geted for a portion of the expense agsociated with SoCal's.....:--
sponsorship of the Evening Concert Program,-a.classical .concert *adio
eries which, according to .Soc.é.l appea.lémto- a va*‘ied»audience.q:,::-;m.:.f_
Together with other -:ad.*.o ~and . te.;.ev ~stor adveztising, SoCal's. .....:
objective.is *._:9 "gﬂ':: t2e appliance elficiency.conservation qgs'saggﬁ $0. mn

customens av a .Zrequency .ol awieast thznee % mes._h Acco* "*g L
SoCa.l, that is "b.e Zrequency level a.t which 11: has .been . a.‘o

R
-

is home.To a_ a-ge —'-T* sPan-c -poprlat on,,SS}_,'fO_Q o,‘_";*he g.d.v_‘
oudges I5:%e be used %o reach this audlence.

B e
Tiia LR N LS
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Staff counsel questioned Neiggemarn regarding $388,700.

included iz $Efs "drogram Lor Ameridan ‘Gas -Xgsoctaton ((AGA) T C
advertising. According %o Neiggemann, AGA advertising is] fn ‘part,~lzn:
designed”to7%e&éh‘éﬂ?aﬁdiencé“outéiceTCéISfdrniafwhéréﬁfﬂitfaﬁ 2yel -
decisions are made by major firms that may have plants in southern
Califorania of that may-plan®to locdte here. “Neiggemdnn rdted “that
the AGA, because 0Z-its naticnal ‘buying- pattern, *fs able to advertises "
as <he locel Ievel on television at hdlf the-cogt to-SoCal. T T 7-Tiinns
Consequently, this advertising service-is used inTconjmmétioniwith -7
SoCal's cwn'efforts- tocommunicate with-customers explainingithen
efficiencies-of gzas appliances-and equipment and”the~“need to-continuei
conservation.” Neiggemann-further noted:that there isgtanieffort gorr Ior
coordinate  AGA advertising with SoCal's.own érforts?andi86CéIEhas
geen To it thaz AGAfadve*tisIng complements-itsTown® actions and -
p*og-_.ms. COTTL L LITT NI Wt e LN DL T SAW BT 2

~We note~this program faf{Ils the’allratépayericost-> <
e*fectiveness-test.” - Al50,” the- -savings-analysisTprovided by ScCaliisroz
Zlawed - -SoCal cannot-take-credit forvenergy -savings-over:thecIifeofo
ar appliance which would have deen installed anyway within arfew. orcit T
gears. Neither can"SoCal take-credit for the decisions of-sotthern
California Zirms- which” produce gas appliancesi. .z o vl .

' In"general, "the main'effectiof.this-programcdoesinotiappear. i’
©0 bYe comservation,- but expdnSionfb:*SdCalﬂsigas?ma3ketf:;Weza:e not- oz
convinced- that $388,000 for  out~of-gtate advertisingliprovidegc iy
commensurater hene?iss 4o Califorwiang. -We willinot allow SoeCal. to-

Jass on »o~ratepaye:s <he costs o_fmaxketingvits se*vfce under theTTi“

demonstrased tofbe-cost;e"ective;- Kecord! ng_y,‘fund-ng Zor: thiste™

entire prograzi will e d‘sa..;.owed.~ B T

. - v
- -y e e e A ., -
P ‘-.!_. EEE LR Toe v o el o M
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Conservation :3ducatdon ~. .- ~rozogn o0 lemriroors Sen

-
IR o e e D

- am ta B R A L oL R e o

Staf':*ncommended deletion of.this-brog*am. or»which.SoCal~,~:
included $1,505,200 -in its-test :year -1987  market services.: estima.e-nf,::
The staff recommendation;iszbasqd:cn:the,prog:ag,gﬁlggk BR,CO8E=rr e
eZfectiveness. -~_ - o~ 4w maas o ee o

..,..\‘.,._ e e e e L s

o
(R ol e T — P

--One -part.o?f. this prog:am consists.of, SoCal 's. ef’orts N1
reach elemen<tary. and secondary schooL students. - Qhrough msmnE L
participation in- class*oom«inst-ucuion, semina:s,+and youth st e
organizations, SoCal-argued it will. reach an_ iapoez+® ~part ofwits—P;¢3
censuming -population. Solal-believes that;by:communicatiggg.Qw: L
tudeats~while their energy habits are:still.developing, a.large. ... ---
povential -exists-to save significant.axounts.cf-.energy in the.future....

-SoCalrhas targeted 400,000 -students as:its-projected. - ... .-

S
PR

audience for this:program.:. It-will -offer-cash-refunds-to.the -- .. ..

RN

Tanilies of students who purchase water-flow control devices. Inmw-a5;c
acditiorn, 48,5CC:-s vudents in -each.of the-2nd. and Sth grades will de
Dart of a’special. program.designed. to: in:luence their families! .. o e

-l -

energy practices. . :They will receive-instructions.on how.to.conduct. a. -
personal ‘home energy audit. - omoai o~anw e s me s .

\ . ﬁ P SRR - -~
- - L e e ERCERT I

~- --SoCal -emphasized that-the-calculated savings.associated -~ .-
with these efforus were made. on a’very-conservative-bagis.-:Only---- -.-
15,000 -water-control-devices are-assumed to be installed-through
SeCal's education efforts-although: refund: offers will de:made.o-2 .-
soval audience 0£-400,000-students.--With-regard to thevspecial .-~
orograms, SoCal,estimated initial savings-for.each of -the.two. .-.. .. .
iZferent grade levels, reccgnizing,that 2nd -grade studenms will - -
srobably- be- sozewnat-less respongsive than the Sth, g*ade studenrs-. oo
The resulting-calceulations were-then discounted:iwice,. once by-Z‘%‘aqwﬂ
aznd then again by 50%. SoCal noted thrat life-cycle-saviags. were.
devernined by looxing only at firsv-year savings. o

wm e
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" Under- *he*second part “of “hnis’ prog*am* SoCal plans‘to reach
2,400“*ea_ estate’ agents Ln~southe-n Carifornials Is {ntendsctoThold
80 claas- sessions~*o ain and advise rea¢tors on- ene*gy TTEONT LinT
conservation.””
from this program.’ SoCal: state& the programtis: conservative’because» T

only first-year savings were included®in. itstcogt=effectivenessons . =ul
calculation. lnIomoene !

e - e e T

DTt eidtat] "“""“

imdi tea-l e.cjc_e sav-ngs, i*s educat on program st‘ll geets the

A e e a *(-'\

sar :cibat s -a*enay .a“d a_’_-atenayers' coet-e
SOC&& ag-eed it does not sa*is’y the nonpa icipant uest. »
We agree wlth SoCal that chzld*e“ shguld learn eaergy

el e R A

conservation af an early age and will allow reduced” 3unding,£6r fhis;“"

.-MA-»A—-.- [ERR I R N )

part of the’ program. Hovever, e a1l to gee how the real estate TEALE

compon ent of this program will bene’it Sngl's ratepayers:“”lf ‘the“:

e e e

e,

RPN

Teal es te.-ndustry has Z ereet ;n becomxng fgmiiiar w*threne*gy

Rl e ~ .

Se‘va*ion, i* should undertake the type of pregram SoCal is M

’ .., r~"- A e e

nropos_ng. According_y, we will allow nal?’ the “equested LInOn REiTL

oy -y - G ey
"

order that SoCa; may continue its efforts ;n Yh? sdhodls. S S

v ~ o h e U= [P
. * s'_y.-_, [ T wr ,.....-..q._-u\- hadtt]

Trerzy TFiciency Audits :v ‘ . et o

- . T

Y

_SoCal nroposed a ’und;ngvlevelle’ $9‘1éO 800" for’ Lts:§§e¥éb‘F:

E2ficiency 3rog*am.v‘“hls“p}og*am provides a’ va*ie sy o* ahalklng ‘
services ‘o* comme*c_a’ and & dust.iaﬁ cx::.sﬂ:cnne:'s-'_"~ RS pEOUIL LR Lo

-
ivnnq_,q.\ .

dega. s af eccmme*ded deleting cer in actzv‘t:es w*thfn

el et [P

ne 3-og*am wh*ch ad ’°V”F°s?fﬁ ec veness su;ts. Oﬁ“ssmon o T

t ose ack :ties ‘atafe “argued, woul 4 “enbance tae prog“am s” costA““f“’

Zecs iveness. The p-og;am elements legaI staff wou.d dlsaIlow ares '

'vnw-v -

ofessﬁona* Commun‘cat ons, Deliming_Services, dne-gy Wanageme&*

A:alyses, Ve*‘* kwa*ds aad Sem inars, an d Gas Conse*va ion Analyses

iy R e L
- .

EEMOSINEISSRn RO ——ml — T Mo s

- -
~

e e Netulal ~ - . -
S o0 To g

- s wt
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s - e will adopt Legal Div is n-gtalils .recommendation, with

the excentzon o_*the -proposed -Gas. Conservation Analyses., We cong*dgg;
that this n*cg"am element fulfills an impo"tant.ﬂunction,,and‘wal;p-:
therefore re

$60¢,000. ”he _total: disallowance 'rom the budgetﬁof the Energyﬁ;::
Zf2iciency _Audits-program:is-31,568;,000..~:

New Commercial
Cus*cmer Conse-va ion 2rogram

tiy L2

i

h
iy

[y

e ATy
oL TR DA

PRI AN R s -,- ...,...... :‘.A,, - \

taf? recommended deletidn of this” program s ‘unding, Zor

T .- i akatied

wh;c~ SoCa_ ‘“;“uded 3606 OOO i* its 1983 marke?use*;ices est mate-

o o N e

S* argued *hat the prog:am has decreasing bene_zts, and

‘-"r\' *ﬁw . R T

‘ae cos*-effectiveness caicu_at‘on assumeg extremely long li'e+cyc1e

,;,—.f i)

roject owa,- mhe hish cosu o_ this arog*am lS the*e‘ore T

- —e

L

- -

unjusti éd.: Staf"s recommendation is largely based 93_;}rstryea¢
energy savings.. i

The object ve_ o’ t igqprogrém is_tg convince pwne s“ahd“"_

vuillers o new. nonresident al construction projects”and occupants in'?'

existing. non'es‘den al ’aczl ties tc 1ncorporate energy—efflclent

e T

equipment and designs in thei- bu dings (”xhib}t 317 pages 33-34)

et SRRt -v._,.‘

Where Title 24 Huil 1ding standa*ds apnly, the brosram“;ocuses upon

L=

T s - s [N St e v ..‘ -

A e

A el 'S

conservazion efforts. whick. exceed the State's stan@zrty e e

;A-A\-A\-N - "-‘

ggemanr expla,ned *he nrovosed bu@get how vhe money

B _'v-'--\v-ﬁ

Rl iad -
Mmoo f\ﬂ‘

wou_d ve soen . and desc bed the manne* fn wh ch sav-ngS'were Trooren

TLarmnn PA‘& ~ee

calcul ed.L Ze acknow.edged *he *e at*ve;y “igh ini*'a. annua. wy

oA

coss ou‘ nxnlained *haz'*he anvronr*age measure ’o* ccst—
ade

- o -

s o-m -&,—.-‘.»

savi ﬂas as a*gued by st | . L STimTa TEeTL Lo

F"ﬂt’-m,"_" - A-v,- I ~r

We.ggemann tps*i’ied that tpe on ly advertiszng expense “n
whis progran ;é arn a_’ocat o . 355 SOO ‘o* a_nogpfon oL .+h§'AGA j"

adversisiig budg_u.' SoCal réaches customess when Taéy agoly for T
service or c¢ontact SoCal:.regarding planning of a2w service.
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g :"Wé ‘agree With Itaffl T Mhe Yenesits ratepayers Terivew from T S¢

is v"ogram are~t00 uncerta*n"to justi*y fund*ngrthfswprogram“"‘ SETRD
Coaeneratroﬁ °“ogram Chostoiownllonois Il oo ceclivde Tofv somenlial

v e S e e

’$9CaY ‘propesed:: spendldg“s3;3844200-fd"1°83 on cogeneration, Tt
acludizg $2,718,000 for incentives. P TTRTATRINT

SoCal has been incurring expernditures Lor this program:-. o7y
since 1979.°786 ‘£ar the ‘progran Has ‘resulted -ix the':signinglof 12
ont-ac*sJ’é*"eds“bffi*y“s‘udieb;f"Wowéver "o cogeneration prant

L e e - -

X - -‘f\f”"; ~ ~n
P, AN - B A R R S e b - e * v

So Jar there is 2o evidence oI saviags Irom s regrams hn it

-

In addition, -ihe ' provisions éf 0TRT2] £ properly implemented, offer
adecuate market incentives for-development of cogenmeration projectsoirzs
‘”-"here‘ore;‘we wil’—not,provfde *or ratepayerﬁfundrng 1= > qielichiodet

this-programin 1983, .7 .7zl an

Residential "New construction“t“‘
Service-to Customers... . .

Tars of SoCa__s,ZConservatLog;SuppontgActivttLes:; ”hepstate&—.- -
objective of the.program is-to-encourese the.local buildi nghcommunityk -
©o provide zew homes waich-are more -energy-efficlent.. .-~- -

A

In:SoCal's.lasy general rate case,-shis-Commission. ...

- o e e

P

guessicned % efvaluefo’~the~VewﬁConst~uctzonaprog*am-aad‘stated tha:xﬁ;-
ScCal nust-be able: to- demonsirate.that. "savizgs can be.directly, .

-t on e et e -

attridbutable-to. ivs..eXlorts.” Vonethe_ess,.SoCal e:ojec $5.20. ene gy~.-~
savings-as:-a- di-ec result. *h_s~nrog“am,, *he* ~t-e.nrogram

-

descript*onﬂ ed in,“xhibit 31 reveals. tha_‘SoCal seeks %0 use

P A

these program- funds—to encourage- the- installation. of. . 888, T ather than

Pl

electric, home azpliances. While the cholce of gas, as onposed to

nnnnn Yad
o

'.,.,,’




electriaanappliancesumayube.a.@rndenx'end-usewdecision, we, do-not
agree with SoCal -that.lts ratepayers should sunderwrite .an _effoxs Lo L.

o N e - = e n-..nci\r LR

influemce that choice. We will disallow SoCal's funding Jin th*s.-a
category .because of the program's umcertain -denefits.te .its -own
ravepayers. e man

O L4
L Ly

Cverheads-:~-c-: o0 =2t Lomiziisosue

Mo R e v e

L

L= Y]

-~ o -~ ~
- wod 'y

Vo ke s e - p--’-,.f E
LT NA YT ST LSO ..-.:\J\J(J

© SoCal -included: 7.5 million-in other-accountgatoscovers . ..

suppor‘c ~and overkead. for its main.programs. . We.will .reduce-this.. ....
azount in éirect propdrtion o the other reductiéggngggggq.ﬁbgc
Conservation -Reward ~:-" o~ _van r omciloo on ool -
czzp Inits-last general.rate proceeding. (A 593L6),mSoCa Lwas... .-

au:;or*zed to file for.and *eceive:up to - $S.million~as~a SeATwam amnirme

R
v T
-

Lo
,“-‘ﬂ(,A- -rr\" AT

-~ - -
[ S et "t

"conservation reward™ if-it achieved.a-specified level.of.reduced
consumption in high priority classes. On April 16, %982, ~SoCalr£iledp4
Advice Letter 1310 Zor the $§5 million reward .. Following hea-xng,~we_w
issued D. 82-10—021 dated October 6, 1582. We—determifed 2fhat SoCalsvIe
had achieved the- required “Tevel “of® s&vfngs “and autnorized “SoCal to
recover the S5 milIion*reward-by*fxl ng tariffsiconsistent with: thersncl
rate design desceribed in that'decisfon’along with thecfart?fslol o
reflecting sne revenie-increase granted Ialthis proceedingI It tviIrs:
In this proceeding, -A:61087;°S0Cal proposed ratsiniTar: vons
ceward for test yeari1983732 $7:5 millient i In Df82-0840$43da%ed
nub,s e, ~1°82 we cons &ééed3cdn8eéva*iodfi cen*zves ‘asvpart ofnIiTIo
' _“m)ctheMuisu;
.oncse conse"vé**dﬁ7p4oi6éals*a;edie‘ther necessaryénorfappfdpriétéfff
at this~sime and” (2) no’ conse*vation“n an’, beyomdsthatialreadyidntriiVv. o
place, s ou.d Ye-implemented "#or-PGEET Theresffer;-Sofal Pormally:=2av:
withdTew 135" propdsal’ 23%- & $715-2411i0n" "eonFervation  reward™: dut
—og* yea..'1983'.' LI Urowclonz onr o liZW Lasonslilzaa ; '

<,
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- e Ac-..--

_frif::Resea ch Devel;pmen and Demonstratio

o~ o~ -, rm o
P s PR A - A A

Qverview ) o

- PO R R A LT

- - RPN

SoCal *equested_$9 885 bbdﬂinwgest year 1983. to. euﬁfoft ita.
research deve,onmen and demonst:ation.(RD&D),progrmn
*ecommended a -eduction o > 81 243 OOO in SoCal 8 reqnest.,

R

N

o
-

SoCa; pronosed unding 49 research projecxs for the test

ks W tas e A A

Jear 1°83.,‘ tals recommended hat unding be reduced *o* seven

‘\.-.‘.-..s\ - My .

n-o‘ec ---mina sed for *wo 'and added Lor two projeets. 'SoCel .
thib‘*s 3 34 and 35 n*ovide a desc'ipt‘on‘of 7he nrojecto and

P

exylain the aroeess by which nrojec S, are selec ed 'or tund ag..

s AR I LI

SoCal's RD&D n‘og.am was presented by Samuel J punn ngham,;manage

0L Resgear ch.: Starf's position wae presented by Ramesh_;oshi, senior,”;.
utilities eng.nee

Position of Stafe ‘,f

-

-

- -~ IR N A
- - B P

- - oo - P Moammn A - - -
Y SJoLTIdon

‘ . _ -~ s
Stazf argued that SoCal s request *or RD&D fungs should be

e - e e e TDLLTL

red;ced,.o el .m.“a e_pro*ects that,duplicate .he efforts o* other -
wasvitus Lons or whzch are. otherwise imprudent. Also,ﬁsta po nted

ST vw/‘u'\-‘\

out that exneﬁeeé for RD&D have increased at a rapid paee. Start’

asked that we consider SoCal's 1983 request in .terms of p:io: Jear. .
expenditure levels which azes. . . .

-

5.,18‘f,009 'ﬂ
el TsE .569,000. . -

P ¥ o s

37,588 OOO .

'vn... n-v

Wo* ava able

-.\.,....... —ans

39,885 OOO oxm e

f '
- v s‘,_-.wu bt e :

Stazs a.:-gued. that So.c_a.ﬂ:_ 8. ‘RD&D: program. is -genenally. .
ected at end-uses, e.g. imvrovemnent S;rm~apnliance~efficiency,
evelopment 0 -gag ‘countensarts. ¥ electinic: devices,: etow s Stall:
ergued that the ratepayer should.nod e Ffomced .ow‘und-p:ejec* 8 whie

”,
-
[

[SIva—. -

“ecuest fo
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are intended %o -mprove SoCa"s market Share vxs—a-vzs electrd

s.—n
PRV -,-.-—-\ PRS- n.u.v-

usilities. Stazs Doted - tha, RD&D in apoliance e‘fiency is, as SoCal

-~
A R

witzess Cunningham testified being conducted by a aumber of gas e
appliance manufactu.e*s who- have a ‘more v*tal interesv’in'the

sublect. Add-tionally, star* s ated *esea*ch groups 'unded“by SoCal-"*

and other gas utilities conduct” s milar RD&D orojecto“*h 5§s~suﬁblY"“”w”

- - o

and use technologyu"Thoee'éroups {nclude" the‘Gas R‘searc@“rnétitute

- w

(GRZ), tue AGA .he Institu & of Gas “echnology, “ard +the Pacific Gas

J

NS O

Associ a.*'ion.. LoD e Do z

. e b s 7 -
2wT oo ThDiX kS -

R [ v y..\-,.'

~ -

oq2e '-*ness Joshi testz ed *ha. he examined SoCa_“s 49

, o*oooeéIs; ‘He de*e-mined',ﬁat“eeve* o thege projects
warranted budge* reductions and"two should be elfmina ed visz'the )
hase Change one-gy‘Storage Projeco “and’ fhe'Eydrogen Generatfon S

v oay e

Techniques 2roject. The staf? reductions were partiagly offget by o
the addi tion o’ two projects recommended by the s*arf wztneéé~w~°hey-»~
are (1) a commerefal Iaandry study costfng '$5C, OOO and’ CZY“"

e

‘°ne-e°t‘i° 163 tion project cost ting’ 3140 OOO.:*A.so,,SocaI andieta*’“‘

[N R, o a SN

stipula Ed o 2 3150 OOO reduc*ion for the Feedlot Gasification fff"v”“-

.;,~'~ . - ‘ﬁﬁn."w-!
B & B . . e PEORORS R pEORIE R Sl Yoy
Tolject.

T .o
LS. e e Lo P i, - Pl . -~

Positiono’ SoCa“_ .~ e . e v e . - ool

e s
-

,n.\
it i s

[,

SoCal argued that its test year RD&D"progcam ‘conforns ~wrer
che guidelines set forth fn D 865°S and aftirmed iz D.92497.
According ¢ SoCal, the *o owing eriteria” rom D.86595 are an
invegral part of Its o*ojecf nva_uation and selec ioa process:
Zesearch drojects snouId o-omo*e demand :ed ction_and energy savi:zgs,
orosection of the environhen : saZety, imp*oved'éﬁﬁnly ﬁechnology,
ané increased .company operating efficiency-C ooy IDiuns TIarl

SoCal pointed out "that stafs, “inits evaluation o SoCaI"s
amrmual 204D Teports to the Commission, stated that:SoCal™s “RD&D:-
o:og*anS‘a-e“sat* factory. 2 S0Cal £00¥ exception to ghe T NI Tinr Lol

nconsistencies in stafyd's position.
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-SSC&I “Hoted “that the stass Wtness ‘agreed i WS Lestimony T
shas all-seven ‘proiects recommended - “Zort partial "gfgallowancey ag welDoms

as the two proiects recommerded Lor total dfsallowance S Would -Have s 257
vassed the staff's own method of ranking projects. SDEVLTO0 0 210D

SoCal also noted that the starff witness Hestified that ‘he
would have recommendsd full funding fof thé-$évenipréjects bit Lfor
2is belie? that those-projects overlapped with-GRI researchys—:::
According to SoCal witness-Cunninghsm; thérétféﬂiofduprfcdtfdnilLV
Yetweenany 0f te ‘seven profects and GRI researchieffortsot IanitornoTe

add‘-‘on, Ee*cbn ends, the seven nroJects ‘are-? aimed at sneci_.C~£3:» -
.:ec [N '.—:.‘J‘.. RN

_—r o e W

We will adwtura‘to 2 discussion-of thedspecitic projeetsc.iinl

differences.’ G-ETLLE D000 wnToNDonmISTon TLNT ernts CEIarEo Lioohen

- . - . P i ] . -

A. Co"o"dfna'tifoii With“GRITroien Lizeazzinaul o W ZaleZ Lmolizxlonse

" W e N e e

oo

© ~iThe seven'projects for-which stalf witnessiJoshi,reduced=o
expenses-due to duplication*with GRICareTastfollowssvoovrl 1IN

ScCalo;::;_:v“
Project

‘mn*oved Glass Melter B ——————

Industrial Cogenmerationm . .2nn T2nt ToiT boliTires200; OOO_':::*:.C
AS“DuEeax-Pum m A e
Leak Detection’ ;echnology
Teas-tuged-Plastictc Ty

:{ewaf_ oW meame
Ag--c"’ "'u*a... vfaste ,

Gasification ~"TuUT °C
Land-3ased-~ 3iomass- .-

STemalc lrrnozioaih

-
-

2£ did not recommend complete elimination of fund ngrfor:ts

+hese n-o*ec Ra*“er, sta” proposed to*eliﬁinaxé two:tHVEds o*
h\ap

W -

3415, &7 ) 1~\<.~-:v-cv ded 40~ GRI- to-'per ‘**GRImwo exmandcxheuscoge'o* ixsrz.

o W e b,

- .

-

-
e R T Y
el -

T TS S - -

NN e m e

.
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-esea,c“ %0 acceamodate. SoCal -8, .pasochial, interests -.-Given ~the
izportance and -si Lcance . of'Cagifohnia £ intergg s,,staﬁ " elieves

]
e -

- W owlaa M

tkat GRI will- expanduits research_mo the. ext entunecessa~y toﬁmggt R
SoCal's objectives. LTavtiTr nmoNase o Fodrem men o %hess
L. . Improved .Glass Melter .- ...

o : - -
PR TOANT L20TOon drln IL200E

SoCal.witneSSNCunningham testified that this, p:oiect_was -

"
PSS )

-

’ J L TN P e
e e el W b aPEN o e e

4 m -
which will e

.~-~meeues*rict Cali*ornia nitrogen~ox_de (Nox)~emission.~;~.vwv“
standar ds., Ze-teatified-that-GRI-had -no- rsizilar.project-ye: .ntalace~$:
out would, izn-the future, undertake:such-a. proiect.whSta::ﬂw:gneggifizsg
Joshi testifiéd that—vhewmaterlals~prov*ded-bywSoCal-failedvto,&::::::?r
indicate that NOx emission reduction-was a key.element of.-this
project. Stall argued that nothing in the record sustains a contrary--.
conclusion. SoCal witness Cunninghenm's rebuttal;-while mentioning.-
NOx emissions,;did;notqsufficiently:describegthe:maqnervin which the
Tesearch will involve:enission:reduction.to,warrant: the:rejection. 0. ...
staf2's evaluationils: '
2. Industrial Cogzeneration ToploTs

e el oo

Cunn‘ngham“tesuiried that, once again, NOx:emission‘control—~*

- .,

was a Tundamen ta* aspect of this project and no%, within the*scope~ofv—v-

.-»,v\-» -

GRI's otherwise similar project. 2¢ argued that SoCal srsupporé,-nﬁ_

-, -

Papers failed to-indicate that VOx enission abatement was aa. LTogel

oy

laportant nart of'*his project or that it might be beyona ~he-abilx* .‘

- -

o2 GRI <0 accommodate. S<a® submitted <hat the recordtdoessnotini-~

seflect SoCal's-centention that NOx abatemen® is fundamen<al tos=his

DIOZECE L att r e mremc e cmro i
T snnit e o Lro

e i [ - ar -

3. .ASEZD-Zeat Pumo: Project ~;;;~~~~ “ e CRmeT L

- Staff_argued: that: Cunninghem Telied~ upon-environmental~
iapacy opjecnives.toidistingulsil this, projecizfrom GRIS- heal. pum;
Tesearcz, acling that SoCal interded ¢ emphasize the use of re
PuRDs Jor ¢0oling while GRI was studying heating applicavions.
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Zowever, according +to staf? witness_JoShi,ﬂhea*“pum@*em;ssmpns.were-
10t 2 "problem to*be ‘Solved™ ‘given that nogas heat Tpumps ‘were
presently marketed. ‘Staf? contended “tha% this *esearcﬂ‘is”being-done‘““

LS

to develon a’mariet for-gas Weat pumgss 7T 77T Ieivas Mt
4: Leax-De+taction- Prodest 0TI nOnITL ULTONn LT nIAT
SoCal in imated that because of the unigue -mature -of-.
Cali orniéjsdi s'a’substantfal Sontribution “td GRI “s oreiect s
required. Towever, accordmng 50 sta-., there {s "do “evidencelon the -
secord %0 SAOW that Califormia Soils require “the "sfze Tofthe
contridusion, some $250,;000, planzed by SoCal:-"Consequently,-staff =L~
reconmends +he-reduction-of the requested “amount by two-thirds:
"5- -Heat-Pused ‘Plastic Revair Proiect = = ~Jg7 = l0T:1T moonnitoe
“Cunningham “testified that -about 80% of SoCal's new maingc: 77
nd services are constructed with polyethylene=pipecT:For %this-orit ooz
reason, SoCal should know all the.ramificatfons-of installingand vy .C
repairing polyethylene nipe. Be' also testified-thatitheAGAidoes
substantial” research in-this area. “Staffiis.convinced:that-SoCal= rn.-
directed research’ would'be- diplicative ofTthe’efforts Sfiboth:GRI andr:s

Am em o - .

AGA and‘ié*tnﬁeéeséé*yfinfthe“amount reqﬁested;xf JETEOMIT otlslol zoes

6. -Azricultural Waste Gasifidatfon ProfectiT LiIiT IITLonrirliirt
Cu“n-ngham testified-that- 'given-thergsizesof Californiatst.row
agriculsural industTy andlthe” amount” of waste.generatedTinsits.ove Ui
sexvice %territery, SoCaﬁ scould be regsearching agricultitraliwaste o=

gasificastions Sowever, Joshi” pointed ous that:GRI isiconducting
segearch-on this*subjec L - Staeaggsessed ScCal needrnot~duplicate-Tnon:

. [ ~ - -m"m—/-. B I L
- > .- ‘. PR [ R ST
o el IOol r b s - e

A -

~
LS

7. aand-Base&~Biomass???oﬁéct’? STUT aenemomd ocniaoo

-

Cutnningham testified that this project is California-
specidic, whereas the comparable GRI vroject is national in scoze.

valZ argued that site-specific techneolegy is bdeyonrd <k
proper confines of research. S%afl recommends that SoCal contridbute

Vo

S0 GRI's proiect for 4he study of land-tased bHlomass tecanology.

_ .SO'-_ -
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3. Z2hase-Change 3nergy Storage 2rofect . -:. =maro or cnsioosos L mes
Sta2? deleted.this Iroject siace it was mot.withia the.. . ...
scope-of~ga3rd*st-ibution ooe*ations,mSoCalls public wtility .~ u:*zuﬁﬁb
Zenetion. 2% argued that the benefits o SoCal S :atepayqrs ol -
*“e yrase change energy storage p-ocess a*eusq:a entuated that they
ail to justifly Zunding by ratepayersSe... s.x= iasas : ramad

B o
e \J\.—\.A

SoCal's -RD&D witness -Cunningham test fiedmfhat .%he phase. ... ..

A e me o e e e e

change -energy. storage roject Ls a:qq,w.zgnqggxﬁt esearck. project.. 3?,A

also .est.-.ed,that-,his-nrofectais aimed adeeve Loping.a Qggg :?“'

elficient sysven Lor stori

Girectly related.to- heatlng

bearing on SoCal’'s role as a gaaﬂdisvributo.,;;Cppningpgm-nppgd tgat

GRI does 2ot-have any  projects of this -nature-either-planned . for ¥

near future.or in7its current program. - .. -,

C. Zydrozen-Generation -Techniques Préiect T W s lieee TeteT e e
-Cunningham- defended -this project on tae g*ound-fha.-lt"_,"ﬂ

- Y

S

night provide-SeCal with-a:supplemental . sourcenw i%.and. whenﬁwe -
acvually-need -it." Staff recommended-that.-this. projecv_bewde;eted*,gr'
from SoCal's 1983 RD&D budget since thccbgnefits,tgzgpgfgaygpaygr;:;
resulting from <this progect;age~ur :tain.j taff witness, Joshi
testili

-

ready availabilisy of-gas.supply both;fo:;thg;prgsen¢¢¢gy:§ngﬂ¢pp;;:‘
Soreseeadle. faBure s [ sasNowiesam o Toade Cafan rmLTimmne

- N - P .

L, e
-

~Cunningham-testified that this.project is.aimed Ytoxh. a*,;3»1>'
shors-term Sechnological needs and-l cng—term»sunn_y requirenents... Ze.
Pointed owt vaat hyd-ogen technolegy does have a shorp:}g-g:

application because hydrogen fuel can-be-used- for.Zuel.cells.-

ERCR. - -

o e o

- .

" omy o
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D. Discussion NrLTomen D Tee omrloenl LN

- e s - -

0f the 49, sta®f recommends deletion of only. two projects:.
<he Zhase C“ange_Ene-gy S torage Proiecu and *he.Eydrogggippnezation
Tecnn;ques Project.: We agree with staff that benefits 0. Tatepayers, .
Irom *“ese W0 programs .are. vOO‘fQMOu o - o w.ﬁvii-:,, e e

Starf recommended that funding £o" seven o:hfhé~49 projects -

B R Ve

v,

T n e

ve reduced by two-thirds and that SoCal should -use the remaining. one-::;
third %o coordinate its efforts with GRI. We disagree. Staff's own
Testinony »points out weaknesses in these seven projects which
undercewt justification for funding at any level. TSurther, the
evidence does not support staff's recommendation o cut funding dy
two-thirds "across—the-board™. We also note that GRI's dudget has
increased substantially in recent years. The cost of gas to SeCal,
and all other gas distridbutors that are members of GRI, includes a
share for GRI. Taking all these factors into consideration, it is
Teasoznable %o reduce Sofal's requested 1983 RD&D budget from
$6,885,000 <o $8,225,000, including overheads. The adopted RD&D-
btudget represents an increase of 8.4% from SoCal's adopted 1981
udget. Much of the decrease in SoCal's constant dollar RD&D budget
Tesults Irom the elimination of programs which would more
apoproariately be conducted by GRI. We feel +his s+trikes an
appropriate balance tetween utility-specific and industry-wide RD&D.
We iazavite SoCal %o propose reasoradble RD&D increases in its next rate
¢cage proceeding, consistent wis he RD&D guildelines we adopted on
Decenver 1, 1982 in D.82-12-005 in QOII 82-08-01. These guidelines
include consideration of whether an individual utility is the most
apprepriate institution to perform a proposed RD&D project.
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Results of QOverations

A. Adon* d ?ésdité*“

position: df“s5céf'é£E:§€éff: Also“IncIuded a“e our adopté&'.esﬁ ‘year C*

regults of operations and the adopved“198¢‘at rition aIlowéh€é°3°ir =Lt

Toe P -

caleuTation. = The discussion rollowfng‘the tgblé covérS’*h€'a£eas of

. mn OhmeAm mem el A e
d-__e"encﬂ be*ween *he pa**ies.- A SAYORE s

P N s
vaoOoNelNd

rr. Y

PR

P T
U*.pA‘.dv—vb' -

~
S

o hem e
PRI e O L "N T Y PR




Southern California Gas Company ~arrmeves
Results o’"Ope*a*gbgg -
“est Vear 1983 Tn e e e

« -
B L S R m.,.,,-.‘

.

-
RN - \--..‘.» . ‘N\. S -

L PGS W 1 '
ShTI T adopEed Au*horized‘“” Adcnted*“‘ﬁuthori@ed

o [ el T ‘--n-m
n,..,l-‘-‘\— 1!" .uU—JA'

Revenue - 808,407.7 822 ,085.5 3,272, 827. 0_3 452,625.7

P T

N

- ¥ -

roduetionnn oy vLroollne 730, 78:0. iw?30;378¢0~ “nZ, 510 07723 2,52%,735.1
‘;ora.geA Jiani wimniume e T .30,046.0 -,.,30 046.0
Transmpigsion™ v -t TR EIae ne ERERE ~~720,791%0 TTU20, 79*-0
D‘St:ibﬁx‘ OBy spmmt2fa W00 e e CILonIamenl ey “’87 812-O*ﬁ 8T 872 o
Customer Service e . 73,336 0 o~ 73,336 o}
Customer Accounts™- -7 TTIN TATSTLINO L USGIZTCLILS CRES,T20.497- 86,790.4
\{a..ke« Se“Vice e R N e - eyttt 18-,303’- Quarant8 ,O031.0
Admin. & Gen. = ... _ . 321.7 | .,m,327 2_‘H“ -189,298.8 = 192,423.8
10 Sero Adj. -3 - W, e et e e, W TLATTW DU .795 Oms T 795 0

Lo R - . \"‘

-y . N PR ~
Zxpense ot vy .
) i e My —

. - -~
s . c o - Rl e Rl O -u‘-‘ -\u. o - oo
. - - R Y 2 e A e b

< [RR R v e - PNl

Sub sotal- 1o TonT oo '““730 699 7 v 730,7 532 03;0163007.5.3;033,160.3

\
e Leomenl aniw mumives - x-,--v.
Y PRI W DADLXLS D Sl ~\.»

o0k Depreciation. .. .- . .. .,799 O 17,799.0,, ..89,825.0 825 0
Taxeg Other "~ "7 T 7T 302920 07t 3r29220““""32 182729 32 827.9
CA. Corpzs®ran. Tax- . o o ,205 T 20505816030t =02,51% 5??::2T,957 &
Ped. Income.Tax ... __. .16,729.1.... _22,406.3 e ndrd15:8, .89, 684.0

o A

-o.a, dxpe“se : ffif 772 725 S - 779 718 8 **3 146 589-8 “BI2675464.8

~—~3S 682 2~~; 42 346« [y mmm 86 237.23,_185 160 9

R - -, e oo

Rate Sase. “:l'j :i“ 331 27 o»\ R 457,990:5” 1,446,568.3

e w b PR

Rase of Resura %0.75“'

w -
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3. OQOperating Revenues andCost o0f Gag oI .00 ;19“?333

-,

With respect %o ocera*ing :evenueé“aﬁd coat of gag, there
weTe no significant dillerences between SoCal and the staff. In its
“*“g.brie-, SoCal stipulated .to the staff .showing. We will adopt
"'s es ,mg?gsﬁggr “4hese items.
C.: ‘Wages ‘and ITnfTatfon - K S v EEREE
1. OQverview aoaacxI

SoCaI a;& the union’signed aliwo=year collective bargalaingho-

- -

reemen* whﬁch resulted in a 9.5% wage increase effective April, 1ol
ag g ‘

Py -
P R Gl PP

1982, Wages wi 11 “be Zurther increased by T¥ to 10% effectiverApril:- 215828

o A "’14‘

1'983..;._ -he 1983 (wage adiustment is dependent upon the inc:eaggv;—:ygggggg
arsers and’ CIer*cal wOrkers (GPI) between" Sepwember 1981 and’ Septembe ‘*
7°62. If the Index rises zore than 7%, the wage increase will be an
" additional 5% for eack 5% increase (orifraction) in that indeXy.:so:
sub*ec. %o a maximum wage ilacrease of 1O§:H ~ _
SoCal mod 2ied: lts showing based on\this latest” ag“eement m'
ne. amount ok labor ’zna_ly *ncluded in §q§al $ results: of onera*ions TE
're lects a ,.5% wage increase “for 1982 and 855% for 1983. ‘SoCal
- annualized:tie-increase and .staff disagrees with this appreach.: -...-
Staf? included an inecrease of 9.5% for 1982 and 8.5% for
1083, 'Sowever, -to account -for the Apriliistiwage increase dateynuvel
taff used wage increages o 10.375% (13% for three months and 9. 5%;
£or nime moiths) for 1982 and B8:75% (9.5% Zor three months and S.5%
;,_o- nize zont Bs) Zor 1983. -Also, stafi-limited all ncnunion. .
sloyees <0 a 5% wage increase in 1983. SoCal took except‘ »o
staff’s 5% wage limi%ation proposal.

o=
~
-
t
!

< e o
- e e
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D I

2. Annualization of Wages -—-toiiios
-7 'sipce the ééfﬁhf éﬁgé*faayéasé~é&aﬁeeaivjfsabalfierfh
e::ect‘fo 'on_y nine months “o2” the year, staf’ took“exception"to~-*5'*5

ff," soc -y ""‘IY oiSotgalugy

- L e

apo-oacn assumes the increase wn*i ‘be in effect LOor T2 ménthe of “thelo s
test year “fnstead of nine months:"“he di'ference“is approxtmately-$4~~3

e T e ,\.s. IR P o - ~ .
~ Y -~ PN

2:1lion. SITOOLLT T LA DT ZMITIL vw yunin o oml LTECanT

Soca_ argued that star'*s *ecommendat‘on'wh ci fﬂ;;étes

e

- -

incorrecst _y assumes “tha< 198T reco*&ed da%a inc*ude £re et “anaual
effect 0f s ep ‘nc*eases -n 198?t;‘Tn add;%Eon “SoCal’ oointed out
that staf®’ est ‘mates made 10 provision ‘for LIture’ step-or*me SEe Tl
‘nc*ea.seé; e e o R S S5 A b SRR A ol LonomeTs harn el wsono

e SoCalargued ‘that it did nof caleilate the impect 6Z merit
ad*ustments Lor managemeot oeréonnel and movement within attomatfc?
o*og*ession salary *enges for nonmanagement employees.“‘Accoﬁdingly,*fm'

SoCal zal ta-ned that’ annual*zation is vherefore a- conservative s

hdoRoRudelte

2eth od o' pertia’ly compensa*ing 'or these factors.:‘On“
_aad SoCal d‘d o* inelude in its analysis the e*_ects*o‘»employees
who retire” or res.gn and”are -eplaced by emp oyees*with Yower salarys -t

-~ -~ TR e A

"...evels'. N . e cL0T LT N ISl ID LWTE I Lpepeme:
In p-ior SoCal general'ra e'oaseeﬁfoceeéiiée we dLd aTlow”
annua.‘za fon because” SoCal*;ncu Ted- the ‘expense” priotd to thet
effective date of the rate relies.  Tha~ Qa*e*Case“?rocesszngJ?léif“ Te
does prov‘de ‘rate *elie* at the onget ‘0T Lhe tewht gear,leliminatingt o Tl

ne’ need to aa“ual‘ e'wages. We willt adopt the sta*_—approach LTS LELLT

EE S . - N
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3. ve Percent Wage Limitasion

S T e e
<

e N s e

Staf proposed a S%. wage L 2n~.at On. dﬁ*LQg the. cou.se of
%the hearing.. SoCal. objected %0 its late lntroduct ion.on pnocedura*

mewa st e

grounds and cited the.Regula y.Lag.Plan. Ehe ALJ"uﬁed that thel,m~_¢

P . L E I e npmany

roposal would -be heard in. thzs proceeding and prévided SoCal witho

RO

additional tize to pnepa:e its .case.. - Since SoCal had amﬁle time ta

o

prepare it case, we affirm the ALJ's ru"ngs
A-.V. Garde, nrincipaﬁ,utilities eng.neer and pnoject

-

zanager, n:eseﬁ,ed _the staZf nronosal., ”e -ecommended *ha* tesu year-,

(R -

Tevenue rtecuirements reflect a_.% tagexﬁncrease Zor. nonun;on

gy ATl R
[ e oot PR

ne*sonne’u-n year 1982 and . 1983.A No-1 mzvation was placed upon wage .

- mAv,

~ u-‘..., W

hy? - ko .-.,.‘-
Gl v LT

flected by The stafs proposal by virtue of *he carr y—forward of the ;w
1982 .and .1987 e2 ects.M According %o .staff.this recommendation would

e

reduce-SoCalls .-evenue requicement. by $7,214, Odb in 1983. LOf fhat

‘,-u\ e -

anount, 55,998,000 represents. its‘*atemaking vreatmeut ’o: salaries

o‘-

to management employees.w According to_staff, 'the-%ta.l reducti ion 6..__' N .

-
-~
“.‘s..-......ﬂ.—;-........ iAol PO

$7,214,000.represents ~ess, tkan. 2. 5% of total wages_ péid by SoCal.H :

....\.-w-).......u.au. —‘.- P A

SoCal.ar gned tha* the 5% lim tation amount was inco*rectly_

J e m P AR A o

'._,_,__

caleculas ed.w Accozding. to, SoCa_ the ’1gu'e should be 83 9 mi lion .

',..m... [V ikt

instead of $7.2 million. SoCal poins out that stafZ's figure ddes.
20t Tecognize the Ap;;;_1 1982, 9.5% wage_ increase.. .. .. .-

ta22 noted. that. af.end-of-year, 1981, SoCal had 8,872 full-

et s \.,..\-.\\...._-n..-, .-

ide emnloyees,vs AOS«we-e uni oq-renrese;.e@ 1,904 Were. nonurion. ., .-,

:'.13‘:13.‘3,;3.me::‘:m«a""*.13.oz,wsees»~r and % iadexr. wer e._onnn_on,nonma“agnment.k”

. e m FORETE

SoCal stated “aaziituexpects the. totah numbe* ez employees %o, g;ow ~o,,
10,510 during test year 19837. Sta:f noted that in pricor SoCa_ rate
Proceedings identical wage escalation rates were applied to all three

catvegories of personnel.
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et StaZe-ghatedTthat it proposed -{ntd unisual tréatment of
wages-becanse a full Llow-thioughof a’ 9i5% wageTindreaseswouldr Tl
constitute” anundue hardship updn’rateépayers; -many ‘of SwhomihaveI T
already faced the brutal effects of-layoffs-and/or-wagetconcessions’
the- 1981-1982 recession: -Accordfig to std2 s, “the “present “econonict
climate Tegquires the abandonment” of a'regulatoryiattituderofi Tow :
"bus‘“esé:aé;ﬁéuai" éﬁdipéintearto %hé*’ééf that’thé3Commiszoﬁ35?

L3

utilit fhat it wou.d _o* automatically- aop;ové*wage increages?
Tass cited D. 924°7, nage S96, wheretwe stated:t-UoTToovTIL It

¥

"Whi e we cannot ignore~valid-costs-that g TI - -
lity is-incurrirg in.providing.service- to-hjl*,_wq
**s gustomers, we nmust examine closely costs
(sie) suck’'as labor' for-reasonableness for-thet
.8imple ZJact. that the utility.is-incurring. theml
may 20t 0f itsel? de sufficient justification
of reasonableness. . . "

ta?f pointed out’ that- as’a-general-matter) SoCaladjusts
i+s management salaTies according 4o its” uniont wage: settlementt willioll
Therefore, management may- have- some’conZlictSof Interestiin theosvr Tl
- = e AT L S ~ oy \'A”.‘\-« . B I LT e

outcome of “labof“hééb%iét&én%i STAST T muIegEy nr Lewsllenis
L2202 noted that nonunion-nonmanagement personnel received I

-
~ -

wage ine reases-comnarable*to union—represented employeesisx sraswrlilnnic
Sta__“did-not'propose“any<lim_tation~be placed upon?the
-ocové*y'd‘"ﬁééés ﬁa*diﬁf“SbCalf*bfuhibﬁl‘eﬁEéséntédfém@lbyeéstiv““ 2ol
sta®? witness ‘explained™ ¥ Sriat- nedid mo% A0 8o” because: he velieved ool
Szat sueh a-ltmita,;on-n-ghtwcoast;vute-enruﬁlawfuliimtﬂusaomF ingetT T T
<ne 00l faish eellechive vargaining processt. © Iataddition,she gtated s
<nat he had mo  TeaSon 4o belleve  that “the - contract Had not: been o iielon
negosiated in good fals WU ST TLeT Mol ommnmesnn olisnonons
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~ The.gtalf witness testified~that_themLegachiv‘sion ~advised
there is-no legal inmpediment:-to the.adopiion.of a-wage llmitation.l
uemaking:punooses-g,“he~basis-for~*hat -appraisal.is provided. in~:,
Zegal Division-brief.. -Legal. Division ooinxed out.that staff's __::
orooosal does-not-contemplate  that. the.Commission or, its~starf~would
in any way dictate-to:management. the actual.-negotiating posltion sami T
since that-may constitute an unlawful intrus‘onﬂ_nto the. collective
vargaining process.. Rather, stall urges-that. *he Commission.. .. - -..
scrutinize wages.in the xanner.of. any. other etpense, disallowiné thelc

— e P

ecouzmens of unreasonable;costs- According. to. aegalﬂDivision,oSoCal

o

nay pay any level of wages.it.-Zeels. is.reasonable .and bear-the.risk
that the Commission- might find thats level to—be~imprudent-~ﬂhile

vr-.--*f

this may pose some- indi*ectapressures-on,negotiat_ons, Legal bivision
stated such pressurcs are- not limely to “ve: precluded"by fedcral labor

C e N D LA . -.......:\r... -

bl . LT
law. P R P A Do
T e b S e e -~

disallow "'or» ra‘:emm& \purposes-- a.ny» unr-ea.sona.‘oleﬂ ex.pense ifu i‘c'.;‘__:!.;‘s‘_;‘.:
upported by findings-of fact-and. conclusions o< . kaws. 1L . the ...,

Commigsion disallowed an expeunse it found tocbe-reasonab_pw‘thaf,w,

-
e we

action. would be-a-conliscation.ol.stvockholder property.. Suck:a

isallowance would simply now~mee* the-Hove and. Bluefield standards-.“*
-~ SeCal argued *hac‘sxarf_s proposal~_s hlghly uwnusual .

ScCal. pointed-out- that- stall witness Garde. acknowledged fthat -the. ull L

wnion=negotiated settlement. oL a 9-5%‘wagei,ncrease-_sr easonable (Rl,;:

‘S/ 704, “hat +ae.nonunion. employees. should- wece ve.mhe Same. .@5%
zerease, but that only- 5% of whonlncrease.shou,d be-oassednon.tooh

ra.epayers,.JSoQa.“c aimedAs,a_,‘proposed that.the Commission ..

disallow reasonable expenses Zor test year 1983....
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nSoCal?acknow’edgedﬂ3ﬁdtﬂsbmb’ﬁﬁhﬁfﬁékﬁféﬁg@fd&ﬁéﬁ‘féé are
experiencing Tayets
however, “that HY their ‘Rature “tHese ‘industries ‘face ‘a more volatile
business climaté than the’ utility industry. AcCording to SoCal, “the
utility worker accepts alower “pay-schedule ‘thar ‘employees of many < "o7-
other industries for the’stability ofnfs or ‘Her‘employment. < -
‘SoCal noted-that -its -cost-of-living-adjustment Hg=> tou7
*-*‘osnecf’ve‘*athé-3¥hgnfp408béctfve3aﬁd thatTgt “the “time the #agé“"“—
ingcrease -was :ronosed e CPT foF tHe yea‘-en&ing £ January ‘182"
was at 10.3%0 ‘The company claimed-tRat-ctmalative ‘wage increases for - -
all employees were 10.5% below fhé’fﬁ&ééﬁéeTfitfhé*CPI“fEECfﬂé5§£§€*Tr'“
five years. :I4s 1983 udidn wage inéTease fs’tied $57the Los Angeles-
Long'Beaéﬁfcbf ‘and w41Y ‘Tise -above 7% Tonly 1f Justiried by-fhe 1ggz <ot
increase in the cost-of-living.~ Therefore, SoCal §tated that evem-7°° -
though cost-of-living ‘indicators are ‘currently-rising at "anndal ‘retes=:’
lower-than-9.5%, they do-notreflect tie’198F events-upon -which the 7o
1982 increase was based and are not a valid bdasis for limitfng‘the ol =
1982 wage “increase to- 5% “Rather; “SoCal pointsout: “the 1982 “cost-0f-
living increase wiIl be reflected “Incthe 1983 iwage fncreage .
(Seuthern-CaliZornia Edison Company”bases =548 wage ~adjustments “onT
forecasted changes in-'the ‘ecomemy. )} v —S~TIo T ocolgno o od Iliw
4. Diseugsion=" Twi o Cor o varn e orodc IoloD ozmoizon oW
" We haveconsidered "gtaff"s ‘recommendation “to ai*owfa'S Aot
wage increase-Zor nonunion employees; and “have -decided not ct
i1t. We agree with staffishatthe-contracds ednun_onfwage'.nc:ease fasftfi
Teasonable at the -time If was negotiated.:-3us we must alsc HLnd “i- o302
that’ the 'same izcrease "for-nonunion’employees s similarly redsonable ™
since <there is nething in the record %0 support a2 contrary finding.




Ratepayers -aust bear-the -reasonable.and prudent costs of
SoCal's union . contract. . We find that 2.9.5% increase- orﬁb982rgand~3,g;
an Iancrease tied .to the rate et imtion. Lor 1987 ,. was reasonabdle. Y
The Time wnson megotiations took.place in early.l982.. These. .
ia reasggware.alsoﬂreasonable,fbrwnonunibn-employeés-a;:;

-~
et

TurETI

It does-not-follow-from-our decision today-on this.matter...-.
tkat this Commission mus* -always treat union -increases.and -nonunion
increases alike. . -For-example, we. m*ghVN-each~a~d*£ e:ent*conclus*on-~:7
oz <his zaster i the ev_dence demo vrated s ha‘«SoCalasmnonun*on
salaries were s‘gn_ficantly-ﬁmghe* than ,hose paid-to worse's~*n‘
comvaradl e Dositioens -in .other. industr;es- . X

s Rl
L e %o

~

"y
[

.~ - We also.agree with staff that i we. consistently grant“_\ i,
SoCal identical .increases. ‘n.both the-nonunion.anéwunionwcategonies,f~f.
a conflict of interest might arise...If management.expects the: .o ...
Comnissiox %o -grant -a nonunion increase. equal .to-the .one negotisted. . - ::

~

wita the union, -managedent nay -have inadequatqnincenttyes;QO:bg;gain?wei

™

.—w~~f\~ -

2 800l Fadthe o - oaan oo it ey el o e o .

Lol
- R TSTA SOW

- On %ke othe; hand, wage - increaaes granted by -SeCal-to.its .
noaunion employees - vary: -.some ‘employees-recebve largen-.increases --~:.:
than others. - The:increase we _grant today-is for .ratemaking-purposes; ..’
ouly and will be applied to actual wage.lncreases:-as SoCal.sees fif..-:

We remind SoCal that staZ? does not deteraine ... -~

' A e 4

"reasonableness™. -This Commission-does. -Thus,.SeCal-.-cannot.argue
~kat certain-of

207 i%s labor-related .expenses-are-pateatly-reasonable: .- -,

"~

Yecause stail so states. -This-Commission:-may-come.to dillerent s

conciusions than staff and disallow any.expenses it finds: - - sz -~

v - L L L

unreasonabdle-based upon 1ts assessment-of evidence.in:.the proceeding..--

C T e = e 4 Ao ma . - . - ) L b e m e A e e
e a = .l F . ~ DRI o . - 3 o ome W PN -
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We - ag'ee"with 3tas that “the state o2 -+néfe¢5ﬁ6ayféﬁa*;ﬁe-:~?;

ingreased bu-dens on’ util‘ty ratepayers requfre that this-Commission®

Teassess neny of Lts regnlatory polfeids s We- put‘SoCal on*notice*7°915¥

e

that its labor exnenses will receive increased sc"utiny. =We*expec.

T

SoCal to take all reasonadble measures to keep these‘and other costs
down. | cinoUnT mme U o ms iR el Le
5. Alopted Shcalation Rate’s“Woaddver' T ¢ <
“ "Esce*é ton rates’ are used” to” est mate future utility
coszs. Ia this’ nroceed‘ng, shat?’ -ecommended 9 3¢ “2or 1981- g for -
1682, “and 9.4% zor T°83.; SoCa_ 1-ecommezu:'tecl 15%7 20T all’ three yea..s."w
ince *he time g aff and SoCal’ pPesen*ed tneir-testimony on" "

this matter, estimated iz fIation"ra tes Zor 1982 and’ 1983 have* R

-~
-~
-

-

declined significan*ly. ' ™he” recommendation of the’ perties |

“herefore, should not de adopted. PR EER SRS

-y

Du-ing the’ proceedings,'fhe“pafffes expressed thefr common

view that adopted escalation rates should re‘lect most” cu*rent i ﬂ‘*““
expectations (see, for " instance, "ri VelI4 " pAge216) - We agree- -

o ey e

and, according_y, w1l adopt escalation ratee of 2. 7%-and SU3%- LormT oIl
1682 and T°83,7*espectively. ~These éstimatesafe based on the i -<o¥ 0
Novezber DRI CONTROL forcast.” " We believe: the' use“of this Zorecasthis
Teason ab;e ’o-”pu‘ccses o"setting escalation’ rates “gince the use of

- - ey -y

cat < :ecasu“_s whau SoCaﬂ‘-ecommended and“wha*“we have adopted,

.“.'\“ ~ ".A“’

for estadbli ng the attrition,yea. ad*us*men A

-

-

6. Adovted Zgcalation Rate - ILahor
As discussed previously, the~198§—unien-wage~‘ncrease%i§:i
Tled ©o trze los A“geles-uong BeachrCPrmandnwi’Lm*isemabove-7%¥on_y iz
<he C2I ses over 7%. ~CPI is not expected to rise adove 7"

Becauée *he *et*cseect‘ve *a*her thac nroscec‘ ve'ua*uce o -

o L, P -~ "’."""ﬁ""ﬂ“‘"" S T o m -

- . mee 4w ST ", R U S Ta .-

s e v e —— e

-~ -

e oy
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SoCal's.zeggtia ed wage..increase, we will .adopt.a. 7% la@o;_*ncrease
Zective April.1,.1983. We will. algo adopt.t the .9 5% increase

..-.--.~ LR [

TZective April 1 1982.. Accordingly,uthemadOPted laber.. in:lation'

ooy e RN

rate for .vest yea:_1983 is three, mdnths at 9 5% and niue at 7% or.an,
effect ve ,Tate of 7 9254 .

7. Adonted Attri*ion Vear Indices
Both SoCal and stalf recommended-a .Step-rate adjustment

L _..,.-.

based on apnrop‘; ndices Ler certaln. expenses and cap‘tal costs

ot e e

Zor the.gtirition yﬂar~.984. We wil’ n:ovide that ad*us zent in a

-

specif;g.p. eliminary azount. subjecu only t0- changesvin‘vhe_leve’ °*,3_
the.sele:pgd indige§. On .oT about Vovember 1,,1983, SoCal shal_ Zile

\"'r""-'A-'-
N

e e sin
- i [TV

o e
T e N -

order %o re? *ect the then most current 'orecasts ’or the selectéd
indices and debt costs. '

N
'_...u .44..-.....-‘, JP

.... r - v s
JaEma sy A.-,.,. Lo s
ar e PR

...S%aZZ recommended. that, attri*ion year 4ndices should be

WY e A o e

based on a we;gh*ed average of a. pumbe: of DR; scena*ios according

©o thelir p*obab ity of’occurrencé -as prbjected by DRI. R SoCal e e

PR e

-ecommended -usicg the DRI "CON&ROP" ;cenario wit out. modi‘ica*ioh.\

SRR -

o e
- e

REE

We will adout SoCal's. recommendation because we are not, convinced~, s

-\.-_\..u .

that weighting provides any additional accuracy,v,w .

T e

: B “o- purposes of setting. the 1984 astrition ailowgnce,.xe“w*ll
use the lates?t avai able DRI CON”ROL ’orecasts :or 1983 and 1984 Lor_the

—

- -
£ e W v T

v.,.\..\

€3I and %he PPI as of *he **me SoCa_ f:ies.i*s advice letter on, 6r aﬁbur
Yovenher 1, 1087, ..

De Sto-age anéd Transmisgsion ExTern: e

P T

- e - - [ v e i
- e e ! 3 e

.Supervision and. En&i 1eerﬁgg _ )
Acccunts 814, 830, 850, and 861 arevsupervisilon ?and s e

eagizee -‘*g,(S&a) accounfs 'oA storage and_transmission act vities.w"
The %o%tal difz .

s ifference in these S&d acecounts beuween,SoCa, and s*af
3747,000.

- . -
T ---'
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Sta:’ proposed 46" reduce SoCal's °&37*ﬁ£&iﬁéafoﬁte3iect the

ads ustmen s s nade *o the non-s&”‘accounts.~*SoCa_ wi*ness~3radyk-¥»
ag*eed *here is some correIation.between the *wo categories ‘bt not=-TIT
necessa-ily 2 direcu rela*ionship.‘ ST UETIT DRSS TRE SuTSIATIe (on

-

mhe .o taldize erence between "SoCal’ and“sta*r“*or non—S&E“” =

.

storage and transdission expense is approx*mately $S-7‘mi 1ion.~

PO

About hal® this 35-7 mi“lion difference is due to._ (T) the number of "

-

«

vells,vo ve -eoai e& and (2) gae lossee.f‘Since wél .eoar“s‘a*e =
contracteo ou 'vhis d‘f‘e"ence (31-24) should not a ct ‘g&z"
expense. T :

leaves a net *eduction of’less *han 5% in storage and‘transmission AT

B N

expense, which argudbiy could impact“S&E‘expense. We a:e not--uf ol ol

o .

coavinced this change is suf’iclent to cause reduction in S&d expense‘*”

[ el

h25  Accouno 816 - Wells Ooera ons e “f
The eta estimate *s 398 OOO ’ower tnan SoCal“e”“'Staf*

Eonor Rancho Storage Field. Production and witndy awar‘operations ot
tkat fie“d gene*a e wﬁstewater which must ‘be removed to a dump site.
Stass adoo*ed “the ‘SoCal methodology gnd “removal cost ‘of §Eger T-EIIeTSY
vaerrel. However, staff used 1981 —eco*ded tate Lo estimate T - '

R e A A SRR FEE T e T S - - -

xas.ewate* vo’ames. TELORIDOTUNDITNON W L v IAnNTTY LiTan tOl

T ‘We‘wf ‘adoot “the gtars* s"e timate " si 8L L gvased “on the © T

n0S* :ecenv da.'ta.. SLRIWTT T Sl TITLNL ,:.:_‘m UL LLTN et IO

“ A -

3.7 ‘Account 878 < Comoressofrése:*on “x‘e“se‘“““"f
The $taf? estimate is '$T93,000 Iowe" than SoCaZ™s
difference *“cludee éoCal's s*ipulation to *educe £ts o-ig
estizase by $38,00C Zor expenses related to addftfone; guari se-vtces T

a% *he oas*'Whittier Sto“age “*e*d. Somm Il Eans

L -

v e
>“'v"

-
AT
-
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... S%aZf useq recorded 198{,data ‘o prodec._‘983 expenses.

vow [~ P L I e W A e A

SoCa; a.gued that the.use of 1987. recorded data does nok make stalf's

- - S )
- el e v T2 -~ ﬂ..,..-..\,..- .

estinate more. *eliable han its OWB.. .. SoCal ’urthef argued that its

" e Ml o e

1983 estimates are grass roots estimates developed by each division :;ﬁl

and depaziment.. SoCal pointed.out, that in ‘the_cost, planning. process,

...._.-..--..u' i W

SoCal's project;ons are made ror two future years by those beop’e e
directly responsidle ‘£or_the work to Ye, done.' Therefore v§oCal “f"

~ ey e At
- PR o e

argued its es® inates. be*te- re‘lect expected 7083 one"a ons.
Je be ve *he staff’s es mating apnroac is reasonab‘e.

ST e o
C - -~ - .

Lo

U qu-‘

A grass. rools est mate *s Rtk necessa*xly mo*e :easonab e *han any

~ o e

other. . WoteoverJ,i* is ve-y di ficxls 30 evai a*e on a hehLing -
record which does not iaclnde tes»;mogxﬂby those who develqped the .

U ...-.-...‘---

estinates. . We will adont staf"s estimate.‘,”ﬂ

4w o o e (.

4. Account 821 - Purificatlon “xnense,

T -

The s%aff estimate is 5231 000, lower than SoCal s. O‘ this

..»\.w..v

amount, 33o oco zs.att-ibutable to staif s propose&'amortfvation over
a two—yea‘ per;od of expenses assoc*ated with 1983 g_ycol purchases.ﬂnh

B -

No glycel is .%o. De- purchased in'49é4.,¢‘ -

B S M UL,

(Y

Cew v = R

Lo -
= T M e sy “A.AF-'\L
.w\.J

”he amoun n question is relatively znsigni'icant"or

LN i oms a
hlu.‘h‘ . -
» P e, . Y -

*a*e*ax::g purpeses bur the.issue was nresen*ed ;n,seve*al instances_
besides <he g_ycol.pu:chase ' Dh el mmame masiar |
re glycol purchase ‘s a aonrecurring expense,ﬁwh_ch,‘s not

EREiataa

et a_snps.an,,a_ oz. extraordinary. nature._”Under the Regu_ato*i Lag

-l W e o

S~ ‘Z

2lan, the utili<y nay subm t only one <test show*ng. SoCa’ a*gued
shat it cannot subzit t of acnrecur: 1g m'sce aneous ‘*ems

waich will oceur in.vhe'second year, .a“ tha* f‘ ~s fEéebndb*e 0
concl ude ,ha* *he-e_wil’ be such items which w*ll occur in the gecond

ﬁ-.b‘-'-“
e "“““‘.“"" R A [eTetsded -

7ear ané 0% & *he irst. e

- N v*~ _J_‘__ I""’\ e

- .
N

Nt - C.""‘""
R, - e

We note that we establish SoCa s, ‘Tevenue -equi.emen* besed

Eo T ~ 4~. - - \-l‘-,‘

upon those cests SoCal can demonstrate ace t-asonab;y “for seeab_e,
noT Thcse <hat are 10%. We will adopt staff's amertization proposal.

-

u-..\ -
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e*-ema‘ning $195,000 dtff EﬁbéﬂbéﬁﬁééﬁfSECéfﬁgféﬁd
stafl's :ecomnenda ions results“ om*diff F e
“echnt ques. SoCa_ ‘uged a- grass**oous éstimate;-derlved by fie1d~ STooes
e-sonne: espons*ble ’o* ‘the“account

inflated %o- develop a-198% estimate.‘ SoCal argued ‘that stafs “dEd nott
adiust 198T to :ully reflect 1983 planned operations.n‘We agree “gRat ot s

-,

gtas? ghould ‘consider ‘sroposed” changes'be*weenf*he ore redorded- year"“
used as the dasis of itz estimates and- the- comnany'S'aperation plans sen
for the test yea* and w*ll adopt the SoCa’ astimate"or “Epis” no rvion

Cow -,

- ) PR e Wb e e, ey, e "
o., Accomt 82.1. o PN e T N [ \.4__»:.. R

R [ .
- w
-

5. Account 823°L Gas Lésges” ~- -0 T4

~ S0Cal fmcluded” an’ expense”o2”$2,0565000  in-test yeas" T983~~~~'

Zor gas losses occurring at certain éyorage 'ields." THiS“includes’a ~°°
*wo-yea. amo*ti’ation.o'“pre—Tsss gas’ 1os3es- net of‘incomé taxes and

a gross loss’ n° 1983 of 3984 ooo. “These losses can“be-divided intor -7

""\‘v-\-’ L

pour ca‘ egor'es- PR s - » P N owera v ’u._:"-«"'--"”:.‘\:: :-( ..-.‘-~‘1"- w\.‘n‘.,..::-.

{1)" Surface leakage -"lcsses from“the’ well
» v head:and~#£ield-pipe- fittings~(normal.:
operation),_\ Ny

'(2) Incidents - losses from lesks in well
| ‘casiags and related assembly; “o--

(3)- Plant Blowdowas - the evacuation of gas”
- Zrom the-storage. Zield-piping ’or~.--~~:

Sk e

e e o
N

=y
Vo
-

AL T

- .
e ow - »..._..

ma-ntenance act;vities,“and

(4) Migrasion - the subsurface movﬁment o
: sas outside the- storage Zield. - -~ 'TI-IToT 0l

£2 allowed for estimated 1983 zas loSses: ialall o the- it
above categories. Staf also’ allowed pre-1983°migration zas’ losses -
iz the amount of $796,000  at” the Fast Whittier’S4drage” Pieldlv® Xl
Zowever, because SoCal filed workpapers on La Goleta Pield migration

Losses la%e, st2f? recommended the deferral of the consideration of
cz Losses, azProximasely 2 3Bcf, %o SoCal's next general rate case.
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Stali'"s treatment 0f pre-1.087 gas ;osses Was .explained by
stall witness-Ferrano.:. Ze.argued that. SoCal wasg awa:e -that_losses ...

LI RPN TN
fie o o e o e )

due Yo surfact.leakage, incbdenxs, and planx,blowdowns were occur ingﬁ -
but made no.effort:-to estimate. thesewlosses.ﬁ-As a resulo,-st

RN AP
[ - bl .

urges,. SoCa_ shouldﬁbear .the consequences oftzts~laok of. diligence-ﬂ;tzg
Staff made -an exception 'or m;gra*ion Losses. because"these logges are. .

- - [ .
o — .

often cauged. by uncontrollable events,‘“ence,.aze no?-go:eseeable and ...
no% sub‘e ©.to reascmabdle.est on. P
.. .The City of San D;ego vOOk oe position *ha* only g"oss

- PR

losses oceusring ia 1983 should de al’owed. Counsel for SanLD*ego,,A

argued tzat Ilaclusion of pre~1987 losses in-test year-1983, ratooﬁé--m
would .breack the. rule. .against. retroactive :atemazingzrzqeither SeoCal
nor s*aff add"essed *h‘s *sue in their b*;ers.ﬂ

LY

some T -

We.will sdopt SoCal's estimate for, 1983 gas losses totaliﬁg ;

P R e

8984;0007 e w*ll not, howeve., al’ow rote ;elief fornestima ed pre=

T e e Ry o b e LT

1283 losses. SoCa. ack“owledges that it was not until the _Late
1970's that it wndertook a.study %o, de*ermino the extent. of its

[P, s 4 -

operational Zas losses  and™ thatfthe-results—of.that~stndy were only

P

Tecently avalilable. We wi’l not take sueps now’ 0" make the ccompany

- T

whole for losses it 'a;’ed to_oigcover at a” ea izer date. *We agree

[UREYR U

with stalf that while SoCal.should rely on p:osoecuxve estimates ZLor

OV N

surface leaxage, inc1dentsﬂand plant-blowdowns for ese tting
Purposes, nmigration ;osses are’ *ot as predictab_e.:"“or the -uture,

Lo yn'vnﬁ#nv “

SoCal will be vera ;t.-d *o acc ue exoeuses, ne* o-,_ncome va.xes, for
nigravion.gas-losses in. a defe.-ed accoon; des gna*ed ag JAccount

[ SR ——— e

827.7 ¥igration Gas-uosses - -These. expenses, should be izncl uded. iz |

e m P N R

the next general- raze-case_following_oheir-accrual.:~~~

-y

D
o m e e s e
PR - by

-
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N . L . - . -y

a__ w‘*ness Pe aro a_so'#ecbmmended that because of the

Zron ope-ation. SoCal witness Brady agreed o expand SoCal's current‘f
study of at- Tacili ty.'-Sta:r'recommended “hat” SoCal “ve required to
report itS“findings in- i s test: year 1985 rate” filing. “We agreei-

6. Account 824" -"Other OPerations Expensesg™ > ~ TS "R 82

xkiDiIs 141 reflecta-a’ d‘rrerence of‘$2T9 OOO in‘Account

B

824. This amown* is related to" the amorti zation’ o*‘ce'ta* S
cancellation feesg resulting from the revised plan of operat ions at™’
Ten Sec*ion-““he apnronria*éneés o’ this™ expéndituie will "ve
co“s‘de*ed a_ong with all othe* en Section expenses. It is,?
*he-efore, no% nc;uded“in test” yea: tggzL- v TR R -

7. Account 831 - Structures and Improvements PR
- The staff estimate is $42,000 lower than” 'S6Cal*s." The

-

iffevence is due to the dif erence in estimatzng techniques~7**3f'

-, .
- RS - - L L

:. eV"' O'asly disCMsGd— - e PR vu T T T e L T
SoCal reduced its- estimate between £he NOI- -and” the aREC
application from 3499 000 %o 3376 OOO. SBCal“witness Brady explained

-

that the adJustmen ecbgn‘zed some" baving and roadwofk”moved forwa:d
om 7°83 to"1981. We will adopt SoCal's estimate. R Lt

— N

s. Acccmt 832 - Wel"s - w T o TOTION LT mIo eulen Tl

my, &

- -

- expense. Stafe's estizate 13"“'“*‘

s2, 6=A,OOO lowesr *”“e contoversy  surrotnds th’Enumber"of“wells'to*"f

e Tepaired in 1983. Well repairs for purposes of tais discussion~--7 <"
are divided into two categories, majer and other.

3oth SoCal and stafl contemplate egssentially the same uwnis

cost by tyse of well repair; the difference in estimates is due %o a
disagreemens over the estimated anumber of well repairs. Stafft
estizated 19 major and 5 other well repairs. SoCal proiects 26 major
and 5 o<her well repairs iz <est year 1983 at a cost of $10,208,063.
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SoCa_ used 2. _east squares. trending net t20d.. .According to

WY v e e ] L T N

SoCa_ *h*s analysis produced,a correlax,on ccez':ic,.._en~u (R). between‘

Y ot ms.t.-wv..-. et s -l

tize and the number .ot repairs o*'.75 which SoCal considgggt e
Teasonable. . - .-

B » -
- " . - e e Y SR o - ~ ~¢-mnru-w~
R . L ) O ke ey oW

- S*a:r witnesslﬁer*a*o assezted _that. SoCal g-R-aquared va.ue fm
(. 56) _s not acceptable,. therefore he. used 2 four—year average.:
SeCal, on the other hand,
(age of well casings).as-a 'ac ohﬁagduit ignoresﬂmhe-*nc'easing trend
12 the number of_well renai:s. .30th approaches, seen. $o.have,
s“o"*com_-gs._ T

-
4 -

I

o~
[T G e e Ll

S T .o e oy e, --‘n-* . [ ikt »p.l_,’?- ~o »o. PN

N
. A -
e xS eV D v v ARV R R e

We. note the*e are numerous ‘actors which af fec% the_number

. el
.-.«....._-v-.. &.s-_..v.,‘..m. RLF O, LS o

0% wel -enai ed each year, e. g. ayailability of. drill r,gs and

4w

- —— - i ...~~¢.»-. .

comvlex.*y 0% job etc. We also. note that the number o*' epairs :or
the last nine years has, increased each year over the nreceding yea.
with only. WO except;ons.ﬂ ”hus from 1973 through.1981 SoCalfs najor

well repairs. tc.aled 4,.5,.11,. 19,~13,,21¢ A4, 17,~and gﬁ. Pe;raro:

o

- - ey

toek the ave*age of the last ’our years of major well repairs, which.

N i e o b P

is 19, and to. this figure. added 3. .other_repairs. to~ob§a1n bis-
estizate.of 24 well renairs 'or the. testnyear- o e

S ey e - L N L

’, -

rw,--v*- P L T -

—— e P e e

,,,,"Wg note that the. iast .Tecorded. number, for_ major. well .-

P RN

repairs is 24. It is reasonable‘.o “assume. % that. thére will Ye.little

,’N- A-mm'
.

-w--\-“

o s -

decrease in the number of major wel *epairg.w Based on.the,_ las‘ two
years' recorded data we will adopt. 21 .major. well repai:s as; 4~

-easo:able Zor._the. ues* year.“"“o thls e, will add 5. other ﬁrwe;zaa...,s,,.~

whicz.stalf and. SoCa_ .agree iswzeasoaab*§,,gg;:gfvgyg_ 9,92§_w9,,‘
repairs,"lt .

. - e
e e e

Y
L L e A

CT0R G

-
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9. Account 8%4 - Compressor S*atmon‘”qpfpment " A
. The. staff estimate is $351, OOO '3@6} fhan SoCél S"because

- w

staZl proposes %o amor ize nonrecur *ng expenées ovef two years- e
SoCal. witness Brady identitied the nrojects which would be undertaken'
in 1°83 but which would no% reqni*e any additional funds or work ’

commitments ia 1984. Brady couli not ident y any nnoiects ln 1984, i
the expenses of which would arise to replabé"the unusuﬁI“Tsar* )

A e e

- ettdotals
- - e W

~

-

...--vdw .

n-onosed nrojects. Acéord ngly, sta:f argued that thése 1083

expe ses should be amoré:zed ove* *wo yea*s to_prevent double
¢o ec*zon-“

B o -.'....,._A. -y oA

“or +he reasons previouslyldiscussed, with regard to uhe -

glyecel pu-c“ase, we will adopt staff's amortization,p:opqsal.r

10. Accowmnt 857 - Compressor__‘rhﬂﬁuv ﬁrn_: . araes
Station Labor and Expense- o .

The stafZ estimate is $30,000 lower then ‘SoCal's.“'As with

glycol expenées re’lected in Account 821; S6CaY “intends ‘fn 1983 to - i
replenish stocks o2 lubrfcation ‘oils--depleted during~*982. mpere kg T
no plan to replenish lubrication oil durfng-1984: "Staffarguéd this:c 7
expense showld be amortized over iwo years.l:zor hé:¥éasons_s$ated
previously; we will’ adopt “the gtaf? propdsal, YT TTNTTLs ial

11. Account 856 '~ Mains Expense -= Overatidns - 77 -7 U

| The 'staZf's-estimate 18 -$352,000 “lower “than -SeCal's .

Staff's estimate is based on récorded data with Spectfic-ircreases T IfW
JorT re%esting of pipe due %o class changes and additional costs
associased with the implementation of the Underg-ound Service Alert
Program, wheredy ome call notifies all parties of a scheduled
excavation. SoCal used a grass roots estimate generated by field
Personnel. We will adopt staff's estimate since staff's estimating
approach Iis more reasonable.

- -

- -
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Account 357. - Measuring.and. .. .. ....
Regulating -Stattoma~— - rul -

The starf's estimat e"o*‘*higiacébuhﬁzié:SQTEEbbziQ;Er than
SoCa* s. S*af’ generaIIy agreed with SoCal™s estimate but argued‘thé*ffﬁ

ingresge in @ stometive’ expenses Qs*inconszstent;w*“ﬁ‘the fnc“ease”iﬁ““‘

T

employees."We will adopt sta:f*s estimate.  TOT =TI anonw SR

ERAE N, 4

13, Accoun* 858 Comnress ‘on af‘Gas by Otners';"“
SoCa. w‘thdrew aﬂ’ expenses *eco*de&“’n Account 858 om

this c*oceed g un&e* t e assumntion tha* alI‘Account 858 gﬁ§:ﬁms

"“—nnm\ R R

Properly i cluded 2 CAX p‘oceed ngs. * Fowever, It was Tatew o - ©°Y .
de*e“m zed that compressor fuel 8es nov bu:ned under a spec:ffc'SbCa*-‘“

34T contract Ls mot reflected fn CAM: tes. Co'n},"efq_iienéiy, "s'c'{CaJ.

~ . - o

saould receive $6,000 for’ tnid frem. -~ T TR
14. Account 85° - Othe* xneases S

,7~q .

no% adequa 7 conaidet rncent inczeased COSuS Aor gas_odo~anv,_a

petroleun-hased produc. Acco:diﬁgly, SoCau q;gpzi_feée%yew§7r.ood

to cover ncreases for this item~ Tia Amimomcesst a o e
15« Account 860 - Renss -i_'. o ?'“ ; LT*“ o

. .‘“ ol o-A-‘.-.-. R e qJ
. -

‘\f-'r -~
W

Lt - ..-.-«»..

e s e o ~
PSR LN -

o Vor e e e v 4w e

This account cords_:ents related .%o .transmission lines.

NN e
o R - e e e W v

The majority of these rents.are -paid. to-*ail*oa& companies 2oz 3

o

i e

ission pipelines wh.ch-croqs stheir property under agreements

-

walcz a:QSQGSQPiar?@:fQE each pipe crossing..,

- u
v.g

LUV}
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The staf? estimate for Account 860 is S1845000 Tower than <
SoCal's. A% the- time stafs §£éﬁ¢;é&fit§¢éét¢ﬁ£%@f“§bc§iﬁ%ﬁééé%ill

negotzating some of'*he conzracts "“herefore**staff used recorded‘~-ﬂ““

1983. Subsequen ;y; "SoCal- concluded i%s nego»iations “andtgabnitted S

ate-filed” gxhibit R reerctﬁng the resul#s or‘these negot ations.

o

Acco-d 5*y, we will® adopt ‘the amounts shown' in BXELBILS 55, Yegs it

L ST

319,850, whith is the amownt for 1987 and 1982°fent fayable on'South *:*

D

3asiz Division #2269 right-of-way. We see'no’ reason Lor th*s‘amount-*=*

To be included in 1987 expemses.  _ © 1w ozmw U2

v'—,‘..-,~-\---~'. o
. e

167, Account 863 - Mains Maintenance )
.._The staff estimate.is $127,000 Lower. than 35651 s.. Staff
generally. agrees_ w‘*h SoCal 'S, estimates buf amortmzed unusual -iﬁ.

expenses. which.w*ll not occur in 1984.. We will a&opt thq staff_;;m;
estimate.. .. ' W

fa o e a”

-

. : . . - . PR
- " T~ - - v T

17. Account 864 - Compreésof Sta.tiéi~

Squipment - Maintenance- " " R

-

The sta?? estimate is $41O 000~ lower than SoCal s. amhe-
diZlerence Is due- %o star' amortfz_ngﬂunusuAI”T983“expenses Jhich

-y - b a e e

will not oceur in 1984. We wmll adopt *he sta estimave.

18. Accoun* 865 - Measuri ng and Regulat w : 2T T ‘
Station Egquipment — Maintenance - Lo T LTS ITLO wound

e

The $taf? estimate is $50,000 lower thanm SoCal's. - Staffi ool

neved & d‘sn*ono:tionave increaseninwth.s_accoun. com@akk&?%owtnel
¢rerati s secount for this equ_pmen - SoCal withess Sradyiin ‘cated

thav equ_vmen* age-is ‘the ‘cause-of the d¥ spropcrtiona,e-1ncrease:$
will adop*“SoCal s”estimatel T C TN TLTLE LT

, . P o o T T -
. e e ] P D, e e met el
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- - )
3. Distridution BXDENSES . . ~5: —niiin: Mt mamimay s g N7
-l A oaaA Ny o YL e b et N d\— ﬁ'p'.'hv R TR ]

o Sugene L. .0'Rourke, vice p:eaident,~bis ridbution.and .
Yeasu:emenu, presented SoCal's- p:onosalswconcezning_distribux gpﬂ:,
exnenses,(exc’us .ve of .customer.gecvices.expenses). _Staff presented

%s case through.Francis S..Perraro, supervising. utilities enginee;."A;.

\-‘w‘-' cVn-\ua-iuh_u-n‘ﬁ.-d

- Qr Rourke estl mawed expenses_for his department total;ng u

S11&,O38 000 in-test year 1983. Staff's estimate totals .

[ uywq.ﬂn PR SR NN

$98, 73;,000. As -a_consequence, the'e -emains X9 d‘f’e*ence between__ -

sta?? azd SoCal of $15,301,000. . . e T

e Nv e I
1. Accounts 870 a_d 885 - R
Supervision and Engineering T

o~ -
-

~ L . e e

R

- - . - - -
.= ~ o L S,
- = - R T

-

”he staff es*ima*e is~$691-OOOwlower—than~SoCazw&»—nrhis

., e

amoun* is p*ouortionate‘to adjustments sta:f made *n other non—S&u
accounts. The relat zonship be*ween.s&ﬁ expense ‘and” non-S&E expense RS
was deba ced at great” leng*h. 0'Rourke agreed’That fhere”wasd Sueh®a’ T

ug"

relationshiy between speci’ica iy identi'ied items. 3agsed on this*--

discussion, we will adopt the sta?? adjusvmeh G ~rT T

2. Accounts 875 and. 880-—-Weasuring and TP,
Regulating Station Zquivoment ~ T e e

The stalf’estinate is’ $183,000 lower than SoCa_“S'* The °
<a®? adjustment was based on cus ome: grow*h.‘ We~ agree tithfSoC

-~ .

that these accounts are not sensitivé¢ £0 . cusuome-,grow*h‘i"“

-~
]

PPAREUIR .

Accordingly, we will- adopt SoCal's--estinmate. ... ..
2. Account E78. - Meters and. House Rezulators. . ....._.. . - . ..

B L I I __',,,

- Stefl's estinate is-$9,000. lower.than Sofal's. ,,,e s*

e

::c:aasod 1981- expensesnby.gﬂowth ~n.planned.mete~ -epa SpCal -
vaged its projections on its meter performance‘conx:ol,prog:am, whic

ig a statistical azalysis filed annvally with the Commission. We
will adopt SoCal's estima<te.

L
o

Ay
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4. Account 880 - QOther Expenses  =:0733iT s-i-" w27 Lo
‘The ‘staff lestimate "is lower than SoCal:"s by ST ,;385,000.
This is generally due %o excluding amortization of 1982 rmwocoli =
°olychlor£natedﬁBiphenyIs5(PCB)"éxjenses;ﬁﬂweﬁwiIE not amortize the
prior year's- expense ini test year 1983.:iThe starfuadjustment s oo
a_don ed.,.. PO P R S R ‘,,“,.. LI T s e T

“*ZPCB*estihaxediexpensesffﬁcIudédfiﬁ Accomnt “880 Sfor test = "L o7
vear 1983 are $3,000,000. There is no disagreement between th =Y
Darties regarding the ‘need- to ‘deal "with ‘the “PCB -provlen<dnd SeCal's
proposed solution. - Since the provlem~is relatively newrand-itclis adtvo-
possiltle, at:this time, 'to ‘reasonably estimate test year costs, ‘gtaffis’
Tecommended  that $3,0005000 in’ expenses- for~each yeartbe-includedoinzou~

Tates. “-Adfustaents, -if necessary, would Ve -made in SoCal'sigext 1Z7 =
generalfeate-ease.‘¥We will-authorize SoCal:tocestablish-adeferred. 2 ow
account - for ‘this item commencing ‘January T, “t983. “SoCal willprovide "
stef? with a summary of-this'account-every six months.--Any overTorsini’
under- experditure will bé addounted “Cor-{n SOCAL " S Hext general Trate 1T
case. TETy

¥ Aééoﬁ:i‘tc%’/":-'"Ma‘.'fﬁsf"‘“ﬁ": TN I DTAW LTIl W

The “staff eStimate 18-87,574,000-1ower ‘than SoCalrg. 307 ~u.id
$6,633,000 of this amount is related to thé new leak shrvey progrem’ -~
discussed delow, 3915,000 is due %o SoCai;s;zequest&xo;amoruive 1082
lealk repair c0s%S and: the remainder,”$26,0007" is"due to sta”'
adiustaent based on customer growth. T

~———
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a. The 1=-2-4 Progranm e T el -
(7., e refer -to -the $6,63%, OOO'di‘terencerbetween SoCal and
tal? in Account 887. cemorire

- - .
o mar Wi o o (3N PP e I “‘

SoCa“~plans to. implement 2T %-2—4“leak -gurvey : ‘requency~"
program in 1983%. . .
increase the ’*equency of surveys. The costs associated with,thism¢~n:3
program -total  $8,;926,000-in the -test.year.and. -affect; -Accounts-887 and

892. St mavof pmem e o ono cwoXT 200,000, TE a=s DAL
- - . --.\-\«.u-.rv.xu T e -

s Sta:: concluded the m-2-4 _program.and, pro*ectedwexbense~;~
Levels are-reasonable-but is-concerned.that. concentrated.progran
izpiementation . would cause %00 great a . rate impact.. Ferraro:. -
recommended “phasing the program:into.two parts;-one-now and-the other.. -
in 1985. -.SoCal disagreed and pointed out that.phasing:-the:program. ..:--
would extend -the.time to complete-a.full.cycle-and.the higher.expense.. .
level called for by-the t-2-4 .program.would .likewise be extended.-. :- ;
Turtkerzore, SoCal noted-that considerning.inflation rates, ratepayers.._.
aay ultimqtely pay..more - iffqgefhalﬁ:°§vtb?:P§982%m;§éud€i9?59§o?&?i¥9:::
1685.

ot inuImva o RN T T

T

We agree with staff that this program-ghould.rnot have
aigh front end cosis...-We.will-adopt:stefl’s recommendation to
impleze::-*“e -program. ia two parts. . ..- .

b-;-Leaquenair Backlog-.. -- S Lk
-~ -We refer-to.the difference. o.~$915 be tween SoCal- s
and svafl in Account 887. LATwrem mlmer e oz hoosd smimoon
SoCal stated that it proposed to spend 33 0CC,000 in
1082 %o reduce a hacklog in unrevaired leaks (Exhivit 12, pages
£=7). SoCal propesed %0 recover one-half of these expenses in each
2 4he gears covered by this proceeding. Sofal's provosal to reduce
the leak backlog affects Accounts 880 ($180,000), 887 ($615,000), and
82 (3405,000) (Zxhidvit 56).
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© - O"Rourke indicated that® i the’ AmoTv¥izatiow Tequest was
20% allowed, the work itsel? would Ve deferred "until TO8% and 11084 w71y
| T .§tafe opposed recovery of these’ proposediiggey #I oT Tliuvn:l
expenditures. “In-addition; ‘staff cdoncluded ‘a Teatch-up™ -leak repalr -
Program in 1982 is unnecessary, although’ there s no-opposition by
staf? to 'z ‘cateh-up -progrem “fm later ‘years. T'Staff‘agreed with il o
SoCal's geals in 1984 of & backlog between 5,000 and 7,000 leaksw - "

“We - wi‘n “adopt the staff recommendation. SUVITeT o7 Ul

- . a e
~ I R P s e -

L QEner Tkame oo LTI LTowToron laonn LTI annoone "
’-‘iega.*d ng ‘8% “'3 "'32'6 "OOO' *“a’cfj us“menif —‘b‘aﬁséd‘- "o‘n.- -’g*’ow*li’, T

uh;s account is directly ‘affected by -customer -growth. w1t TIT wornwall
In summary, SoCal's estimate for Account. 887- should be

reduced by $7,548,000. 7 "mron IIow 0w LwDIS LOLLUORID B

6. Account 892 = Services -~ LT ITIILIC SNINTORGT 3C.TLLN

The s3aff estimate i 85,832,000 "Lower ‘than -SoCal's.

$2,557,000 of this amount is due %o ‘proposed Federal Leak: *S:u:vey" R
Regulations, $T ,'54.'5 000 "{3 ‘duel to the 1 -2-4 -legk- survey: progra.m,
3405,000 "¢s-due %o gmortization "6f 1982 “Leak repairitcogte; tands U

.,327 OOO is: due to di:f"'erence i‘n' the nunber of leaks -to- be Tepaired -1t

dom - ~ R i < S S e e R el St T ‘--\AM-
[ e - - - R RS L e e W (A ol N
— - . b

- .-

T Proposed Pederal ‘Survey -Regulations~ et ~otrivl luasirosio
.SoCal ‘fneluded-39,190,000 in {ts tess ‘year ‘egtimate to I
cover cosss ‘associated with wew requirements -under propoged federal c 7 .
leak survey regulations -(Exhibit-56)I-7This expense -Itemtaffects. .tlirtr .
Accounts 887 and ‘802.° These regulations, If adopted, would-requirear.-
substantial expansior of those types of-surveys “presently-réqiired“toTix
be made on an annual basis and would be additional to ScCal's
Proposed expenditures under its 1-2-4 program.
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expenses in th- ;proceedung~ona@h@ grounds.that .the .proposed rule 4is
likely %o be withdrawn. .Staff agreed. that. if the.ruleis-mot
withdrawn, SoCal's estimate of the.cost-of.compliance is reasorable. ...
2 -., - We agree. with staff. ;-However-,-SoCal- should ‘be: made . .-~ ;-. -
whole Zor exnensesf*hat night be. incurre&~for~complying with new .. ~-.
Tederal regulations. . We will: authorize SoCal. to -establish a deferred.:
accouwnt to recover these expenditures. .in ifs next .gemeral.rate case
sroceeding. SoCal should notify zhe Comm;ss_on,pmqutpgq~ﬁf'gnd when
tzese federal regulations..arce -implemented. - If -they. are, SoCal should
Zurnish staff with a -summary.of this accomnt every..six moaths..No-..
allowance Zor these expenditu:eﬁaxkllwa:mQQQfﬁo::¢¢§¢;EP%E 1980wz -
Ve  Other Items --~ .~ Cme ) . -

-\ WM sy e e

-
N e

R e - - » X . AR -

As discussed above, we will adopt staffis zuz "2 oo foapies
recommendation regarding phasing the 1=2-4..progrem. S5 s~inss) B

e . -

We will: not. grant Solal's:request. to-.amortize .$405,000

-

in 1982 leak .repair costs in the-test .yeare . -~..n- -_<r ma 288 73D

[P - o

- - S3%aff and SoCal are. generally. in agreemen® regarding. - s

ze cost o_-comnllance with proposed ‘Federal -Damage.Regulationg. --- =~
Soca—qaCQQPweﬁ:Sﬁafffsxﬁsﬁimaflxpf-§%W4Q7rQQQfP9?U§h€$ itea. We note
trat funding requests by the company and by stalf for iag}egpqg;;epir
acditional federal regulations: should beconsidered .in.light of the
federal administration's.stated goal of reducing -such Tegulation.
Although regulation-may be increasizg-in some .areas,.it.may . beu;:: -
decreasing:inotkers. IZ-it is,ratepayers should-benefiv.from.a . .~ -’
ceduced reguiatory burdern. B We expect -gtaff and - SoCal:-to.address. whis
natte:;in;SoCa;;swnextfggng;algzatg CaSes . . nNr i ssromamye Jsitmorus

-~ - e
wa e o e L R

. . -
T s a [P

B R T AR o e W

R
" -
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Regarding the’$1,527,000; whichcisduerto difforent
estimates of +the number 0¢ leaks to be repaired,”SoCalstates: thats::
the significant increase in:leaks’ is’ due- to use ofonew. leak: detection-~cr
equipﬁed“'whtc&“s?ddéé sensitive. ~According to: SoCaly: the: backlog.‘ sox
S80: of Code TII® nonhazardous leaks increased:+octT;84047 5 Nown o vl
SoCal wants o decrease the backlog €0 between 5,000 %o 7, OOO\.f“Wec:.- oty
will adopt SoCal's estimate for this item. : -cniv: ; '
T In summary,: SoCal's estimate For:Accountk 892 :should Ddel----
seduced by 3L 305 COQ - tmnur ot Do nn mnrmeien waon o
7. Accoun®t 894 - Other Baguioment - ~~evxs ITET o TIT ocromicuo

. e e N e

-~ Maintenance ‘costs 0f compressors ai:natural: gasivehicle
:efueling~statiods accownt for a 110,000 diflerence: between ;stall ~nrves
and SoCal estimates. ' Staff's lower estizate 18 based: on its proposed.:~:
reduction in ' employee levels.  O'Rourke testified that the higher. 2. :-

-
-
-
"

expense level wag appropriate due tor .(a) the addition of -onme or 4wor- -

refueling bases between now and -1983 and (b)::the-higher -percentage of -~

SoCal Zleet being equipped with natural gasor =t o icnsnloen oooerozlions

27 'We "will -adopt .SoCal's estimate-.v oy 1E

. Customer Services Bxnensesg I ° TNl Ll ITAmE Lot mnannod o
“‘Radelif<e testfffed“’o*“SoCa’ and Ferraroopregented ‘the

positioz ofgtafZ. -SoCal's estimates totaled :$85,688,000 ~and the':

s%al2's estimate was 378,875,000, ‘a Tifference of: 36“573‘000- x¢

1. Account 870 - Suve-v*sfon and -
Zngineerinz Zxvense

=
-

The differences in this accownt aze:i ... _ - ,
S&= Zxpenses TN 3"538;u00" =
Level o2 Sérvice:Studies mreewr 022005000 eI

.iCorréction’tt  TII stircurotr 66950007 ws
E y40T5000 2~ -

“Seaf—ritne ss Fersaro adiusted SoCal's estizafes~eor S&%
exzenses dowrmward SS 8,000 3o rellect staff's adiustment TO non=S&=
acegunss.
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- -SoCal witness Radeliffe testified -that:the:higher projected
S&2 expenses in 1887 were not.related o the vrojected.dincrease in ..._..
non~-S&2- activities... SoCal also-argued that. 1981 recorded data.-should ...
znot be bdlindly wused in-developing 198% expenses. .Solal argued. tha;'t:. .
its grass.roots. estimates better-reflect anticipated- ope'ra.t»ionsw fo‘z:: . _~_;
the test gearil ™ o IUT.T soowrod or o azlyesd ofT ogoomans or r\‘-;u_n,, ranal
We are not convinced tha:t the: magnituder of:-reductions o, “-:»
non=-S&Z expense’ proyesed by staff will ve sufficlent.:to- trigger
—

significant reducvtion in staffing levels.
SoCal's estinate for S&E expense. - ox =T woarl oo A3 = LT

‘“."\"L
v e - - - - g e e e

" The second item of-disagreement: beween- stafs. and. SoCa.l
centers on the cost Zor two Level "0f Service - studies,. w;h,:L;qb,-;S_inaJ_.__ﬂ e
originally estimated- at $700,00C- and. later reduced: to, -84.,400-, Q__Od_?.:, )
%222 would allow only 3200,0C0. Stafli"s estimate for :these level *Ofr"—..«-
Service ‘studies is based .on.:a PG&E study which staff: conteaded was:
g8inilar 40 the studies proposed by SoCal.. -We.will - adopt the eta"‘ St
‘:ir:.a."n as reasonable for the test -year. -: ; :
Pinally, there is a difference of. 8669 OOO ‘oetween SoCal
2ad staff vecause SoCal initially included this..amount. :in .the .wrong:
“able. SoCal rlater-made-the correction-but :3taff -had -not -included
the $669,000 -in Its ;estimate of -Account 870. Conversely.,. .staff's. ... ..
evaluvation of Account 90t is-overstated 0y :3669,000. -y rsnmim o oataan
We will xzake tais correction:and.reflect the 3669,000 in
Acecunt 870. ‘ anm e el ’“"L"Z-:"«"J'».“::.

2. Account 878 - Mefer-andv: -t -7
HJouse Regulator ‘Exvenses Loemmnn i T
The differences between SoCal-and:.stafZ arer ..:
1082 overpressure protection (0PP) costsv;r:S::GA;z,OOO
Aspliance sucvey. - 366,000
. AQjustzents.due . .,oues"infvig.:g technique 2,‘50"“000

T . s3 201,600

.. "‘v-«
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or reasons previously d*scussed,—SoCaI:cannotminclude—~*~,

Dy e e

3642, OOO _n'ést mate& 1983 expenses ror amortivation 0T 19827 0P
s iRy . e Y e L e e e

expendis ures. T “,,. “ v TEe SESNSRES plesedimhel 2
Rega.d*ng »he second ‘tem,'SoCal a-guei .hat staff dfd not:--

specif 'cal’y alleow the cost of an App‘lia.nce Data Su'r;rfé?r projec‘ted o™ -

B SIRY T

cost $1.3 million in test year 1?8’5, portions o;’ the d dollars for SeNIRO
which are i “cluded in Accou:n‘ts 878, 879, and” 90%. “We' agree “with

o
FE -

SoCa.... t‘-a." nese costs should be re ected inv1983 es*ima. 'es‘i““'

e

Accordingly, we m.:. allow SoCa.l $‘566 000" *or‘tn«s iten- u. this™ :
accouny - CLiL o welln lizw

Turning %o the third ztem;‘ the 52 39‘5 000" adjustment 13" que” ™

to diffecence *'4" estima't* ng techniq,ues.": e a.gree wi*'h sta."‘f t'ha.t"“ o
- . b [P PN p"'-l’"h L, -
SoCaJ. s es*ima e *'e'Iecta an mreasona.ble percenta.ge *ncrease.

e A e

5. Account 879 - Customer R
Installation: Expenges T i nnliniion Loz

The staff- estimate’ Tor: this. account is: lower “cb.a.zx SoCal'a ~n~;-
by $1,531,000. " 02 this Tamount. 541 7,000: is-due xo»stazﬁrs:exciu510pm:::;
0% <he appliiancel survey and $1,114000 1is: due-+to staff: using 198%.= o

L=
-

egtimater T Lt I llonNy LTI T o DD e - feTn

- h ey w A.h..». —x.\—.,
As: discussed previouslyr wer will-allows $447, OOO*ior ghdisns oo
appliance “susvey.s 7. Ua TN AT ISW nomrnlTosrowmhroyo o oF ooTtoonl

[ R o N - -

recorded and emected, .customer growth as the: basiss for it s~1933

1

Turnizng to the $1,114,000 amount, staff points out there sz
no discerainl --easo:z: Lor ghig Tevel iof increases Ne will adopt

U PR .

§taf¥ g eg=imate. - ol ITIT It ommucmnvesinz ooro tom osen Iihonromamad
4. -Accoun+t 880" - Other Exvensges - LT NUow o LeTnn oW o
The staff ‘estinate cis lTower than :SoCal's ‘o}r $534,0000 Lo
Ssafs argues there is no discernible reason for SoCal's level of
exzense Zor this account. We will adopt staffl's egtimate.
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&G. Customer Accounts uxpenses o - -

Vemm s T
PN ——«4\‘-- v la h A e e VR L 8 -

Radcli’fe devel oped. Customer Accounvs dxpenses,*exclusive‘_,

e 2N -

P O H o e g e

of 33’-3.11 ag Ope ation for SoCal. Robert I. Ballew, manage* o'
Budgets and Pinancial Plann - nresented _EDP=-Billing. The staff
witness. cove“ing bo*h a.eas was ”homas “‘,Hamahotb, senior utilities

- - N - - Lo

eng*weer._. , )

- - - ,.' e oa

e A

.;\_,,____,,, »_-—u -l—u-—\..'

. -
o - -

- .
-v e . 0

‘l_; “'n A-r\'- o
-ty

SoCa* estimated Customer Acceﬁn s Expenses to be.

B CDAE g ‘..m-...-.s

$103,971, OOO :o* est year 1983. Staff forecasted exnenses
$96,072,000.. The_dollar diZZerence. is §7,839,000.. ...

-
.

v e e

[P —~— R

Hamanoto would allow $2,084,000 less than SoCal e T
“1col*ec ble -expenses. at. nresent rates.. Alsoa he recommended

PR

‘educ on in manpower.. Finally, a disagreement ex*sts of

apn-ox;ma ely $2.5 million coneeriing_projected nostal xate increases.“
1. Uncollectible Expense '

Hamamote propesed reducing SoCal s«estimate-of iis;
wcollectidle expenses’ from- $7,44.7,000 +0:$5,0%2,800.~- His -

!

uncollectidle estimate i3 premised on” taking SoCal's average), '7:, .

[ -’ o

sys<emwide uncollectible rate: for 198C. and 1981 and-applying that -~ =
average sate 4o projected 1983 estimated systemwide salesw: [n- .inroc-
SoCal argued that 99% of the %total uncollectidle expense -is---
ue to.regidential and: commercial.- customers,. therefore,rith is.
iacorrect Yo use sysvtemwide Zigures which Include steam-electric ... - :--
Dlant sales. .ot [rvloT Core LTl NI L0,

- - P T T

A_so¢ASoCa* dointved outw*aa* the 198%~‘iguxesmused BFeorm -
Zamezoto did now reflect a pass-through of $335,000,00Q<Ln;qpppliegggye
refunds. We agree with SoCal that recognition of. these-refunds is

approdriate and should: bBe lincluded -in the caleulatlioms: -z a7

....;...

.,..M_.uu.. e — -

- oI
-

.~

e STea
P

o . - . K .~ L e . - R R
- - w— T . . PR e - - ARSI

Y . . ERIC e A R A s e
e v Voo Pa—— ! P ik e e St e ks b
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», -
- INe e R e "

SoCal e uncollect ble .a cé vased o 1980 hiéﬂ“ﬁriorlty'::h

- -
H"‘-v-:s-w-\,. ,- - -

temperature adjus ed eales is’ .480., SoCal used 7490 fn this” "

Mo ey e - R -vn- - n

proceeding 1o’ *ecognize the el ect ot higher billsJ'"“”" SEEmnE s

-—n.,»,.‘ q.,wn - ..,.,_.l.,,_ -

SoCal 'urther notes 1ts uncolleccible current write—of'

‘..,.-l

e-cenuage, .4870 closely approxima es the .4900 :ate mncluded in

this o*oceed 2g. Accordingly, we wil_ adopt the SoCal"igurei
2. ?mc;oyee Additions’ L -

e

. - -
- b en MMA o r~-s “*w PR
Q&L'u-— o~

.a: tness Eamamo*o proposed awfotal ad*us“men* o* .

Tlav

$4,000,000 o % Tae. expense estimates 0f both Radcli e and 3al Tew
Telated ~° emPloyee add Lons in the Custome- Account a*e§::;$;éff'icl"

C

B -y -..-...p.,-

(es cimat ed o be 1 8%-per year) | In addition,,sta’f assuﬁed ‘an’,

ncrease in emnloyees in 1982 snbstantially greater than customer
Srowth (approx mately 8. 6% employee “growtn). SRR

~

—dﬁﬁ\-’w"" r

ar - ~.~~' ,-.- A s

‘Also, sta developed a per-employee dollar amouqt_by

R el

dividing SoCal's projected 1°83 expenses for electronic dat ul,i o
processing (EDP) and non-ED? ope'ations by the projec ad number ot

N

exployees _n eac“ o’ those categories.ﬂ Staff *hen subt*ac ed the
appropri ate amoun or each employee d'oooed, EDP expenses ‘were

Nkt

a

hed

oA

0P expenses were "educed by $4O 763 for each of\61 employees, af

B Py e

fotal of 52,486 SOO._N \,T,‘ TmoT o oRtSel Llommnoos

R ot Feledtdin

SoCa- a-gued t_a* the me*hodology used by Eama;o o exciudes

vnps Tom e

'side‘e on of new emoloyee 'equi*emen*s which a e no* di'ect’y

reduced 380,903 each for 19 employees, or a total of $1,529 SOO._HNoc- -

s o™

_I-».

Telated 30 cus,ome* g*ow*n.ﬁ; 2=3D2

side Tamamoto had excluded expenses needed by SoCal in 1983 ’or *té

-r.-»)v... .v-\~‘«~~.

Appliance Data Survey, level Pay Plan, Ene: r&y ‘Agsistance P-og-am, and:h

-y

Zxpanded Telephone Services. SeCal further noted tha*t Hamamoto
ignored reguirements of $900,000 %o test hand=held meter devices and
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3$250,000 Tor a customer relations traini ing program.ﬁ Pinally,.on the

zor-2DP side, SoCal ‘submits Hamamoto kes Zailed to *ecognize a_ .
several hundred *housand dollar req&irement ‘or brochures and bill

ot o Tol X Sodiatv

ingerts reeded %o _implement (a) the terminat on “of service )

- Allbntn.~

weq‘.«_‘eﬂe ‘ts O"'" O-L-- 49 and (b) a thl‘d_p&rty- n°+i"icati0n pl;oced'_qre
as gpecif ed in OL* 49. . N tulel W T

-,

With *egard to EDP” expenses SeCal” argued that zaﬁé&é%a

- - * e’

ignored the §2 788,000 in _Account 903 ’or"expanstonrof*ex*s?rng

i e S I Sadl

PTOZrams dnd‘w h implemen a»zon oe"new p*og"ams. Accordzng to

-
r

o~

PO
L Oetads by 4«\* et -

SoCal, *he extrao*d najy ems unrelg ed o cﬁs some?r growth are.“'”"“'"w
added *equ rement ttr;buxable to the increased complexity of tate’

s e ad e

desiga, -ncreased ‘equirements .n handling supplier refunds, report'w |
card Hi lings, payment assistance ‘progranms, requirements “nder” OII”””'“'

e

49, and lifeline allowance aud*ts. SoCal argued that"Eamamoto

"""V""""'"" v

ignored the 1noregsed employees needed to handle added eme*gency ‘and
safety masters, zmprovements ig ope"at;ng eff;o;encies, end ‘noreaseu

R .

‘equ*ements ...n histor:.cal data ‘:!:le maintena_,nce. CutTTE T DRSS .

P T e

-

Lad e Falid

We ag*ee with st -“*hat the growth in the worm foroe MRS

~ ey LTS

teeded %o perforn Customer Account functions should be related to T

’~Am\ “ PR S olinRotbudadinn

customer grow*h.‘ thle SoCal has correctly nointed out “that prog*am .
work Tel ated %o new accounts DSt also Ye added, mt i elso':f:;‘:::“f:;
Teason aole %0 expec* that the company will adapt ef icfent;y po %ew‘
ProgTens. Furshermore, the staff hag provided a reasonablefqdw o

-

additiona; us“ion by assum‘ng 2 _evelio’ 1982 emnloyee grow*h which

--b-un, -

-~
-

IS

- e

-

of the assumed -ate o’ ous*omer 5—ow*h.“

ze reduc on proposed by staf-.m

4

-~




.expenditures- -There-is-no indication -of any-postal rate;increase.in ~~~-
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Fo:Pogtagetionorn LvLolont Tonsuwnnd L.

- :-SeCal .included ‘arprojected facrease :of :52,46%,000 in-
postage:rateST;nmitsfesttmatewo£¢pcstage:ezpensesﬂxmﬂh&f&t&:ﬁz ST
estinate i3 based on existing rates.

SoCaIrargue&;thatxsuch:ﬁn.&ppro&chriszum}ustkﬁﬁedcand
reasonable.” :SoCal_notes:it,lost nearly. 57,000,000 101981 because. .. -
in Its last general rate casethe:Commission-would-notxrecognize:the--: .-
Poobability of a postage increase. §6Cal:submitted:that:such;a
situation should 'not. be allowed *toroccur. agaln-and zequested:-that a’
de’erred or dalancing. accounz.mechan‘sm be authorized~for~postage:.

acreases. . Ut LU D ITT mase e e st me Wam s mgmse s

-
.- LR M - e i

We are generally opposed to:a-balancing.account for: :postager::
because’ it wonld:remove an incentive-for. SoCal:to.conirol this~ .rozicos

P L

-

1987.  Thevattrition allowance for: 1984 should:provide reliefxto ... lon:

SoCal if there isua-postal:rate;increase. Accordingly, SoCal's.- . --x-
request for a~balancingraccount ‘to-acconmodate postal:rate-increases ~~:
is denied. oo i o DI o meml cemesy =

~ . - P .
-

-
e

-
-
-

- Aéminigtrative and-General-Zxpenses.: 10 v« ; aaEte
Pour SoCal-witnesses:covered. Adm*uistrat*ve and General. .~ -
(A%G) Zxpenses..'J. Arthur Johnson,:vicerpresident,-Industrial s JEmenmns

o A

Relatiorns, sponsored employee. pensions and:denefits. -Samuel-J.-~cuse
Cunniaghan, nanager of:Research,-covered:Research and:Development -,
axzenses.” sJokn Jatrick. Garne-~~v*ce—nres*denx,.'ubz- -AZfatrs,
sestified on Sofal's: Pudblic . Affairs-activist es.':Robe t~Le Ballew,-
Danager o0f 3udgets. and:Financial Plannizg,:had: "esponsibz—b - 20r-
othewr: items inrthis. broad: expense: category.-:
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Maurice F. Crommie, Research Analyst, sponsored Employee
Pensions and Benefits “for ‘the.-staZ? and R. Donald:McCrea, ‘Associate
Utilities Engineer,"was the staf? representative rfor:all~o
matters. L " {

= e L T .o ~r o p.- - i, ey s
h + v -
THau m b s e s s BRI R il .- B N

-The -staff ‘and SoCaI”are‘$8‘O mtIlion apazb;in thelr:
respective’estinates oL . to%al “A&G expenses, $5:trmillion”of.whichais -z

e v o

attribusable to Emnonee Pensions ‘and “Benefitg: T
1. ‘Account 920 ="AZG:Salarfes . . "wos oo

‘Staff noted that-SeCal's:estimatevof totalr A&G expenses RN,
douhled hetween T979 and: 1983 with individual:iaccounts-ircreasing-in.-
some cases as nuck as four times their 1979 level. Staff arguedqthat:o-.
SoCal provided Ifnsufficient justification-ito adoptcthe SoCalw
estinate for certaintcategories.-:Staff:Zound an unreasonmable rate-of-.:-
increase in Account: 920.7 Staff argued.that-this~accountsformerly. ...

ncluded “expenses associated:with: SoCal's insernal-audis:funetions;. xi-
that function is now perZormed by PLC:with: thoserexpenses nows: . ;;D:?
included intAccount '925.° Staffiwitness:McCrea-testified that-with:c: -~
the %ransfer of this major expense item he would have expected.a-.-
sizable decline in Account 920 or_at least.escalation in: this-account .7
a% & rate”less than inflation.~.Since.no:such:declineswas =uveh
percentible, McCrea . concluded-that:the~SoCal . estimate. was. SRS
unreasonably inflated.” Accordingly;-he-reduced SoCal’s: estim&te Yy
$S0C,0CC %o " reflecs- thigc shifsiof inte*na,'andz*”’unc*ionsu_ .o y

-SoCal argued that McCrea: made no:specific:inguiry.into the.“w
componenis- o Accouwnt: §2C.. SoCal-witness:Ballew  testified: that: due: - .
<0 2-%transfer. 0 functions,. expenses: asgociated:with-internal “: -~ oo
auditing were now estimaed in.Account: 923~ (Outside- Services) and- notu~--
included in Account 920 as was the case in prior years.

aq.-a—n.
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e s P

SoCal argued ¢hat Account '§20" conta.ined “chese aud £ing

o tamae - P N,

expenses- only through 1980.. SoCal. suomit s- tha't *nspectzon _gf’the

oo el

1980 and 1987 numbers.supports.its. pqlsﬂ_.‘ca.on-_ Recorded numbers in,

" SRl
- L e W W .—A.--f B

Account 920. are. $6,. 120,000 in 1979, and_$6,669,000, in_ 1980'. .prenSea

estizated for. yeass 1981, 1982, aié'}gaz';}e“és 741,000, $7, 657,000,
aznd $9,671 OOO,“espectively. Mo enpmemnal An xmioaTam same i’ -m
Zn i%s comments, SoCal *'a.:Lled uo acldress adequa.*elyn:.:he

oy b
D Y PR P

point raised by the staff: namely, that the _company. s, ;eques.ting a
budget level which would reflect. a betten .tha.n. 45“ incréase Zrom, 1980,

1887 in an account which 20W .3UPPOTIS ,‘eweﬁ_ .activities that it did

PRt SPRL IN

1980. Unéer thre circumstances,»« staff found. tb. S le,ywej‘ _o*" b-{:dget
grow*h pecu....a.*

LI u_‘.,.ﬂ

S -

Lirst year . in wh..ch in.ternal aud:.ting_expenses we:e no longer
reflected in this. account)... It does appear, that the su;a.ll 1 981

.-.. e Ve

-

exzense increase. iswa. .product of uhe _accomting\ﬂshﬁi;tt. Eowever, sucn

o .‘v-h._..-.‘..

a shift would not appear Xo. ,req_ui:'e a.n,_~ overco;*ection" byﬁ,aséuming a_

DN e SRR

auch larger expense increase in. 1.982 and 198‘5.. Iri tacx,ﬁ ...f the

~ '.-k

AR Ao T

vrangitional year -of 1981 wa.s imputed to be a yea.H of -expense, ~g~owth
sinilar %0 .1980, -tb.e -staff disallowance would st:Lll provide for over

JE . [

ey A

9% annual expease. growth. Zrom 1980 %0 - 1983- _"'here"pre e *’ind, th.e
stall disallowance .to .he -easonablem

B e -
oW e 0w )

2. Account 92‘ - 0f<ice Supplies and Sxvenses ‘,"_

v et
e

-,ﬁ.,....,...a,.a,... e

Som e e

The stalf eliminated 37,100 Zor donations nrovided -t:o _Town,
Zall and the American Association of 3lacks in Znergy. our t*eatmen't o
o7 ¢ues, dorations, and contridutions is discussed under the Account

930 arguments. We will delete this amount from Accownt 921.
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3. . Account 922 - Adminis't.s.‘t

- oy

Expense Tramgfer = - T TTITDA Sol

“Account 922 {8 a credit“'accomrt*w ere-a pe*‘centage' of‘ the-~ox
etpenses includ‘ed in Accounts 920 and‘ 92“1 a.re ITEnsferTed- 4o T < U

-~

o

cons‘;ruc"ion ces* s or to’ non.u*i ;‘.ty accoun‘cs. ’J:hus*'- under: norpal To% O%

condi®: ons,; the’ credi igure tn Accoxmt 922° will Tnereaselors v
decrease in d*-n ela.tion to increases or decreasesm to' the gum off - <4

- : - -
~ - T - - e T IO N AR S ~

Accou::..s 920 and‘ 921“' LomoLsoor o belleT 22003 ,urnezzoes orvioal
"‘he adopted” -esu:L s For ‘Aceount 922 will Teflecti%re watic 222
used by SoCa..., a cred"t equa.. %o FLIX 0f Aocountsi920 gnd>9Rqnr . Tor vt
4. " Account 924 = Proverty I Surance -~ nolSe TnitToo oneonl TEDC or
| The staff estimate is- $22,800 lower thal' SoCall g iThe - EIT il
d---e-ence is due o staf" using “SoCal"s gene‘ral gutdeline-infTation ™ 7*
rate iz 'SoCal's Functional Account  §934.4.  SoCEl’ Tntroduced Exhlbi't:"' Ta
Tt %0 *‘ur*her exple.in the methodology“used. However, *he *exhibi
does not demons

PR
RPN

Accordingly, e’ will adopt ‘the graff oo oeont

B T N RN R N
(R n........" e e

5. Accou.n j‘ES ‘I'zim'ies and Da:nages TLLTTENL unTTHG Tint. D oaLaT
‘The ‘staff estimate iz $161-,000 Lower than SeCal™s. JiStaff titl

zade an aE"us tment in“‘ch s a.ccount "stailar to the adiistment madefn-T.-

P

Account 924 According “to ‘staf?, SoCal used rexplafred €sdalationm o
Tates iz estimating its subaccount, SoCal “Punctionalk’Acdount-9934 .47

0o~

-cr the -easons dlscussed-—in—«Accowm 24»,_we_w:!.3;l.:ad.ontwhe

.,_'

Ce «--vw, -~ e

- e

P
G W e
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lG;f*Aécdunt‘926f$ “éﬁéé&né‘éﬁdzﬁéﬁéfféét* —ilT ‘ti*“:“
The “staf —en
+he ’o’lowing adjustments. ::;~¢:_A ?:r G TeAT AundonT mowI -:ecv:i::e
5% Wage Lim‘tatlon‘7~~3* R 3*936 000 a e BRans
“Benefits Elimination~ 757 'w¢~~-~268“000~ e

-

-5% ‘Pewer Employess . -l T2T¥ 2 "2,8695000:5 558 T
$5,073,000
- TAs®discussed above; ‘we will Aot adopt‘stafs's ‘proposal for

2 5% wage LimttatiocR on’dontiion-emplofes wiges.  ACCOrdiAgTy; wé -
will no*;"‘adén*-';in‘.'éi“m}‘é 000 ‘ad justment " related Lo TehEg fyemws T STITIIC W

Turning to theé’ "second item, '§fib*ﬁﬁf5pééé§:f§ reduce < T -
emp’oyee newélette' expense by over: one—hal* “and “elimingt £6 “alTowandes~ "~
for canteen” onerat:ons Disneyland and “division® p*cnics, Christmas“':::“

turkey checks management medicaI examinationé “and emplcyee Serups < F
a-n,d aC‘CiVi'ties- AR PR oI AR e H::_ follod s S B te B it

~a
[

-

SoCal argued “that staff*s rationare“’or*d*sallowing “Suck
benefits is ‘nadequate " SoCal witness Jonnson indicated “that a
survey o2 venefits shows-36Cal's employee~bene 148" compare “to “those - -1
offeced by comper able'compan*es;a While“the- ype“of“bene'zts oz ere&~~3:
varies somewha* among companies, SoCal assérted “fts bene*tts “aretnot -

- PR S

K o, : Ny ..:\— Lo T e, A"
- cm e o ¥ L TN - - e P - S e - . [
excess-ve. r - Lk W . -

~4‘ vﬂ\ -

SoCal emphasized +that it does no%t have an emnloyée discomnt -
for gas se-v*ce*éiéﬁ*éé*o zeted By -other Calffofnia- utilities. SoCal
estizated” suc* -2 benefit would cost approx.ma telyiST afIlicn ifiSeCeals
c2fered its employess a 25% discodmt on currentigas‘rates. - THig cTo-II:
amouns approximates the costs of the benefftsTeliminated bylstaffltiiolT
Given tha%t, and in consideration of 8taff'a’ggrecment that Lt-is
appropriate for- émployees- of the varfous-usilfties toireceivesTs.l Al
somewha% equal eaployee berefits; SoCal argued itsibenefits packages - -
is rTeascnadle.
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fnally, SoCal argued that mest .0f the: programs,. recommended
Zor elinination-are beneflts which-.accrue. to Jnion-represented
enployees. Zven though they are not included in the. collective

v—.-..-....

bargaining agreements, -guch benelits, according.to Wational Labor
Relations 3oard (VLRB),ru_ings may not, once_gnan;eq.be unilaterally
withdrawn by panagement. Ford Motor Co. v VZRB~(1979)—44L#US-448

at 497. R

.

aen o We note the -asue 0% emplqyee,d;seqqg§§ is. being«conside-ed
a sepa‘a.e nroceeding.d Eoweve "y -1t is .not .appropriate . for -SoCal . =

. L - -

compare *hazjaene:LtTw th .he_ones -questioned by:-svazl...In.view ...

Coe e e )

2 the hardships SoCalls. -atepaye S are experiencing rrom ;her
d-ama*ica_ly increased. costs.o* energy, it would be unfair :or this
Commission <o .pass. *h4ough Lo them the costs‘o. employees Dlsneyland

ap - --_.y vomren !

and div sion nicn‘cs Christmas turkey checks, management medical

-

examinations, and employee clubs and activities. Accoédingiy,:”

V-

expenses Zor tiese items will not bde allowed for. ratemakingapurposes. N

W&th *ega:d to canteen -operations,-we will allowﬂthe amount

N e e - -

4 3121t1}5 which . is the cost of providing facilities ‘o:.employee
iunch rooms a;q_eat_ng:a;eae.ﬁ-rhe -ratepayer. shquld not.have 0.

- ..y.-......«.. -

subsicize .the .cost of Zood servel in-employee lunch.200BS. ..oz

et L

Therefore, the amount of $164,2560 for food subsidies will not be. .
allowed . s e

[

S ey

R T Damm m s Wy T T

T " R —— e

e 1‘:L...a...:].y',.1:::‘.1:}:'. *egard -%0, employee communications,nwe,_,
*eccg*iue nat some ex*enditu.es -are necessary, ia . order to.promote, .

enrleyee e2ficlency-and no“ale-ﬁ .he -amoun’y - .equesved by SoCal is.,
Teasonable-and - will be-adopted.. .~ v ~o ma cr-onn anr suiramruonEoo TALomC

- . e PPN B e R R

-The poliey. -covering- the.above adjustment.is discussed in . ..
SDG&= D.,3892*datedkbecembe:_30,¢}98;,?page 124 .12 -sum, We wil_-~;--~ﬂ

e A

Teduce SeoCal's requested funding fpr;employee:bener%tgqpy $856 52601 - ns-

AR
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The third itenm in dispute relates.to pensions:and benefits
Lor the 502;employeesgstafzwdeletqd;ﬂromgSQCQLEQKestimates..Mmhev.:->_,,,

o W W

adopted dollar -amount Zor this.-item  reflects-.the- £i nal Tesults and: . :iiin

Tl e e

related -manpower-levels -adopted -in -the various estimates. whxcbuaf.qquﬁg
Tais account. - cs w7 es v a S e

T. Account 930 - Miscellaneou3f~;@

- The gtaff* westimateﬂfsﬁlower~than~SoCalﬂs -due o the
Tollowing-differencess - .oc-is rmsmins coosw moSTaIoosan Ae

o s=rwmy AGA Dues.z -, - ~elemme = x :2,60:»'00.0: GAT DNE umTo
-Other Dues .. loxiicscos L lotmeskh4e000 s -
RD&D 1,243,000 .norzsinizzoces

Miscellanecus reuee (4O

"

.
e -
A mn e

e SR
o - Y

TILUeT nesr eew INTLLD nz o $10616,:060 on
2. ~AGA Dues Siar LT zroiromch Sme oowS om sofr Eerame e
-

ERN o W e e AT ..~.~-4 e A P A A L

Th o Staff proposed 'a disallowance of.AGk'dueS'amountzugﬂto
$260,000. . The:basis.Zfor.the rexcluston is-stated ~in-D.93887, -where ~ - =:~

the Commission disallowed 'AGA dues In-PG&E"s 'lagtgeneral rate case.c~ "
We note the-Commission issued:a subsequent order on:-March:2,-%982, .din -
which i1t added-2-finding-of-fact to support :its::disallowance. of AGA~: 7
ues. This finding-of fact-provided that -"[tlhe recond . does not
support :a-conclusion that .the dues. 2Gand® pays 4o -AGA...ame 0F -~ T o an
heneLit t0-its ratepayers” (D.827037047,;mimeo;pq;;,;Ein@ingzof:Facmﬁﬁ;:
7). -Qherefore,Athe;issue;in;tbis«ﬁroceed*ng is -whether theg&ue&;gg;
SoCal parys t0-AGA-provide-a-benefis %o ne:rateaaye..ﬁc_au
- ,Acco:ding;to;SoQa_,wixnegsfga:ngr “he. . AGA_provides
Jorun for SoCal and its employees to keep-abreast o~3taeg;a2gsyﬁ;q“;_‘tm
thinking by <the foremost industrial, professional, and technical
experss iavolved in the natural gas industry. This relationship,
Farner notes, led t0 an untold number of economies. Appendix 1 %o
3xaibit 140 lists some of the henefits SoCal bYelieves have accrued %o
i%s ratepayers through AGA zembersikip.
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SoCal argued that 1L it weres to discontinue i ite:”
articipation fn this association, "there would e isubstantial >-I -
additional expense requirements’ o Fill'%he voidS® The ‘services -and'’
YeneLits Tlowing from -AGA, Garner submitted, ‘could-not-possibhly ~be:
duplicated Zfor the same cost. These benefits, Garner concluded, -
ultizately £low through to the ratepayer. - uci-¥ ~ 177 rmvoczi LT
"7 We are ‘not ‘convinced dy SoCal'sargumentl.iTAS we see
iv, AGA is an association whose primary purpose is to-promode - the- -gas.°*
indusvry and the Iinteresis of its stockholders. 3Benefit flow-through
0 the ratepayer is ‘imcidental. Accordingly, we willadopt staf?'s

-~ - LY

recommendation. . liil] 2lE

ot Nt g

b. Other Dues__ mnonnn lloan il
The 8taff ‘estimate is $114,000 lower than SoCal's.
taf? stated that no dues and donations excluded inpriorirate cases
were included in this test year estimate. .According to. staff, SoCal
kag increased the ‘number.of organizations:to which-it contributesil, Tii%

gince ‘the last rate case.. Also; ‘etaff argued.that donations to .some
02 these ‘orgarizations; such-as-ethnic, taxpayer, and environmentalc:
talance organ‘zavzonsy-should ‘not be billed tothe rratepayers.. . nTIn

- Stafs referred to Pacific ‘Telephone and Telegraph’ = .. r:
Co. v Public Tsil. Comm'™n., 62 Cal 24 634, in 'which the Californaig=iar-:
Supreae ‘Court upheld -disallowances: of dues-to c¢harftable-and culturals’®
orgarizations. “Staff-generated sn internal -position paper Irawiig -
<he same conclusion (Exhidit 99): "That paperirecommendsithat dues .. 713
and Zees %o - “rade, *echnicar ‘and’ brofessfonal assocfatfons are
a3ProPpr ately incIuded in rategl sy T Lowurlizo

-

- - N .
.w-,g....-. S e e o

Baa ‘m-—A\.\.A.-.-

R T

N e m e
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7 - SoCal argued that staf? based -I%g recommendation for
disallowance merely on-the name”of thezorganization and imade mo.: =v=r o =
separate investfigation regarding the entities Tisallowed.w. SoCal ns Cizr
asgued ‘that- evidence ‘it provided shows-that “the organizations‘are:not .«
in the catego*ies ‘deemed by “the ‘Supreme Court and the staff tobecs.”

R N e .- e,

l.appropr_ate. CLer WULIT mnn DI I ran IeDol oeptm LS00 RRE

.

We-are “concerned-adbout " the prdliferatfom~orwthe~number

of orgaﬁiéations'Which<thewratepayer £3° befng asked “to support-‘»-« 235
Mereforé, «we ‘will -only allow'a portion -of ‘SoCal s request ‘a¥ .a Tevel *
which should be adequate to'reimburse:SeCal’for.dues paiditoithe s ol =
technical ‘and professional ‘organizations that will keep-SoCal . v.rourn s
informed on topics directly related.to its: business.  Wernote-that in. . -
the last general rate case proceeding, ‘we ~allowed SoCal :3709;000 ov.i.:
exclusive of AGA dues. "We'will allow:SoCal the-same levelTof: |
expenditure last found -reasondble. We-note-that-SoCaldid-mot: - =i.vrru
provide enough evidence in this' proceeding’to. justify its:requested- -:i:
funding level for dues and donations. Further, SoCal; not.Staff; vl
bea&s:the~ééé?onéibilityf%oidemonstratefthét“itsCproposed expenses
are reasonable. -We'urge SoCal to make'a more‘complete showing onrzui:e
this patter if it wishes to receive increased-fundingoforithesec. noizcic
accounts’ in-the ’ufure;f'? TEOTT T L onl ol omning

vt 'RD&DT T - SRR etk R S :

' wThiswi ten-was-discussed nrev*ouslyx Ty L

~

Z. Ra%e Zase and DepreciationtExvense-:: .TI1IT -7

Tr Qverview T70 00 L TTUVITIUINTI DL ootz LMIDTUOoos Svanozn D0
—_—

SoCal ard staff agree. on-the-gas plan%t in servicesamounts:-
except fcr'.*ewdifference‘relatedgtovinflatton:assumptionsmzﬁsoCa__s::w-
esvinated weighted average-gzas plant in service:amounts tow L .naors ar:t
$2,161,60%,000 for SoCal and  $389,735,000 fort PLGS. «Ther  Z: 0ot sawo v
corresponding staff estinates are: $2,148,%945000-and, 3391 5745;000: fox.
SoCal and PLGS, respectivelye. ... o vlononr onaonnlonl

e i o e e -
el mw e ae Las (= o0

L R
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7 The -difference between: SoCalls and::staff"s depreciation
reserve amount. is related. to estinated gross.salvage and.removal, . --...:
costs and the: level of depreclation expense.--.The. company .estimated .- ..
weighted~average;:ése:ves for :SoCal- and °LGS,«respectivély, ameunt -to. ..
$817,400,000 and: 101,755,000 - Sta2e's -estinates amownt 0 ... .o . -
$816,669,000 Zor SoCal and 3101,767,000 for PLGS. Staff's g:oss,hﬁrcﬁﬁ;
salvage -and Temoval cost estinmates: were;baQQQﬁq4§qqrat;u;:ent data
than SoCal's:(3xhidit 40, .page 16-6). -Staffls depreciation.expense.. ..
oZ $89,825,000 -Zor -SoCal -and -$18,581, ooo 2or..216S dL2fers, ::qm,:ne,'i;,;.,, .-
0% SoCal (891,961,000 and-$+7,605;000-2or :SoCal and. P.uGS, S <e
respectively) for -two reasons:: (%) .staff used dif’erent-depreciable~~ﬁ*
plant balancesrand (2) staffrused different-estimated future ne* ‘
salvage assumptions:(Exhibit 40, .pages 16=t, (~16=2,, and. 168 )min oo

Staff and Solal are-in.: ag:eemen*"with ‘Tespect to; averageu.-,xw
gervice life-and ;mortality-dispersion assumptions, including the. -.

changes proposed-by--SoCal- (Exhibdit. 40,-pages.-13.and.15,. Tables. ! gnd._,-
2; Zxhidit 19, -pages. 6-8)”._.,.._—“. i e e e

", . Lo v
- eyl n g s ] - R
~ - RN R

_~In:a letter-to-the- Commission dated January 25,ﬁ1982 SoCal
requested that:it be-allowed-to revise themrilingﬁdauewforf;?gﬂggppal y
subnission:of-proposed:depreciation accrual-rates.from on or defore . ..
Decenber 1 of %“he year prior to use, to on or before May i-of-the.
year %the rates are o be effective. SoCal also reques:ggga change in
ke procedure SoCal uses. to.record monthly.depreciation:accrual
amounts to tha*t used by PLGS. Sofal-claimed -the-requested change- =
will improve accuracy, increase productivity, and provide-more tize
$0 Teview the impact oz SoCal of Commission- general-rate case:
decisions. prior:4o- the preparation of- depreciation accrual.rates. crooe
3otk changes wounld-bde:effective beginning with:test.year:-1983. :3tall-:.
reviewed SoCal’s-*equest”and“*etbmmended?that:the;gmppoggdgphapgegwpe_33
allowed! (Sxhivis 40, 3age’ 16=4).  Weiwill adoptnsrafllis -« ~ni ~ozino=at

e am e o

. mpen
"

c~econmencdations including the salvage assumpliions.c.-:.- 31717

b R e w
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The Zffect of Removing ING DR
Tom ‘Consideration in $his Case «-. .. - .

i el

The application, as originally ’iLed,-tncluded -a requesw L0 .,
slace $141,687,000 of costs.for-the LNG.project in PLGS'™ rate~base as
Dlant zeld -for future use: (”xhibit 2, Table AT=A) e~ winn: ax oo e

Removal of the ING-request.from this.case,.as. discussed—;'

previously, reduces SoCal's-test year 1983 -revenue requi:ement by
832,690,000. . . ee o e roea

L~

3. Iffect 0f Commission Decision~~
Wodify-ng Main and Service
2xtension Allowances

In Exhidit 119, SoCal presented theleffects resulting from
3.82-04-068, chang‘ng”the distribnxionnmain-and-scrvicewextension
allowance rules. "SoCal showed that during the firstiyear the-new -
ex*ens-on‘a, owanée'r&léé”éré?id*éfféct‘"its"reveﬂde"réqui;éﬁén€5}illf*‘

serease: 3248 000~ and in-the next year ‘the revenue-requirement will: - oY~
decrease $2, 772 OOO. 'SoCal“witness Sanladere--explained ‘that” the~ ST
firgt year +he ‘décrease in revenues related to ‘a-Tower - weighted -
ave-agn rate base, an amoun* which ‘will be-more ‘than offset’ ‘vy an-

nerease in” income tax- expense “due- %o an-fncrease- fi-taxable {ncome: -7

rom new business sefvice extension: eéntri bations) reduded 1nvestment~ﬁ*
*ax crediv, and lower tax depreciation (Exhivit 118). SoCal‘noted>
tz2a%t while service extension cont-ibutions willZcontinuve: todbe -
taxadie in <he ‘gecond year and ‘thereafter, SeCalts revenue:or:
'equi*eméhﬁ willibe5lowerfbeCaﬁse-the~cumu_ative reduction in therll:
weizhted ave*age'-ate base will more-than.offset the increased incomes:
saxes. . w.’.':" LooLrltrowellonil whnc’t Yeosw oo

b w * [ L Y

-~

item. - The attrition year' adiustment would® reflect-thisir edud%ion !
‘°v0“"e *e""‘*eme:t,-excen. that D 82-04-068 hag“been stayed. o7

- - " - e
- . PR N A .

[l
- A

- e
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4. Working Cash Allowance ST sl = -

(4 — *\v‘ T

AR -

otk SoCal and staf? used Stardard Practice T=16.ite:
estimate working cash‘ellowanee. [~ 0. To7C fn oL reltrollzos T
Tegal Divisicn argue& that {t mfght’ bevIess expensfve $o 120
atepayers to incur and expense ‘transactional’ fees rather than - .
capitalize the -deposits necessary o aveid them. 7T I lovozed
- M¥e “record in‘this proceeding s insufficlentcto decLdes:.vvag
this issue. We expect staf?f and SoCal to address +this issue-ip-.-%2.%
SoCal's next general rate case proceeding. c-Cri.znsl Uz rooiii LT
J. Taxes T A

o~
- AR Nt Tl -

uv,_‘_’nﬁ-'qnvﬂ\’ L
S, i

e CAd Talorem. Tax Zxpense. R T -

».

—— L -

- SoCal's .test year. estimate exceeds sta’*'s by $224 OOO.;:_;E.:
is is primarily due.to-.the-esti mated market value.ror the -Liscal ..
Yea—‘1982’1983-ejs°03153*93t1m3t¢d:3982'?983tm3?4ipfvgryﬁaa tert:-;:vr:&

excluding a-portion of the Ten Section project.was $1.42-dillion. . ....
SoCal later-agreed.that. the market value.would. be-$1.412 blllion.v.

The State Board of. “quali*a.tion hag_deternined the .1982-1983. ma.rke"tu,,. . .

PR

value Zfor SoCal to.be. . $1.4.14 ll;og_( Zxhidit 67).,,We will adopt the.;;;;
e BOa*d of. qualiza lon's. figure.for . calculal ngead valorem taxes, . .

T LT . e, -

and will also include the. adopted plant. addi*ione in.the.allowance,
for those-%taxes.- | - ~. . ..v

e S
[

AL e - . e LY e - e

2. 2Payroll. “ax Exvenge S e efiaa

. - .
L. —~ -~ -.-“«-‘-1—\ . Y PN . e
A e b

Staff recommended-that pay:oll tax- expense -0 817 715 000~ -
be allowed in test- Jear 198"5,’7_‘.3:1'..‘70‘1‘2.)000..1.1.935'.‘: t'h'an:: ;h‘?-::' ..._..}_1‘83. SOC?'l' BN
azownt of $18,757,00C.- The:major-diZference.resulss-from, otaer S;af;Zyw

witness' work force disallowances. ZPayroll tax expense will be
adjusted to.reflect the work forceﬂlevels.adopted in this opinion.
 2ert of- gtall's- recommended~eeduction.in pay"ollﬁxaxes~1
Telatved To svalf's proposal %to-li it-the?wager,;c easehf nonan-on~
exployees. Since we do 10t adopt stafl's wage'l:mitation »roposal,
we need not address thisg issue Zurther. We will allow recovery of
DayTell saxes hased on toval esvtimated wages.

pe

-~
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‘vw-u n T - - - - -

3:; Incoe Tax Expense ] -
' a.. Recove-y o*"Investment““ax _;“ R . L e m
~Credit (ITC)-Disallowed i
" This issue was ratsed fu S6Cal's prev*ous'éeﬁefa_ rate o
case where the Commission addressed *he subject in,D 92497 dated k
December 5' 1980" ek T P AT morToanl lomesd . o

PR

- e e

.
el

--7 717 "30Cal has -not yet been assessed- any““”“ e

: tax:deficiency; " nor-hag-the-ITC-in. - ~n:ov
question actually been disallowed e
by -the IRS." - . s AR

The Internal Revenue-Service (IRS) has-digalléwed  the =77

5% inc:eﬁeht“or'ITC:on‘diet;ibut'oﬁ“%rébéft& Jnti%s~and£t-of the--*<i--"
years 1975 and 1976- (Exkibit 18, “pageT)." The- ‘appéals’® process* rom- -~

shis dishllowance is continuing'*'SoCal requested that %he Comm:ssion"'”

‘ SoCaa noted that its annuaI‘repdrt'contafns“the
‘o’low-“g s*a*emea " '

v o= «u e P 4

RORTT Y e

"'”he additional investment *ax ‘
credits allowed  pursuant to the-Tax - .
Reduction Aet-0f£.1975 -for .- . . .- .=
distridution property. placed in

- 8ervice from 1975 through 17980 are-
-being-accounted for-on the. basis.

That due to certain 2UC orders the
wtilisy subsidiaries are probably- -
not-eligible-for the-credits. -The-
balance of such credits of L
324,155,000 a%-Decembes 3+, 1880 """
has been reclassified %o de? er*ed
neeme taxes To reflect the
n—obab_l ©y that they will becone

‘payable to-the Internal-Revenue-
Service.'" (Pacific. Lighting
Corporation Annual- Report for - 7 =
7°81)-»vc1 e e ma e et

PR B

.- -
Lo
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Consigtent with +the nelding of *he_ge_;*orqgaﬁ§upreme
Cour% in Southern California Gas Co. v °ublie;6€frl”00mm;n““ff°79)
23 Cal 34 470, 486 n.18, if the credi t fs eventual‘y*disallowed thus
increasing SoCal $.%ax. liabil ty, SoCal may. petition .the.Commission
for appropriate- relie*. O LT T T ppr s
B Normalxzation Reou red by the ZRTA LA

Both SoCa_ .and staff made thei.*calcula lons- according

%0 *he normalization -equiremen s o’ the ERTAL~TIn-Dx 93848 da%ted
December 15, 1981, we concIuded tha ' subfec*-toﬁam‘fans tion rule, a

zation method of af-:cemt~9sﬁmu8‘_c;-be-;used:.:;..vo _magntain
2igivilivy for.accelerated cosé~recoveryuagéyggg.::qughe;*eyegpe::;
increase .authorized -in.this decision, .stafl estimates:that... =~
approxi mate 1y S22 million is_ &ttribuxable-to L ZRTA. .

4. Tax-Equity.anéd. iscal N T

-~

Responsidility Act of 1982° - 1'”::J‘ﬁ“

A aRalad

On Auguss 19, 1982, Cong.ess paesed the Tax quity and L
igcal Responsidility Act of 1982 (T PRA) “he e’feet of TWFRA is %o

increase the uwtility's revenue requiremenz.; or instance, the
Tederal Tneaployment Tax base and“rate nave“been_increased and the

ks

act requires taxpayers using- the ACRS method -of depreciatzon ‘o
reduce the basis of 4he asset be*ng denreciated~by~one—hal’ £ the
I7C generated by the p*oPerty véing. dep-ecia*ed. ”here a*e also

2ddi%ional admiaistrative and o her COSvS asseciated with“””“RA.

e e
We will incorporate- tgeie 22cts 0¥ITEFRA ia- the adopued
resulss of operatiomg. - RToIv TU IhSTumdoscon mond naln
X. Astcition Allewance ... .. --..

A

SoCal requested an~aIlowance be madevﬁor financial and

el .h.,\”_‘

e .
orerational attrition in <the yearu*ollowing-.naueese-yea: Attrition

Ve

Qccurs when there are insufficient jiacreases in revenues: and

- = P
. owowty .“.-.-..-.,-...

1
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productivity €0 offset increases Yh ‘expenses, including the Cost of
capital and rate base occurring after the test year, thus ‘cousing @ --""
decline in rate of return in' the’ yea ollowing the test year. Since
the Rate Case Processing’ ‘Plan ‘allows ‘the -utiTrEtes ‘4o £ile for

general rate relief every other :year, the -Commission has previously
provided an allowance for a trition experienced by the utilities -::

- N

between"the rate cases. SITomom TREL TR nedsl

. Cemmem m s
RN . o T
N ol ¢

- 3otk SoCal and staz?f agree “that the most‘appropriate way~to
ziti ga*e the -mnacv of increased costs _in the’ nontest year"T984, due

o operational and financial attrit on,isﬂfeligbvi&e~*or;a step rate

-r'y-\*‘ DPRY 1~|A»—~

att i*ion— Towance to be effective January 1' 1984." PR -

A . N ~ - B
u-’\'-v_,- R
.

‘SoCal ecaleulated 1984 attrition at $163. 3 millton to:t;fgﬁ .z
reflect increases in labor, nonlabor cosis, rate base “and” -elated
itens, and for financial attrition-(Exhidbit 100). Staff reflected
the same factors.and calculated an allowance ot $96.8 million fon .
1684 attrit ;on (Exhibit,115) . SoCal: and~starffassumed‘deferent~test

Fear expenses p’ant levels, ‘and general ‘economie® assumptions. mRR LT

- o

As discussed previously, ‘the adopted ‘indices for
caleculating the 1984 attrition allowance’are: -the current latest-
available DRI CONTROL forecast,-the CPL -index, .and-the PPL-index.-—-:
~adustrial Commodities without:modification. :On-oxrabout:-November 1

test year. 1983, SoCal shall file an advice.letter amending upward .
o dowanward  the:attrition-allowance. specified-in this-order. -At that --
vize, the Commission may:adjust-the base -to reflect: caanges in-the' - -

ORI CONTROL Zorecast for: 1982 and 1983%.. LT omnlros

rate bage amounx:for;the:attr;tion~yeary;:SoCalgused;a least:squares
trend to.arrive at its-rate-dase-component. -Stafl.used.a Live-year
average o2 plant additions inclusive-of 1979, 1980, and 1981 .reconded.. -
azd 1982 and 1987 projected-additions.. -Stalf Zigures reflect.. :..:

e -

d ™ s Mo

inflazion. The 3tal? apwroach is reasonable and we will adept
stall's estinate 0F rate %hage for the atetrition year.

LN
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: ‘Ehe(adon;ggxg;;;;t ion allowance calculation-is shown .in_the ..
ilowing vable.... .. S e N AT
- L Souxhern California Gas Company. .

a‘-tt,?i_.tfqr& Allowance Zor.1984.. . .

S Ll OperationdI‘Attrftlonu PRRER

0&M Component ~~° . SlTOCotuTI NOLTLTTTL
Labor (343 94T)* x 02:***
Nonlabor (109, 783)**x.°P*****

Zay>oll Tax Componens s . °° : Ll

Aé-Valoren-Tax Component,- . s

Depreciation Expense Comnonent i

Rave 3age Component ™ :-C T L

acome Tax Component N
.Total Operational Attr*tion

ancia_'ﬂrwgition\. I R
”ot Attrit

,_...\,,q‘,.. oo a

- - PRSP

I e (Re& Pigure) r .
* E3f9:5?iﬁ"x;f1§83";séélé fon ’acvor 7 625%) =" :3¢3ﬁ’i7:;?

* %

T04,257) ‘x <(1983 .escalation Tactor 5.3%) ~ =.:0it09,785.:
*we 1084 inflation factor-based -on the latest - DRI -forecast.
wer® 1984 inflation 'actor baqu on the latest‘DRI ‘orecast.“

- - - R

R T XI. ?ate Design -

A. SoCaI’s‘?rdﬁdsarfférfWhoIesalé?Custdmers:2 T ZA S
T - 0ntApril=30;:1982, -the ALY Truled “that -the ‘scoperofithe.ratesn’
design issues in the case.-would-be-limited to-receivingievidence on:o ::
Tze wholesale custemers’ capacity "chargesv: Underithistruléng; . wrwor
SoCal's witness Scalf prepared’aBase Supply.and Load:Eguasion o7
(38&1Z) cost allocation study (Bxuivit $02) whichiwas:thencuséd syl
SoCal witress: 3enz to-calculate the "percent-ofimargin" figures for
the two wholesale customers, SDG&E- and Iong Beachr {Exhibits 107) 2oWes
will use’ these "percent of margin® figures to compute the-wholegaleis il
cus:cne:s‘"caiédi*y*c“é;éés-Sﬁééﬂlonr*%elﬁarg‘ attoTeeauthorized fponovs

ne decision”in” *a‘s case” (Hxh_b: 03, nages~8-°)-51: DI Loo ZEe

' V- e RN P '-—-.-,.-..,-. T e A
[ .- e e L R R AP .
P
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~.Ina adonting~SoCai 3 BS&IE cost studys Lor this proceeding, -..-

we note that in D.92497-in SoCal's- 1:98% general.rate .case, we stated::.

"r[Wle-are atiracted by the BImplLichty of: ~ . r--v o Lonlracneo
SoCal's proposal to.use the percentage . _ '
relationship between the wholesale ‘ghare -of ¢t
the margin-based. on the BS&LE cost allocation:
methodology and the. total proposed margin . N
applied to -our, adop*ed margin. meo(DI9249T pry T e T

imeo dage 142). .~ . D E R T S

,..‘.... LN TL _uun,.u

- SoCal's wholesale customers:generally-.accepted the-BS&LE~~a‘-
ssudy prepared by Scalf. Both:SDG&E:and Long-Beach-cross—examined.- . - -
ScCal's witnesses to make:sure:that-they were-not charged ~twice Zor.

[P
u

concerned SDG&E and Long Beach wereg:for-example,-conservation costs, .:

overpressure protection costs;: PCB costsy distridution-costs;Tand

uncollectidble costsis Cross-examination of Scalf:showed thatinone-of .-

thesefcostSZwereiallocazed*to~the«wholesaleucustomers-ﬂf Tl Al

- e T e a2

- SDG&E pointed: out tkat ScCal.wiltness. Braldy-revised.hl
p:ojection of well repairs resulting.1n:abreductionvof~$11,986 400
$10,208,000. SDGEE requests:that-this:-reduction:be recognized 1n,the

nal figure.

SoCa_ argued *aat by conveniently. cnoos:ng,a‘érngrE‘ftem

ot el

revisé *?e Bs&ub regults, SDG&E ignored ouhe* adjus ments wh ch iz

reflected in 2 comp’etely "evised BS&ua s*udy, wou_d increase the”“'
Zigure otug;w se develoned ’o* SDG&; _SoCal noted that a comp’ete

\..,\.u feoa

Tevised 3S&LZ stuly vo redl lect i% fina evnnﬁe *eqﬁ.rement was no%

-

PR -,...,-r

ared because of i3S me-consun-ng,na*"fe “We ag-ee w *h SoCa
384IZ % dy, as submitted, is raasonab ¢ _or.'hzs nroceed ng._
Acco"d‘ng y,,we i l adqpu SoCaI s pe*cen* o* ma-gin 'lgu a3 as’

Fniedododin T -

disc.ssed oe ow.‘ﬁ, B ' o

L . - -

e . .o - . Loar ’\; F‘

te derivat ot of the ne*cenvage s  €\'n p*pé vesween

S“G&_ s a“d gonb Beach s Stare of ma‘é-n gnd the ota; n*oaosed '
zersin is szown iz Exhidit 10".""he pecex s €nrived :

h
Ikt

DI AP

cersain costs they incur ia their-operations: ;The~costs-that. .lloon-r
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skhat exkibit (excluding ING and Ter Section costy): of: 2.2155% and
4596% 2o SDG&ZT “and ‘Tong - Beach, ‘éﬁpectﬂvéry;ﬁaFdfs£m‘Iar;tOrf' o
vercentages ¢f margin deveIoped?*n SoCal”s 198? general rate case of

LI -

2.2265% and .4581% (D.92497, mimeo .page T43): = <°%57% 0 ~iu-

o~y ~ e

eI

T b e

The Zigures of 2. 2755% and :4596% - should “be.. used to- de*ive
<ne wholesale cus omers‘~capacxty-cﬁa:g§s fdr test year: Srég3." Por
example, i “he total authorized margin were to be; say,‘m_;::
$1,000,000,000 (congisting of the currently:authorized marginiof $725
2illion plusi<the margin increase:-adopted.iin-the test:year 1983~ -~
decision), ‘thern SDGEE's capacity charge would be:$22;155,000:
annvally, and on a-monthly dbasis-$1,846,250. - o m
3. Mirther Rate Desaisn .Constderations-: . ~z.° 7 sl M B LIT o Lemen

The Commisgsion.will. examine existing:ratn design~in-SoCal: .
October 1982 CAM proceeding.. Therrevenue:requirement adopted: in»thisf~;
proceeding will be-combined: with:ther revenuer requirement . adopted-4in. -

CAM proceeding” and the-total-will: ber spread ir-accordance: with

"XII. Pindings-and :Conclusions:: ALl

ndxngs in the ' CAM. proceeddng. =~ . oo = 7ol Ilow oo

Dindinzs 0% Pacu

oAy -

1. SoCa_ is in need of additional .evenﬁes bux SoCa. 's” amended

[P Aﬂ'_ T e R -

-ecues. o’ 84 4 million is excessiv o InTID Lnrlroes CIAEDT eRr cuoves

oo o -

2. _”he *ecommendations o’ *he parties to- *his nroceed;ng"or‘

A

qu_ty are oo h gh."”he nb*dence'*ﬁ‘tz* troceed ng RRTSOR

(R - -~ ~~. ;o e

s a' ..OW‘ ‘e u‘n on équ-\o o. e T e ‘-"""'“" Sl bw-- PRI
3- A *ate‘o’ -etu.n’of 12, 80%'0n *he conbined adoa Ad _ateAgggft

. § o - -
- e e

vase is "easonab e. Such a rate o2 return ii’ orov*dé a rnturn on”

.,.,....;-, +

equizy of approxizatély 15.75% and & timés-interest cove*age (afte*"'
tax) of 2.1S. This return on capital is <he aininmm 1endnd SEeRMT e
atiract capi a_ as. 2 Teason ab cos* d 1o*';mna1‘ Socar"s c-ed‘t.

H.‘,,. .o e

-
A

4. 7o earz a 2. sc{ Ta% e o’ “e*"*n on **e aioa*e *a»e aase:“;

“*"v T e oo
-

SoCal'* zase rates need %0 be inc eased e:fect‘vn'oanua 7 T 108 o
$212,7¢8,700.
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5.7 Anallowance “for operational ‘and fimancial ‘attrition is
necessary- for SoCalto “offset increased“costs:-in thevsecondiyears= Tritg
du:ingfwhfchmthe“newfratéaiwirrfremaﬂ'KTnféffedt:ﬁﬁ?rbVIdrdglﬁisﬁép-ffﬁ*
sate increase-effective January-T, t984.-is a“reasonadle means to-u‘
proyerly reflect “these ‘increases -in -cogt. - T TISIS TOTES

761 TIeTis d4fficult- 4o estimatethe" appropriate~escalatfod~
factors Zor labor and nonlabor expenses Lor the attrition year’ >t -
Therefore, the adoption- of ar indexing-procedure for deteérmining -the
1084 at%rition allowance-is reasonable to protect Sdcarfas‘WeIE?asﬁ“fi
+he ra%tepayer,- from over-or underestimates ofthel"ITavor and nonlabor”
escalation Zactorsg. -~ T NULTIownrnl ol URTOMG TOlCn o7 TeIZtlionTs

¢~ ! - P - v

7. ™e DRI CONTROL forecast is a pubTfshed :fndex and “fgi=7ir8

reasonable "for-use - inc calcuIatingRSOCaL“s attrftiod”dllowance ‘or~‘
1Q84. —7 7 TToo nnoomTUnoTvooavis oo CIlwenm ol Jen mome oy o

v -~ 3 »
P " ey - - S
» ‘- - o -

8. The actual amount of SoCal's attritfdn ‘allowance Zor 1984 57 *-7
is bves% determine&*fcllowing~the~rfling‘of an "advice Tetter vy SoCal
or or before November T, 1982, based on the ‘attrition -allowance ¥ inoiy:
caleuwlation adopted in this decision,“adjusted to~reflect the latest™ -
avellable-DRI CONTROL Zorecast for the CPI-ALI Urban-Consumers index
and the-PPI ="Industriel-Commodities index-for:1T984.  “The hasge may->"51o7x
also e adjusted "to reerct .changesa - in‘those Indices for 1982 vand >

‘Q " PN e, B T I R I o L R R he ‘,."\
., 3 em .o e et N .,.-..s..-\.. oLt e im

=&

ig"reasonable to adoptithe-staff methodologyifors
ate base increase in the atirition year. cLlie g
SoCal's ‘request ‘totaling-$39 miIIfcn Por-ro83 congervasion
srograx exbenditures’is excessive inTview of-a‘projected 7983 revenuel:”
requirement- 02 $76:3 million-Lor CCA “funded “conservation programg .- -7 -
I< is therefore reasonadle’ 4o make-a’ sign ficant’ reduction to-SoCal's
request in this! p"oceed_ng.-'w T LT :

R -~ - - e -, e
. - .- - -
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11. - The -amount authorized -in this - -proceeding .for.conservation
programs, together with the - amounts: funded through CCA-rates.will..-...-
enable SoCal %o continue -an-effective conservation-program:in 1983.- =

12. -:It-igs-reasonadle-to allow:SoCal-discretion-to-allocate-up .-~
to 31.0 million among adopted individual -conservation -programs. -Any.-o-z
funds not .spent.during the-.year shall de.carrried forward.for:future
use iz conservation activities.:.  ...-... covelasse fae omafalowoh osmorosn

s e e ay w g oy o - 4 - ~_. A e e

13 ~2he,sola:/ggq conservation -program . -should . be -discontinued. ...~
because the prog-am-is largely an adte:tisingmefkc:prraqd is - nov-cost:o-
eZfective o all ravepayers.. Ratepayers. already-have.a.substantial. .. .-

P

comnivaent $0 solar energy use In the Solar Water Heater -~ai- ~oismnoc .

O Ty W

Dexonstration Financing Prografle - . - =r.ca-st I0ITVOD ST a0 LT

- / - oy .
F S A S A W »

14. --The .appliance efficiency. -progran-should -ve .discontinved . ...

because the program relies heavily on advertizing and is not cost-
elfective to-all ratepayers. .... .- -.~-- ‘ mo

Tu i T B »-'-aw r-,-- . oy

B A - b Ao —

5. SoCal's request for the. COnservation -Bducation.program 1s -

excessive. . -However, .sone - funding Lo :develop:the energy habits.of.
elenentary and secondary.school -students is.needed.. .. ...., ~2.-.-i.-

16.. SoCal's-funding request fZor the Eneggy;Ef:bqﬁqﬁcy;kudips,ﬁ_* .
program is excessive.. :The-cost effectiveness-of-this- program-will-be:-.
izproved by "eliminating certain-activities within~-the-program... . =:_

17. The New Commercial Customer Congervation Program should not:: -
be funded because-0f:its-high-cost-and-the questfonadble-.cost-- .o
effec‘c:.veness. ST mmmemees N a A e

. o ) ‘. et e v‘«"“"' oy e, s oam e
- wheve w0 A e

18- The cogene-a o*\prog~am whi ch has -been. Zunded ‘since 1979
tas provided-no results-so far and.the prospects for.the.future. -
indicate no-.change.. There-is no.justification %o .cont inue—funding-¢;;¢¢

19..The benefits-to-the. ratepayer. from: the-Residential-New.. .. .-

. -

Comstruction Service %o Customers progran are very.uncertala. .There: .-

Winee ) eee

e -

is 20 Justification to have the ratepayer fund 4his program.
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- 20..7"The .RD&D "expenditure level adopted -is:reasonabdble -amd will
allow:SoCal:t¢.continuve-ita- p:ograms at about :the-same-level as~in...
the past.. © - ~ e oo sD T TZT sl Mmceammns saisms amr mafin ceaz

- Ve e e e - Gl Al w4l e w .,n"_\...s

21. CThe expenditu:e levels adopted in.the-results oi:ope:atiqusq:*
are reasonable-and will:permit SoCal-to_earn:its authorized rate of -
retura inﬁthe"test'yearfi’ SoCal .prudently-nanages its operationss;f:

22. The wage. increase:negotiated-by-SoCal for-1983 rand. 1984 is.
*easonable for use in cal cula,ing,expend-,u:ezlevels.fo:hthertest;f::‘;u
year and attrition yearc - -.r U T oooenr e s ldmmroom o olorlo T

e e e - [ ~ - .

27. SoCal's'reguest. to-annualize wages shouwld be .rejected-siace::-
rate relief is granted at the onset of the test:-year.. - ~r n~. z7ovoror

NP i
s

24.  Based.on the-November DRI CONTROL .Lorecast, -it:ks- -7 .57

Teasonable to- adoPt-a'nonlabo*"escalafion-zate~of 2.7%~for-%982, and ~.. -
5.3% for 1083. e o e e s Tm e T e

' R
B P 4-\- [N - u\..‘.u--.—w-n‘lu‘..«,- *

25." "The userof the. Vovembe* DRI: CONTROL ~forecast torestablish
nonlabor escalation rates i3 reasonable.. . i ¥ coovmol lemerod

. - -
-

26+ SoCal-couldhave estimated-gas.losses:from-sucfacel leakage, o
incidents and- plant bdlowdowns.- ‘It is not:reasonable-for the ~. «=~-.: 7.

ratepayer to vear the consequences of SoCal's lack of~diligence:in: =ro-=

sursuing recovery of these expenses whichooceurrediprior-toothe test
Fear. - - P T B S S ST Teer adToml s

- -

-
T
-
-

-

o
- et

27.. . SoCal shouldmnot;receiverfunding;for;pre-k983;losses:due;to:;:
zigration of Zas outside 1its storage. fields.- It is,rxhowever,-- .- -~

Teasonable 0 allow Tecovery for these types of losses in the. futurec:--
by meanmscoft a deferred accoumnte it LI LD mormonmalr wsl £7

- B— . P PR - - R,

28. “The:ratepayer should:not-haverto-fund AGA-dues:since the“’“r";

e

ary purpose o the. AGA: 13- to: promotel the: gast industry and~ther s.ro:

-

niverests of its stockholderst: :Thevbenefxtuflowedcrh.ongh~xouzher:e:tvq
tepayer is incidental.

229
L
e ke
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29. SoCal .did mot-demonstrate the reasonableness ofits funding
request Zor dues-and-‘donations.. It iz reasonable-to.allow:SoCal:-nows. .
20re than the amount authorized in SoCal's last general rate casge:for ~v
exyenses related ¢o-Other Dues. -That-amount:is:$1t09,000: =77 .1

30. 'Since the reasonableness of all Ten-Section expenses will- - -
Ye the sudject of aseparate-proceeding, "it:-fs-reasonablectorallow:-iru*
SoCal a balancing’account. procedure to.reflect operating expenses for

withdsawal of-the:cushion. gas.:_(~ro- Lr-oroliclors o ml ooy o mnt o ldomanons

31. It is reasonable to treat Ten Section cushion:-gas-as-gas. in:.
storage -since this gas. will be-availadle-for: use-by:-SoCallsli.z .II
ratepayers i the test:year.: = Ui v.ounn N7 oo osndnoan :

32. The adopted treatment of Ten -Section expenses:in- the test
year should not in any way constitute a prior approval-of-the - :.~z-.. -
Teasonableness of any of the expenditures. SEEDY s

33. . -Becausge of. the-uncertainiy-of-the date of implementing. the

proposed Fecderal Survey Regulations:-f£or gas leaks, it~is-reasonable- --

to allow SoCal to.establish . a:deferred-account~so~that-any expenses
iocurred in the test year could:be recovered~in: SoCal's.next-~general: .- :
rave cage proceeding. - . oUCU Un s occousaonts onr oagnd o7 mocamoTon

- - -

'34. 3Because:of:the- difficulty'in -estimating- PCB-related.~ -
expenges in the %est year, it i3 reasonable to allow SoCal $3. O
2illion in expenses-at this time and~this-amount-will:be adjusted”:
2or over o-‘under"expenditurevin‘SbCal's:nexxrgeneral‘rame;caseﬁzg::ﬁﬂ-

3r°ceedkns- - S ) caw e o R T < . - W R e

-

35. The percentage of margin figures o‘“ *2155%‘and 0w 4596%%fw: e
should be used to:derive the.test year 1983 wholesale  customer .-l
capacityccha:geSﬁ'or-SDG&EfandwnongrBeachrrespectivelyz~ These; ~ -
percentages o not:
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- = e e -

3. Conclusions of Law"_

~

I
L]

e e e

des~gned to generate the $219 7°8 700 in add*tional 1983 test year

gross revenues based on our adonted results of opera*ion in this
vroceed_ng., ) OTRe CIToLThe L

e - AL -

2. The ef’ective dafe“of this order shoﬁld ﬁe *he daté it is
signed because there is immediate need for rate relief concurrently

wivh the commencement of the 1987 test year under %0 the Commission's
Rave Case P:ocess;ng Plan.

3 SoCa_ should “be-authorized to file revised gas rates to be

-,

-~

eZfective: January 1; 1984-t0 generate additional revenues. based <

our caleulation for- attrition as set forth in this opinion, adjusted
to reflect the- laxest available DRI Control forecast for the CPI -

All Urban Consumers~index and the PPI - Industrial Commodities index
for 1984.

+

IT IS ORDERED that:

1. Southern California Gas Company (SoCal) is authorized an
annval increase in gross revenues in the amount of $219,798,700.
This Increase in gross revenues will %e deferred to SoCal's CAM

A.82=00-12 for inclusion with the rate relie? authorized in +hat
decision.




A.51081 ALJ/kxm *

2. SoCal is authorized %o file an advice le*ter .on or bef

PO D

Novenber 1, 1987 ’o- increased "ates to offset financiar“and“*——*~*~

o -

oae-ationa_ att:it on consistent fith.*he discussion set ’orth in

R TR /'*\'

this opi:;on,,NSueg‘ra es ehall not be. e ective before Janua-y 1

Lo, e o e .f.~r,

- o o . " . o LAY o evaomon
4 ' - 2
98 - .

Saittials - " s e L e

his order is effective “today. - =
_Dated December 8 1982 _at San Francisco, Cali*ornia.“:

- , —,.:.,...a...m,.‘
PR r,-‘ml\ R oval . - e m o

—-— L . . B .
Cee, W e - A _— o
2. s a - sl

-

Tt STorenivim sz top.e+:JOBN . BRYSON .- o -
L . ) “Presfdent ’
I concu. and" ‘sSent'*n part.s -~ weITellh RICEARD Do GRAVELLEwLvIozo:lo
- - - - - -f AL » Fen o oo NLAONARD Ml- AGRIVEES » JR. ma e
/s/ RICHARD D GRAVVLLB . s ‘VICTOR CALVO
-Commisgfoner-=v 7t JomTral IRT wlTPRISCILIACCSIGREW so0lTes
moItiiszmel Ioiwrool T7 wdr gne xefOmmissioners ...

- N e A i e A - - e A an e g —

[

T CERTIFY THAT Tﬁis ~-DECISTON
WAS ﬁ‘P.J":D BN w?ﬁﬁﬂﬁvv

,
L d
A

CCVMISSIONE

scph E.

/
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APPENDIX A
LIST OF APPEARANCES

Applicants: David 3. Tollett, John S. Pick, Robvert B. Keeler,
JeZlrey E. Jackson, and Robert M. Loch, Attorneys at Law, for

Southern California Gas Company and Facific Lighting Gas Supply
Company.-

Protestants: Eerman Mulman, for Seniors for Political Action; and
Jameg Dycug and virzil Ed Duncan, for themselves.

interested Parties: Michel Peter Florio, Sylvia M. Siegel,
Rebert Spertus, Attorneys at law, Zor Towand Utility Rate
Yormalization: Xenneth A. Strassner, Attorney at Law, for Ximberley
Clark Corporation; J. Marc MeGinnes, Attorney at lLaw, for Santa
3ardara Iadian Center; Mike Pavarian, for Sierra Club; William L.
{aecht, Attoraey at law, Dy Philip C. Presber, for California
Association of Utility Skhareholders; Granam & James, by Thomas J.

MacBride, Jr., Attorney at Law, for Simcal Chemical Company and Uzion
Caemical Division of Union Qil; Antone S. Bulich, Jr., Attorney a%
Law, Zor California Parn Bureau Federation; Xicnar . Hamilton,
tworney at law, for Western Mobilehome Association; Halina
S.0sinski, Asvorney at Ilaw, for Califorania Commmnity & Junior
Tollege Associaticn; Sarry K. Winters, for University of
California; Henry F. Livvitt, 2nd, Attorney at law, for California
Gas Producers Association; Martin E. Whelan, Jr., Attorney at Law,
£or Tenachapi-Cummings County water District; Zroveck, Phleger &
Zarrison, Wy Gordon E. Davis, William H. Booth, and Richard C.
Zaryper, Attorneys at Law, for California Manufacturers Association;
vohn W. Wist, Cisy Attorney, by William S. Shaffran, Deputy City
<sorney, for City of San Diego; Robert W. Parkin, City Attorney, by
Richard A. Alesso, Deputy Civy Attorzey, Zor City of Long 3eackh;
Joz2n Z. Sury, =. }ebert Barnes, larry R. Cope, Susan Magid Beale,
and Susan I. Stewhauser, Attorneys at Law, for Southern California
2discn Company; Goeag Wheatland, A%torney at Lew, for Califorzi
Inergy Commigsion: Rancdall W. Childresg, Jeflrey L. Guiterc, and

Williaxm Reed, Attorneys at Law, 20T Jan Diege Gas & IZlectric Company;
Jowney, 3rand, Seymour % Rohwer, by Philin A. Stohr, Attorney a%

Law, for General Me%ors Corporation, Otis M. Smith, General Counsel,
end Julius Jay Zellis, Zsg.; Johkn L. Mathews, Attorney at law, for
Jederal Zxecutive Agencies; Manuel Xroman, for aimself; Ira Reiner,
City Avtorzney, by Zd Perez, Deputy City Attorney, for Civy of los
angeles: and Stechen 2. Crouch, for Les Angeles Deparitzent of
Neser and 2ower. ’

Commission Stas?: YViechael 3. Say and Alvin S. Pak, ATtorneys at
Taw, and A. V. Garde.
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RICHARD D. GRAVELLE, Commissioner, Concurring and Dissenting:

I concur in today's decision, except for two items,
on which I respectfully dissent.

irst, despite the very small amount of money involved,
I cannot accept the decision to allow SoCal $109.000 for '"Other
Dues." The actual record in this casce does not disclose the
organizations for which dues are allowed. However, staff's work
papers - admittedly outside the official record - show that SoCal
and staff both would have the Commission approve in rates donations
to such organizations as: California Taxpayers Association,
Capital Legal Foundation, Conference Board, Inc., National business
Aircraft Association, Inc., Pacific Legal Foundation, San DBermardino
County Taxpayers' Association (as well as Kern, Santa Barbara and
Ventura County Taxpayers' Associations), and World Affairs Couneil,
to name but a few. However worthy these and other organizations
may be, I cannot find a link which relates theilr purposes to
ratepayer interests. In my view SoCal did not meet its burden on
these matters, Rather than consume valuable hearing time on such

-

crivial expenses, I would simply disallow such dues as a general

rule. Sharcholders can dircet management regarding the cxtent to

which they wish their money spent forxr sueh dues.

Second. before approving $8,225,000 for SoCil's RD&D
program, I would apply the majority's "invitation" (ante, p.49)
to staff and SoCal to apply the guidelines we recently approved in
D.82-12-005 in OII 82-08-01 to the specific RD&D projects for which
SoCal requests ratepayer support. The main thrust of those guidelines
is to force the utility to prioritize its RD&D projects in terms
of their benefit to ratepayers and their relationship to the utilicty's
résource plan. After reviewing SoCal's workpapers for the 42 RD&D
projects which the majority approve. I cannot discern a sound basis




for allowing or disallowing any RD&D expense. Absent the
justification which D.82-12-005 requires, I would apply the staff's
proposed across-the-board cuts to insure that SoCal pursued only
the most beneficial RD&D projects.

San Francisco, California
December 8, 1982
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CRINICN

Southern California Gas Company (SoCal) and Pacific
Lighting Gas Supply Company (PLGS) request general rate relief
anounting to $567 million in additional annunal revenues beginning
canvary 1, 1983, and a step rate earnings atirition adjustment of
approximately $207 million, to be effective January 1, 1984.

During the pendency of the case certain events occurred
which had the effect of reducing the $567 million increase originally
recuested t0 3414 million. Likewise, the 1984 requested attrition
allowance was reduced from $207 aillion to $163 million. These
changes are discussed in the procedural summary section.

I. Summary of Decision

his decision authorizes an increase of §

gross revenves for 1987 and an additional increase of $
in 1984.

SoCal's base rates were set two years agoe in its last
gezeral ra%te case proceeding. The inecreage authorized today offsets
increases in SoCal's costs of doing business which have occurred
since then. The principal itexns which have contriduted %o the
increases are: inflation which affects costs of operating and
22intaining SoCal, escalation in the cost of capital which Sofal must
dorrow to exzpend and replace its facilities, and increases in wages
ané venefivs of SoCal emdloyees. Not included is the cost of gas.

Qrne 0f the major items in this proceeding is the return on
eguity whickh is tre profit left to common shareholders after all
expenses, interest costs, and preferred stock dividends are paid.
SoCal reguessed a revurn on equity of 20% and argued that such a
Tetusn i3 necessary in order to compete in the financial markevs.
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2quity is a riskier investment than utility long-terz dedt
and, therefore, requires a somewhat nigher return. While there has
veen significant reduction in short-term interest rates at this time,
the same cannet be said for long-term rates. Long-term A-rated
wiility debt has recently been commanding interest rates of 14% 4o
15%. We recognize that SoCal must turn to these same financial
narkets $0 raise funds. Accordingly, we grant Sofal a % return
on ecuity.

During the proceeding SoCal informed the Commission that it
nad discontinued developument of its Ten Section underground gas
Torage project. SoCal cited substantial increase in costs and a
nore favorable gas supply outlook than when the project was
niviaved. SoCal stated that the final decision whether or not to
proceed with the project will be nade later. In the meantine,
SoCal's rate request was modified %¢ reflect the changed plans for
Ten Section, which will be limited %o removal of cushion gas now
svored in the field. -

we denied SoCal's request t0 consider expenditures related
%0 the Point Conception Liquefied Natural Gas (ING) Projecs. ALl ING
project costs will be considered in a separate proceeding.

Rate design is considered inm the decision issued today

covering SoCal's QOctober Consolidated Adjustment Mechanism (CAM)
application.

As a result of this gereral rate increase, an average
residential customer’'s heating season gas Bill of _  ~  therms
will increase froz § t0 &

- An average summer bill of
therns will increase from $ to &

-
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II. SoCal's Present QOnerations

SoCal is a public utility engaged in purchasing,
istriduting, and selling natural gas to customers in the Counties of
los Angeles, Tresno, Imperial, Kern, Kings, Orange, Riverside, San
3ernardino, San Iuis Obispo, Santa Barbara, Tulare, and Ventura.
SoCal also sells gas at wholesale to the Municipal Gas Department of
the City of Long Beach and to San Diego Gas & Electric Company
(SDG&E).

SoCal owns underground storage fields at Playa del Rey and
Sonor Rancho in the Los Angeles area. SoCal, under ivs contract wit
2LGS, operates storage reservoirs owned by PLGS at Goleta,
Mon%ebello, Zast Whittier, Aliso Canyon, and Ten Section.

As oL Decenmber 31, 19880, SoCal's transmission systen
consisved of 2,270 miles of pipelines. 1Its distribution systenm
contained 34,412 niles of various size mains and its 3,036,480 gas
services supplied 3,793,062 active meters.

The capital stock of SoCal is 93% owned by Pacific Lighting
Corporastiorn (PLC), a holding company which also owns all of the
outstanding capital stock of PLGS. PLC also owns 28 nonregulated
subsidiaries engaged in utility-related enterprises such as the
exploration, development, transportation, and sale of natural gas,
coal gasification companies, and equipment leasing, and in nonutilivy
enverorises suckh as nortgage loan servicing, building cons<truction,
real estate development, furaiture sales, and agricultural growing.

2GS is a public utilisty engaged in acquiring,
Transpor+ting, storing, and selling natural gas for resale exclusively
t¢ Sofal, the distriduting affiliate. PLGS sells gas to SoCal under
2 cost of service tariff authorized by Decision (D.) 76598 dated
Decenmber 23, 1669, and subsequently modified from time to time.

Included in the cost of service is the rate of retura found
reasonable by the Commission for Solal.
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As of Decenmber %1, 1980, PLGS owned 915 miles of natural
gas transnission pipelines, including 19 miles owned jointly with
SeCal. °LGS also owns the Ten Section underground storage field in
Xera Counsy.

SoCal and PLGS purchased gas in 1979 from various
Califoraia sources, including Pacific Gas and Electric Company
(2G&E2), and froz out-of-state sources such as El Paso Natural Gas
Company (21 Paso), Transwestern DPipeline Company (Transwestern),
Tederal OZfshore, and Pacific Interstate Transmission Company.

II1. 2rocedural Summary

Under the "Regulatory Lag Plan for Major Utility General
ate Cases”™ adopted by the Commission, SoCal tendered its Notice of
ntention (NOI) on September 1, 1981, informing this Commission that
it intended to file a general rate increase application based on the
resulis of operations for test year 1987. The NOI was accepted for
£iling effective October 1, 1981, and docketed as NOI 59. The
applicasion which was desigrnated as Application (A.) 61081 was filed
on Noveaber 30, 1981. It requested general rate relief amounting %o
567 miilioz in additional annual revenues beginning Janvary 1, 1983,
Tep rate earnings atirition adjustment of approximately $207
<0 be effective January 1, 1984.

During the evidentiary hearings certain events occurred
which caused SoCal to reduce its request.

Tme administrative law judge (ALJ) granted a staff motion
against taking evidence on SoCal's propeosal regarding its ING
2rojees. Also, the ALJ deferred any devermination of SoCal's
congervation reward until after a decision was issued by the

Commission in i%s rehearing of the reward/penalsy conservaetion
incentive concept iz the PG&E 1981 general rate case A.60153.
ivion, SoCal revised its plans regarding the
development of the Ten Section underground storage projest and
sresented evidence on she impact ¢f the revision.
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Also, SoCal introduced evidence showing the impact of its
1, 1982 wage settlement for the years 1982 and 1983. Purther
ence was introduced by SoCal to show the impact of lower
inflation estimates for 1982 and 1083.

SoCal stipulated o certain adjustments. The details of
all the adjusiments are set forth in the comparative exhibit (Exhidit
141). The net impact of all these changes was to reduce SoCal's
requested revenue increase in this proceeding from $567 million to
3414 million. The requested 1984 asttrition allowance changed from
$207 xaillion %0 $163 million.

Public witness hearings were held on March 1, 2, and 3,
July 7, axnd August 12, 1982, in Los Angeles. Evening sessions were
conducted at the March 1, July 7, and Augus® 12 hearings. A
prehearing conference, with Commissioners Calvo and Grew in
attendance, was convened on March 4, 1982. ZIvidence was taken in Los
Angeles and San Francisco during 38 days of hearings commencing March
8, 1982, and concluding July 7, 1982. This matter was submitted

uwbject o the filing of opering and reply bdbriefs on August 3, 1982,
and Augusy 20, 1982, respectively, and pending oral argument set for
August 13, 1982, before the Commission en bane.

Opening and/or reply driefs were received from Sofal, the
Commission staff (staff), City of San Diego (San Diego), City of Long
3each (IZong Beach), City of Los Angeles (LA), BExecutive Agencies of
the Uanited States Government (Federal Agencies), SDG&E, California
Manufacturers Association (CMA), Tehachapi-Cummings County Waser
District (Tehachapi), and California Association of Utility
Srareholders (CAUS).

Transeript corrections were received from SoCal, the stafs,
and Toward Utility Rate Normalization (TURN). These corrections are
incecrporated in <he record.
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IV. Publiec Witness S+tatements

During the pudblic witness hearings, 62 persons made
statexzents. All dut one public witness opposed granting the
requested rate increase. The public witnesses explained the economic
nardships they have suffered as a result of the 1981-1982 recession
and the recent spate of dramatic utility rate increases. An oft-
repeated theme was that it seemed incongruous that during a <ime of
such economic calamity SoCal would request such a large rave aike.

Most ratepayers complained bitterly abdbout the number of
rate increases permitted every year. They were particularly
concerned with the inability of senior citizens or those on low or
fixed incomes 0 pay continued utility increases.

Some witnesses expressed strong sentiments ¢onceraing
SoCal's requested conservation reward which was later withdrawn fronm
this proceeding. Conservation, they explained, has little to do with
SoCal's market services. Rather, they contended, conservation was
%“ne product of their inability to afford the energy to warm their
aonmes, ¢oox their fo0d, or heat their water. If there should be a
reward for conservation, the public witnesses suggested it should e
in the fora of lower rates for the consumers who have previously
suffered %ne discomfort of higher billings despite their lower
consunption. Some testified that they had heeded SoCal's insulation
reconmendavions only o discover that, in addition to now having
vay for insulation loans, their bills were still c¢limbing faster
taeir paychecks.

Other concerns noted %y the public witnesses are:

2ublic witness hearings should be held in every
locetion in the service territory, not just in
Los Angeles.
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-Hearings affecting southern California
customers should not be held in San Francisco
Yecause the ratepayer pays the cost of “travel
t0 San Francisco of both company and staff
personnel and is deprived of the opportunity %o

+tend the hearings.

-Ttility employees, like employees in other
industries, should limit or forgoe wage
increases bYecause of the hard economic times.

Zigher gas b»ills would result in an unending
inflationary cycle.

-Conservation advertising is unnecessary and a
waste of money.

.2eople’s ability to pay has reached its limits
and consideration should be given to human
needs.

.SoCal was seeking to0¢ high a return on its
investnents.

.Rate increases should be limited %o increases
in the Consumer Price Index (CPI).

.SoCal crews could operate in a more efficient
nanner and SoCal should tighten its bels.

.Zxcessive research and development expenditures
often duplicative of research undertaken
elsewkere should bYe eliminated.

.The inclusion in revenue requirement for
atemaking purposes of federal and state income
taxes which are net in fact paid is not
appropriate.

Test year 1983 is so far in the future %thas

anticipated inflation in the estimates may not

occur.

State Senator Alan Robbins also spoke in opposition %o the
rate increase. He requested that the Commission require Sofal to
Tind efficiencies within its current dbudget to continue operations

© Taan grant tae rate increase. State Assemblyman Richard Xatz
expressed 2is concerns regarding both “he Washington Administration's
olicy celated $0 the decontrol of natural gas vrices at the wellhead

and the Zcozomic Recovery Tax Act of 1981 (ERTA) which enables the
WTLIity *0 avoid Llowing <hrough tax benefits to the ratepayer.

-8 =
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Rozald O. Snyder, general manager of the Public Services
Department of the City of Burbank (BPSD) also testified. The BPSD is
3 municipal utility providing electric and water service within the

ity of Burbank. 3PSD receives gas service from SoCal under the
electric generation schedules. Snyder stated that the City Council
has voted to protest the requested rate hike since it would lead to
an increase in local electric rates. Ee also stated that in the
event the Commission were to grant it a reduced rate for GN-5 gas,
the City of 3Burbank weould pass the reduction on %o its electric
cusvomers in the form of lower rates.

Despite the vigorous opposition to the proposed rate
increase, +the general consensus is that SoCal provides good service.

Approxizately 600 letters and several petitions were
ceceived by the Commission and are a part of the formal file in this
proceeding. The letters and petitions addressed the same concerns %o
which the public witnesses spoke. We will consider all of these
congerns in our disposition of this matter.

V. Rate of Return

The determination of a fair and reasonable rate of return
by this Commission is 2ot the resul?t of a rigid ftechnical foraula but
Tatkzer a judgmental decision reached after evaluating the evidence.

The Univted States Supreme Court has established guidelines
Zor ravemaking bodies in their determination of the just and
reasoznadle rate of return fo- regulated utilities. 3roadly defined,
The revenue reguiremens of utility companies is the minimum amount
which will enakle the company %0 operate successfully, %o meintain
ivs financial integrity, and %o compensate i%ts investors for *he

risks they assume (Federal. Power Commission v Hope Natural Gas
Company (1944) 320 TS 591, 88 L ed 333, 64 $.C%. 251), and which will

iz <

T T0 earn a revturn on the value o2 the property which it

5
—
'

perm
enpl

0Fs Zor The convenience of the pudblic equal o that generally
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being made at the time and in the same general part of the couniry on
inves+ments in other dbusiness undertakings which are attended by
corresponding risks and uncertainties (Bluefield Waterworks &
Imorovemens Company v West Virginia Public Service Commission (1923)
262 US 679, 67 T ed 1176, 43 S.Ct. 675). '

Ire court has alsgo made it clear that the fixing of just
and reasonable rates involves a balancing of the investor and
consumer interests (Hope, supra, at 603).

We will follow %the above guidelines in deteraining a
reasonadle rate of return for Solal.

SoCal and PLGS are treated in portions of this decision as
though they were a single entity because they essentially operate as .
a single unit. 7This Commission has for a number of years considered
their capital structure and financial requirenments on a consolidated
vasis for determining rate of return. The following discussion

continues that +treatment, including both under the single designation
SoCal.

Showings on rate of return were preseated by SoCal, staff,
A, Pederal Agencies, and CAUS. The rate of return studies received
in evidence iz this proceeding recommend:

Return on Zauity Recommendation

Ernst & Whinney ‘
(SoCal Consultant) 21.00%

SoCal 20.00
CATS 20.00
salf 16=3/4 = 17=1/4
LA 16.00
Federal Agencies 15.90
its last general rate case, based on a 1981 test year,
SoCal was austhorized a 14.6% return on equity.
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SoCal's financing plans, after the reduction due to
iscontinuved development of Ten Section, call for the issue of $90
million in debt and $70 million in equity in 1983 with $170 nmillion

of dedt and $150 million of equity in 1984 (Exhidit 81, Tabdble 5-
Alt.). 3otk SoCal and staff used an average year capital structure.
Ixcept for the minor differences discussed below, SoCal and staff
used the same financing plan and in general agree on the proportions
o capival. The following table summarizes the capital structures

and rates of return recommended by SoCal and staff for test year 1983
and for 1084.

Zobedded Cost of Long-Term Debt

SoCal and staff assumed different long-term debt coupon
rates for future issues. This resulted in different estimates of
exbedded interest cogts. SoCal assumed a 15% interest rate for long-
tern debt for years 1982-1984. This rate represented the bond market
conditions for long~terz debt isswes of gas utilities at the time
SoCal prepared its case. Staff assumed coupon rates of 15¥%, 14%, and
13% for 1982 through 1984, respectively. These rates were based on a
review of historical data and a Data Resources, Inc. (DRI) interest
rave forecass. ’

The 1982 debt financings estimated by Sofal and agreed upon
oy tze staff have since been issuved. Accordingly, we will reflect
the actual coupon rates of 15-3/4% for the $60 million Series P issue
and 14-3/4% for %the 350 million Zurodollar fimancing in our
caleulation of SoCal's embedded cost of debs.

SoCal's assumption that long-term debt will remain at a
constant 15% through the 1983 and 1984 period as well as staff's
estinate o 14% for 1983 is not supported by recent pudblished
financial forecasts. Interest rates have declined since %he
submission of this proceeding and recent financial forecasts indicate

that rates for 1983 will not approach the levels forecasted by boih
SoCal and staff. Por 1983 we will adodt 2 13% rate Sor long-tern
financing. Tor 1984 we will adont staff's estimate of 13%.
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Test Year 1983
- SoCal Staff

Weighted
Percent Cost Cost Percent Cost

Weighted
Cost

P % &
Lozg-Term Ded% 45.70 11.60 5.30 46.50 11.19
Commercial 3Bank Loan 3.80 14.00 .53 3.25 14.00
Bexker's Acceptances 2.20 17.00 37 2.00 14.00
Preferred Stock 7T.10 5.47 -39 .25 5.47
Common Stock Zguity 41.20 20.00 8.25 42.00 17.00
Tosal Capit 100.00 14.84  100.00
Times Interest
Barned (Afger
Tex) 2.39x
1984
Long-Tera Deby 47.10 5.73 46.50
Cozmercial Bank Loan 3.50 .49 3.25
3anker's Accevptances 2.00 .34 2.00

2referred Stock 6.60 .36 £.25
Common Stock Ecuity 40.80 8.16 42.00
Total Capital 1C0.00 15.08 100.00

Times Interest
Barned (After
Tax) 2.30%

Note
Table reflects:
Discontinued development ¢f Ten Section.

Actual cost of SoCal's Series "P™ First Mortgage Boxnds
issued April 1, 1682. Also, $50 million of Zurodollar
firnancing issued September 1, 1982 is included.

Staff's recommendation is based on the midpoint of its
recoxxended return on eguity.

®
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Commercial 2ank Loan

This item in SoCal's capital structure refers to a $70
nillion bank note for an eight year fterm. The interest rate is based
on “he prime rate plus a variabdble premium. Both SoCal and staff used
2 14% rate for 1983 and 1984. Recent financial forecasts indicate
that interest rates will not approach the levels forecasted dy SoCal
and staff. We will adoopt a rate of 13% for 1983 and 12% for 1984.
3anker's Accedntances Interest Rate

Stafs assumed banker's accepiances interest rates of 15%
and 14% for 1983 and 1984, respectively, after a net dowaward
adjustment of DRI's projected prime rate for the respective periods.
SoCal assumed a banker's acceptances interest cost of 17%- According
<0 SoCal, banker's acceptances are soléd on a discounted basis and
after consideration of this discount and commission, the cost to
SoCal has approximated the prime rate.

We note there has Yeen a drop in the prime rate since SoCal

and s+taff prepared their estimates. Recent financial forecasts

predict lower prime rates. Therefore, we will adopt a banker's
acceptance rate of 12% for 1983 and 1984.
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Position of SoCal

SoCal's rate of return testimony was presented by John C.
Abraz, Crhairman of the Board and chief executive officer, and
George 1. Jahelka, financial analysis manager in the Regulatory
ALfairs Departzment.

SoCal stated its primary objective in these hearings is %o
Ye granted a rate of return that will allow it to maintain its credit
rating and to attract capital on reasonable terms. SoCal contends
that in order to achieve these objectives, reduction of interest
coverages must be avoided. SoCal further contends a 20% return on
equity is required to maintain the current indicated coverage ratics
Jound reasorable in its last general rate case, given the increasing
costs of senior debs. '

SoCal argued that +the current state of 4$he economy warrants
a 20% return on equity and that it would fairly balance the interests
of ratepayers and shareholders. SoCal emphasized that a market-to-
vook ratio of one is a true indication that it is earning at its cost
of capital. According to its analysis, SoCal's stock can only de |
expected to sell at or adove Yook value if it is authorized a2 20%
retura on equity.

SoCal stressed the changed risk situation it now faces.
SoCal stated its risks have increased as a result of the Commission's
izposivtion of a 335 million penalty, uncertainty with respect %o
Tuture discretionary gas purchases, rapidly escalatiag price
conditions, increasing undercollection in its CAM and Conservation
Cost Adjustment (CCA) balancing accounts, +the high level of
legislative activities, potential load loss as a result of rate
design, delays in CAM adjustments that result in net operating losses

Tor income <ax purposes, and the company's cash flow prodlems and
shorv=tera dedt.
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SoCal agreed that certain risk-reducing factors have
occurred, such as the reduced financing requirements for Ten Section,
allowance Lor recovery of increased carrying charges for gas in
inventory, and the recent balancing account treatment of franchise
fees. SoCal contended the additional risks far outweigh the risk
reduction attridutable 1o these factors. Sofal's chairman stated he
verceived the company is now facing more uncertainty than it has in
the last 50 years in the utility bdusiness.

Position of Zrnst & Whinney

SoCal hired a comsultant, R. Bruce McGregor of Ernst &
Whizney, to present testimony on the cost of capital. Ernst &
Whinney provides specialized consulting and tax service to electric,
828, sewer, and water utilities. McGregor's testimony ineluded four
nethods of estimating the cost of capital, including risk premiums
derived frem PILC returns and median gas utility returns and two debt

tructures, tharee-month T-bills, and AA utility bonds, as well as a

discounted cash flow analysis and a return premium based on allowed
rates of return in previous SoCal rate cases. MeGregor recommended a

21% return on egquity based on the results of his analysis.
20sition of the Staff

Staff, through its rate of return witness Bdwin Quan,
recoxzended between 16.75 and 17.25% for fest year return on equity.

Quan noted that he considered the standards set by ‘

Zove and 3luefield decisions. He further noted that he examined

the financilal history of SoCal and its standing relative to other
comparable utilivies, both gas and electric. According to Quan, the
analysis showed that SoCal's performance 1s generally within the '
average range oX the utility industry, legging in some categories
such as the *trend of earnings on total capital and slightly ahead in
other categories such as the net operating rasio.
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Quan further <esgtified that he evaluated his return on
equity proposal in four ways. First, he examined the interest
coverage derived from the recommendation, which is 2.24 times for
1983. Accortding +0 Quan, this ratio is average for the utility
industry, slightly below the gas utility group and slightly above the
electric and combination utility groups.

The second method Quan used +o determine the reasonableness
0f his recommendation was a risk-premiuz %test. He examined the risk
prexivm reguired Lor investors in PLC common stock versus the return
for AA utility bonds over the last 10 years. EHe noted that risk
vrexiums fluctuated significantly over the years. To be
conservative, he chose t0 use a range of premiums from 300 to 600
vasis points, which when added %0 his estimate of long~term debt for
ke utility in the test period, provided a range of 16.50 to 19.5%.

This result, according to Quan, supports his 16.75 to 17.25% return

on equity recommendation.

The third method Quan used was a risk-premium analysis
using the returns authorized by the Commission in the last five SoCal
rate cases %0 establish a risk premium over embedded cost of debt.

Ze stated that his analysis shows the Commission has been fairly
consisvent in its allowed returns, permiiting approximately 5.61%
igher return on equity than the embedded cost of debt. When applied
0 the current svaff forecast of embedded cost of debt for 1983, this
resulis in a return of 17.26%.

The fourth xmethod Quan used to check the reasonadleness of
nis recommendation was a discounted cash flow (DCF) analysis. Quan
forecasted The expected growth rate in dividends for a period in the
fature and added his estimate to the current expected dividend
7ield. The nistoricel patterans of dividend growth were tracked and
growsh in earnings and boock value were compared. Quan's analysis
showed that recent five-year growth in all categories was much higher
“han growth over <he last 10 years. 3ased on this result, Quan
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assuzed a growth rate somewkhat higher than the 10-year average but
20t as high as the very high five-year growth in order to aprroximate
an Iinvestor's realistic expectations. Quan determined that the
current expected dividend yield was a rough average of the last two
years' recorcded yield. These two sets of information were combined
end, according to Quan, the results of this analysis further confirms
his return on equity recommendation.
Dosision of Federal Agencies

Philip R. Winter of the General Services Administration
tesvified on behald of the consurer interest of the Federal
Agencies. Winter recommended 15.90% return on equity.

Winter used a DCF analysis. To check the reasonableness of

n2is resul?, he used =z riskz-premiun approach and a market-to-book
ratio zmethod.

According to Winter the most commonly presented DCF model
is the simple "yield plus growth™ form. In this model the analyst

deternines an appropriate current yield for the company's stock %o
which is 2dded the fLigure determined $¢ be the reasonadle
anticipation of the future growth in dividends. The resﬁlting sun is
tor discount rate or cost of capital.
Winter stated that the simple form of the DCF model is
inappropriate in that it assumes 2 single rate of growth to
Ee stated thatr investors are aware of historical swings in
<he rate 0F dividend growth, expecting neither high nor low rates of
ontinue without interruption. In place of the simple
used a model which incorporates both near-term and
~ong-term expectations for the rate of dividend growth. Winter used
the mos%t recent 16-week period preceding the preparation of the
evidence %o determine %the yield portion of the equation and arrived
t 2 10.96% yield. DTor %he near-term growth rate Winter selected a
range 0f 5.2 %0 6.7%. This was based upon analysis of recent short-
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tern growth rates for SoCal and upon forecasts by recognized and
widely read investiment analysts. TFor the second stage of the formula
Winter selected a range of 3 to 4.5%, representing consideration of
both the long~term historical growth rate of SoCal and the long-term
performance of Moody's utilities. Accordingly, the indicated
investor requirement found by Winter from this two-stage analysis is
the range of 15.6 to 16.8%.

As a first check upon the reasonableness of thisg range,
Winter conducted a risk-premiunm analysis. The elements used in this
analysis were 2 large portfolic of diverse common stocks (the S & P
Composite Index), a representative portfolioc of utility stocks
(Moody's 24 uwtilities), and long-tern government bonds. The period
of analysis was 1929 to 1979. The first series of calculations
assuzmed the investor purchased s%ock in each year between 1929 and
1978 and sold the stock in 1979. The average premiums from this
approach were 340 basis points for the utilities over government
bonds and 510 basis points for the S & P Composite Index. The
average spread for all possidle whole-year holding veriods was also
calculated and the results were 417 basis points and 696 dasis
points, respectively. Winter argued that the risks of stocks or
bonds do not remain constant over time, and that the relative risks
do not remain the same. Ee found that although both stocks and bonds
are interest-sensitive, the recent and current interest rate
volavility has nad a greater effect on the bond markes:. According to
winver, his statistical analyses demonstrated a greater increase in
The volatility of seasored bond prices than in utility stocks
indicating a lowering of the reguired risk premium from historical
levels. Winter also considered the favorable tax treatment accorded
dividends fron gualifying utility companies. Eis conclusion was that
“2e zinimal spread reguired by investors in SoCal's s%ock is 150 %o

250 basis points. Since the average yield on long-term treasury
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securities during the pericd December 4, 1981 %o March 19, 1982 was
13.7%, Winter estimates that <4he required return on equity would de
in the range of 15.2 to 16.2%. He further estimated this range would
provide corresponding market-to-book ratios of 1.04 to 1.26,
respectively. Winter's recommendation of 15.9% is based upon ris
opinion that inflation and interest rates will continue 10 decline in
the %est year.
Position of CAUS

CAUS is a corporation composed of those who hold common

“ock in the utilities regulated by this Commission. One of its
goals is the effective representation of stockholder interesis. CAUS
was represented by Philip C. Presber.

Dresbher Ytestified that the dilution of shareholders' equity
is one of the key problems to be resolved by the Commission. XHe
asserted this dilution is caused by returzs on equity insufficient +o
vernit the utility stock to sell at or above book value. Presbher
Turther asserts that a one-to-one market-to-book ratio is a measure
of the adecuacy of the utility's ébility $0 attract capital.

Presber set forth two risk-premium analyses based upon the
differential between SoCal's earnings/price ratio and Az dedbt and the
price-to-book ratic versus Aa dedt. Presber recommended a 20% retura
on equity based on the results of his analysis. '

CATS agreed that this is a difficult time for the
Commission o make =2 decision on the appropriate return on equity.
Yecause of the pressures pushing up gas prices and because of pudblic
pressure "+4o 4o something™ 0 s<tabilize utility bills. ZEowever, CAUS

rgues that the Commission should not bow to these pressures by
ignoring the full cost of capital.
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Pogivtion of LA

Manuel Kroman, a consulting engineer in the field of public
utility regulation, represented ILA. Kroman recommended a 16% return
on equity.

Kroman developed his recommended return on equity by making
an analysis of SoCal's showing and that of its consultant. He argued
“hat the DCPF method is unreliable. He pointed %o the wide range of
results derived from this method: SoCal, 9.20 to 31.88%; Federal
Agercies, 15.6 %o 16.8%; and staff, 13.24 1o 24.34% return on
eguity. According to Kroman, the "merit™ ¢f the DCF method lies in

prey g
the faet %

that i? can be manipulated to support any result that the
practitioner attenpis to advocate. |

Kroman toox issue with the risk-premium approach used by
SoCal and its consultant. He contended that MeGregor's assumption
that <he earnings price ratio is the investor's required return on
common equity is fallacious. He also disputed Jahelka's assumption

vhat there is 2 one-to-one relationship between return on equity and
market-to~-book ratios.

Krozan argued that SoCal cannot reasonably assert that the
appropriate return on equity is that which could be expected %o
procduce 2 marzet-to-book ratio of more than one. According to
Kroman, high interest rates have depressed the stock prices of all
indusiry groups so that zost market-to-book ratios are below one.

Xroman disputed SoCal's claim that it has not performed
well as 2 utility and <hat it s in danger of a downgrading of credit
ratings. As evidence he cited the fact that Sofal's earnings per
skare have bYeen higher and more stable than 211 of the electric
utilities compared and 21l but two of the ges distridution wtilivies
cexpared By SoCal. Iz support of his argument, he cited commeanss of
various financial news reports. Xroman's 16% return on equity
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recommendation is based primarily on his judgment after consideration
0% a nunber of factors affecting the financial condition of the
utility. Ze stated his recommendation is not wunfair in view of the
return of comparable utilities.
2o0sition of San Diego

San Diego did not present independent testimony on the

oL rate of return; however, it joins in the argument of LA on
issue.

2osivtion of Tehachapi

Tehachapi did not present independent testimony on the

issue of rate of return; however, it did address the issue in its
brief.

Tehachapi argued that an unduly high rate of return will
feed the inflationary fires as will any understatement of
expected reveaunes or overstatement of costs. Tehachapi argued that
interest rates are headed down and the Commission should wait as long

as Zeasidble to determine rate of retura for 198% and defer the
deterzination of the 1984 return toward the end of 198%. Tehachapi
tated this procedure will protect both SoCal and the public.

Tehachapi generally agreed with the anslysis prepared by
Kroman on behalf of LA with the exception that SoCal should receive
the same return last authorized since, according to Tehachapi, ScCal
is virtually guaranteed Its rate of return by reason of +the nunmerous
oZfset proceedings and balancing accounts now available.
Discussion

The major area of difference in <+he rate of return
reconmmendations of <the parties is the appropriate return on common
equity. The difference in revenue requirement between staff's
aidpoint recommendation of 17% and SeCal's recommendation of 20%
Teturn on equity is apyroximately S50 aillion.

-
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During the proceeding several witnesses used formulas such
28 risk-prexium analyses and DCF analyses t¢ support their
recommendations. Others used judgment, relying more on available
information and recorded data.

As a general observation; although the use of formulas
offers an image of objectivity, the assumptions underlying those
foraulas require the use of judgment. 0On the other hand, the results
produced by mathematical calculations can vary significantly
depending oxn the assumptions made by the analyst. We will not give
special weight to one approach over the o¢other, but will consider each
analysis according to its particular strengths annd weaknesses.

Turning to SoCal's presentation, we note that in two of the
tests in support of its recommendation SoCal assumed a 13% inflation
rate and & 15% interest rate for long-term debt. Those rates were
vased on Sofal's experience at the time the rate case application was
grepared. The latest available forecasts from DRI for 1987 indicate

o lower AA bond interest rate and a lower Producers Price Index (PPI)
0% inflation. If factors reflecting current expectations are used,
the result of Sofal's two tests should therefore be lower.

SoCal emphasized the need for the Commission to recogrize
the changed risk situation in setting return on common equity. We
agree with SoCal that risk is a2 major element in the setting of
return on common equity.

As risk increasing factors, SoCal cited: <the recent 335
million disallowance of purchased gas cost, the percentage of
expenses required for gas purchases, the Commission's request %o 2G&=
$0 renegotiate oil contracts, the increase in legislative activity,

and the izmpact due to fuel switehing on its customer dase that is
over 50% ronresidential.
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Some comment on SoCal's contentions is appropriate. We
rote SoCal agreed that 85% of all itvs expenses are recoverable in
full through balancing accounts. It is standard regulatory practice
to disallow any expense found to be imprudently incurred. Regarding
2G&2's oil contractds, it is the Commission's responsidbility to
respond in situvations which may be contrary to the ratepayer's
interests. Increased legislative activity is not something new and
SoCal offered no evidence it is likely to be harmed by upconming
legislation. ZPinally, we agree the industrial fuels market may be
venuous bYecause of the potential for fuel switching. We will keep
this iz mind when we establish rate design in SoCal's CAM
proceeding. Generally, we fall to see any significant increase in
the risk factor particularly in view ¢of the numerous balancing
accounts aveilable to SoCal.

The proponents of higher return on equity all supported the
position that stock should bhe selling at or above book value. Walle
it is possible *o make projections, it is not possible to develop 2
sefurn on equity that will guarantee a market-to-book ratio of one.
We ggree that a market-to-book ratio of one is a reasonable geal if

it can be achieved by balancing all other interessis.
We also agree with SoCal that times-interest coverage is-an

ings are correlated with yields.

We will not, aowever, err on %the generous side to secure a
zarket-to-book ratio of one and an optimum times-interest coverage-
This Commission nust dalance +the in%terests of shareholders and
ratepayers. In zaking our determination, we must not orly consider
SoCal's firancial conditioz, but also the needs ¢f its customers who
zust hear the costs of inflation and federal deregulation of natural
825 producer prices.

We £ind SoCal's reguest %00 high and will adopt a retura on
eguity which compares with returns on investments having similar

- 23 -
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Adopted Rate of Return

After weighing the evidence in the proceeding, we’are’of
the opinion that a rate of return on rate base of for 1983
and for attrition year 1984, providing a ___ % return on
common equity, is reasonable and will enable SoCal to attract the
necessary capital to provide reasonable service at reasonable ratesg
t0 its customers. Such rate of return will provide a times interest
coverage after taxes of approximately times, which we
believe should enable SoCal +t¢ maintain its current rating. The
Zellowing fadle sets forth the adopted rate of return which assumes
that all new long-term dedt for 1983 will sell at an interest cost of

-
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SOUTEERN CALIFORNIA GAS COMPANY

Adopted Rate of Return
Test Year 1983
Attrition Tear 1984

Teat Year 1987%

Weighted
Dercent Cost Cost

Long-Term Debt 46.50 11.14 5.18
Commercial 3Bank Loan 3.25 13.00 .42
Banker's Acceptances 2.00 12.00
Preferred Stock 6.25 5.47
Common Stock Equity 42.00

Total Capital 100.00

Times Interesy
Zarned (After Tax)

Long~Term Debt
Commercial Bank Loan
Banker's Acceptances
Preferred Stock
Common Stock Zquity
Total Capital

Times Interest
Barned (After-Tax)
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VI. ING Facility

SoCal's application proposed the inclusion of approximately
3140 million in rate base associated with expenditures for its Point
Conception ING facility.

Oa Tebruary 4, 1982, staff moved to exclude testimony
concerning ING expenditures. Staff noted that considerable
necertainties surround the certification of the proposed facility and
that an extensive review of LNG expenditures in this general rate
case proceeding would be too time-consuming. SoCal filed its
opposition to staff's motion on February 19, 1982. The ALJ granted
stafl's motion.

We concur with the ALJ's ruling.

VII. Ten Secetion

Willis B. Wood, Jr., president and chief executive officer
of PLGS, testified that PLGS has decided to discontinue development

of the Ten Section underground gas storage project. SoCal made this
decision bYecause its partner in the project, PG&E, had decided to
withdraw, because cost estimates had increased substantially, and
vecause the outlook for future gas supplies is more optimistic than
it was wken the project was initiated. SoCal believes it can
increase peak-day deliverability from existing storage fields at a
lower cost.

Wood further testified that a final decision on whether
2GS proceeds with the project will be zade prior %o SeoCal's next
general rate case. He noted that in the interim, Sofal will
withdraw cuskion gas already injected into the field.
Representatives from 2G&E and PIGS will meet to resolve the
outstanding issues hetween them, inecluding the status of the Ten
Section certificate froxz this Commission, the retention or
disposition of rights jointly acquired, and the resolution of
Zinancial claims bYetween PG&E and PLGS.
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Wood noted that facilities required to withdraw the cushion
from the Ten Section field have been included in PLGS'™ rate base
should remain in rate base because they are required to make the
in storage availladle to customers. Ee stated that the costs

associated with the uncompleted portions of the project will remain
in the construction work in progress (CWIP) account until a final
decision is made regarding the project. SoCal Exhibit 111 reflects
this accounting treatment.

Staff generally agreed with the SoCal propeosal and
recommended that all revenues and expenses should be the sudbject of a
separate accounting since there was inadeguate time during the course
of this proceeding to properly examine costs related to the proposed
aew operation of the Ten Section field.

As recommended by staff, we will authorize a bYalancing
account procedure effective January 1, 1983, to track actual costs
associated with the withdrawal of the cushion gas. We will allow a
revenue requirement to reflect the 343,713 operation and maintenance
cost (Bxhidit 114) related to withdrawal of the cushion gas. An
adjustment to future revenues will be made for over- or
radercollected revenues once a final determination regarding the
reasonableness of these Ten Section operating expenses is made.

SoCal will have the dburden of proving the reasonadleness of all 1983
and 1984 Ten Section operating expenses when this final accounting is
wadertakxen. 2lant and acquisition costs will not be included in test
year rate base. These cos¥ts will be held in a separate menorandum
account, and will accrue interes®t, until such time as a final
determination is made regarding the whole project. Cushion gas will
be treated as gas in storage, since according to the testimony, this
gas will be available for use by SoCal's customers.
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VIII. Conservation

Qverview

In general, staff was complimentary of the progress SoCal
has nade toward meeting its conservation goals, and we commend SoCal
for i%s vigorous approach in prometing counservation.

Eowever, we find SoCal's proposed 1983 conservation budget
excessive and have deleted several proposed programs. The adopted
progrens for 1983 are set forth bhelow:

Program SoCal Adopted
(Thousands of Dolliars)

Manufactured Housing

Solar/Gas

Weatherization Training
Residential Cogeneration

Appliance Efficiency

Corservation Education

Inergy Efficiency Audits

New Customer Conservation

Pood Industry

Cogeneraticon

Accelerated Bquipment Modernization
Commercial/Industrial Heat Recovery
Pilot Light Program

720.3%
1,997.5

23.3
6,480.6
1,505.2
9,180.8

606.0
3,384.2

15.2

1 ,01606
571.8

T720.3

788.0
23.3

752.6
6,%50.8

212.1
15.2

1,016.6
5T1.8

Cold Weather 766.2 766.2
Qther Ttens 4,227.9 2,291.1
Subtotal 31,495.7 13 508.0
Overheads (included elsewhere) 7,500.0 3,216.6
%8,995.7 16,724.6

Wrile the adopted level of expenditure appears to reduce
SoCal's conservation spending £rom the levels authorized in the last
general rate case decision, it must Ye considered in the context of
the company's ovther conservation efforts. SoCal 2lso funds several
otrer programs through its CCA rates.

These CCA rates cover the Solar Water Zeater Demonsvration
and FTinancing 2rogram, the Weatherization Financing and Credits
Progrez (WFCP), and the Residential Conservation Service (RCS). We
note That SoCal's most recent CCA filings for Solar, RCS, and WEFCP
show a 1987 projecved reveaue reguirement of $76.3 million.

- 28 -
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the last PG&E general rate case, D.93887, page 114, we
concluded as follows:

"We now believe that to create the proper
environment for management t0 maxinize the
cost-effectiveness and efficiency of
conservation programs in the future, we should
depart from our past practice of esgstablishing
binding budget levels for each specific
progran. We shall in this decision comment on
nany of the specific programs proposed dy PG&E
for the test year. We skall also discuss
those program areas like general conservation
advertising and information which should not
receive any ratepayer support.

"Beyond that, however, we shall establish
certain general conservation policy guidelines
and adopt an overall conservation dudget for
2G&E. Within the boundaries of these
guidelines and dudget, PG&E's management will
have discretion to establish vriorities and
allocate resources t0 maximize energy
savings.

"We shall give management diseretion to
reallocate funds among individual programs in
amounts up to $2,500,000 provided that no
funds are reallocated among the four major
categories of Residential, C-I-A, Conservation
Zvaluation, and Load Management. Budget
adjustments in excess of $2,500,000 shall be
nade the subject of an advice letter filing.

"Tunds allocated under this budget shall only
Ye spent on conservation and load management
srograms. Any funds not spent during a year
shall be carried forward for future use in
conservation and load management activities.
We shall expect PG&E $0 explain in a future
rate proceeding its inabllity to use any of
these funds.”
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Although the funding level approved for SoCal in this
decision is considerably lower than that authorized PG&E, we
recogrnize the importance of allowing SoCal's managemént similar
discretion in managing its comservation efforts. We also appreciate
“hat there are interactions bvetween various programs, and energy
savings are not directly proporticonal to the dollar amounts allowed
for indivicdual programs. Accordingly, SoCal will have discretion to
allocate up %o 31 million among individwal programs provided that
funds allocated under this budget shall only be spent on conservation
and load managemen®t programs. Any funds not spent during a year
shall bYe carried forward for Zfuture use in conservation activities.
We will expect SoCal €0 keep staff informed of progress in its
various programs and advise staff of all changes o program dudgets.

We do reiterate our objection %to increased expenditures for
general advertising and information progranms.

Cost-Effectiveness Evaluation

SoCal evaluated the cost-effectiveness of its overall 1983

conservation program by using three tests of cost-effectiveness.
They are: '

a. Participant Test: Compares (x) gas
savin§s at average rates plus tax credits

to (y) the cost of the measures
installed;

Nomparticipant Test: Compares (x) the
difference between marginal c¢cost of gas
and the average cost of gas saved to (y)
the cost of the program; and

All-Ratepayer Test: Compares (x) the
marginal cost of gas saved to (y) the cost
of the prograns plus the costs of measures
installed.
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A progran is considered %o be cost-effective under these
tests when the x-component is greater than the y-compenent. The
methodologies by which cost-effectiveness is measured became a point

oL controversy in this proceeding. We now turn to 2 discussion of
the issues raised.

A. The Nonparticipant Test:
A Question of Equity

The nonparticipant <est, as SoCal pointed out, is
essentially a test of equity. The nonparticipant class includes
Tatepayers whko previously participated in a program, ratepayers who
practice conservation outside of programs, and ratepayers who cannot
afford to participate.

According to staff, it makes little sense to impose upon
nonparticipants a program which is not cost-effective. Staff cited,
as examples, the Conservation Education Program, which fails the
aonparticipant test and the New Commercial Customer Conservation
Program, whick is marginally cost-effective to nonparticipants.

Generally, we agree nonparticipants should not de required
%0 fund conservation programs which increase rates to a greater
extent than would incremental supply. However, we believe c¢ost-
effectiveness is not the only test by which a program should he
Judged. It is an izportant tool and it must be considered along with
ovzer effects that are difficult to measure.

Staff also objected to the fact that SoCal did not provide
<he annual savings-to-costis analysis €or the nonparticipant Test.

walf points out that this does not allow the Commission o evaluate
<he reasonabdbleness of the time lag which might exist bYetween costs
and savings. Staff notes this evaluation is particularly important
Zor prograxs dependent upon extended life cyecles for cost-
effectiveness and recommends that this material be provided in future
ratve proceedings. We expect SoCal to provide this in its next
general rate case. |
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3. Discount Rates:
Nonanalytical Approach

SoCal estimated present value savings and costs by using a
10% discount rate. That rate was developed using judgment. Staff
points out that SoCal's use of this same rate for all classes of
customers is a flaw in Sofal's analysis. Staff cited the example of
industrial customers who expect three-year paybacks suggesting a 30%

iscount rate. SoCal used the 10% rate for these customers. We

agree staff has a valid point. SoCal, in its next proceeding, should
consider using different discount rates, where appropriate, to better
reflect the characteristics of the customer class eligible %o
participate in a particular program.
Staff Position

Staff recommended deletion of the Solar/Gas program, the
Conservation Education program, and the New Customer program.
Additionally, staff recommended a reduction in the Appliance
2fficieney progran. Staff generally recommended approval of all
other programs as proposed dy SoCal but recommended +that several of
<hese programns be closely evaluated as candidates for deletion. The
result of staff's recommendations was reduction of SoCal's §39.0

nillion budget by $6.0 nillion.
In the discussion which follows, we will consider each of

the progranms for which authorized funding levels differ Lrom those
requested by SoCal.

Solar/Gas Program

The objective of this program is to retrofit 2,750 spa
neaters, 4,650 pool heaters, and 175 space heaters. SoCal estimates
a savings of 1,842 Mtherms in the first year and a savings of 36,980
Mtaeras over z 20-year period.
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talf witzess Knolle recommended against funding +this
program. Ee stated that the costs have increased too much over a
three=year period. In 1980 ScCal's recorded expenses for its
Solar/Gas program were $191,000. It has requested $1,997,000 for
test year 198%3. He found the activities t¢ be unnecessary in 1983
because SoCal nas a CCA-funded Solar Water Eeater Demonstration and
Pinancial Progranm.

taff argued that over one-half of this program's costs are
for advertising and promotion. According to staff, this level of
promotion should be disallowed because, as Sofal witness Neiggemann
agreed, the solar industry is one considered o have hright growth
potential. :

Staff pointed out that SoCal's program has no goals for

trofitting nultifamily residences and contended that this program
rinarily benefits SoCal's more affluent customers.

SoCal argued that the progranm is an industry-support effort
designed o reach coniractors, manufacturers, distributers,
retailers, anéd customers. It pointed out that its experience in
solar merketing can benefit the solar indusiry. SoCal acknowledged
that the ¢osts of its efforts have increased over the last few years.

SoCal agreed thet although the program is cost-effective
under two methods ¢f evaluation, it does not meet the "all-ratepayer”
test. Sofal argued that the all-ratepayer test ignores tax benefits
ané urgeé that cost-effectiveness 1ot be the sole criterion in
evalrvating conservation programs which offer intangidle benefits.

We agree with Sofal +that the solar industry is still
developing and still needs support. Such support should serve t0
accelerate the high potential of solar energy to reduce fossil fuel
demand iz southern California. The Solar Water Heater Demonstration
Pinancing Progran, in which SoCa2l is an active participent,
represents a substential commitment of such ratepayer support. We
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will await, with great interest, the results of that program which is
scheduled %o conclude in September 1983. In the meantime, it does
not apprear prudent to allocate SoCal comnservation funds to a program
which would be largely an advertising effort and which would focus on
solar energy uses which are not applicable to nost of Solal's
rateyayers.

We will adopt staff's recommendation because the program is
not cost-effective for all ratepayers and may redistribute the costs
oL energy from affluent customers to other customers. Also, we
reigerate our volicy of discouragiag conservation programs such as
this one which relies primarily on advertising.

The Avvliance Efficiency Program

SoCel included 56,480,600 in test year 1983 expenses for
this program. Staff witness Knolle proposed cutting this amount by
81,813,600, a 29.5% reduction. Ee recommended that both the
advertising budget and the incentives associated with the programs de
cus 50% due to a deterioration in cost-effectiveness.

We note that SoCal included in this program $938,000 for
advertising and $2,889,000 for incentives.

, The program is designed to support the marketing efforts of
gas appliance nmanufacturers. 3By aiding retailers, distribﬁtors, and
nanufacturers to reach the residential appliance retrofit market,
SoCal nopes to increase sales of newer, more energy-efficient
appliances.

Also, as a part of this program, SoCal sells gas appliances
%0 its employees. The enmployee purchase program is self-supporting
since prices of <the appliances <o employees cover all program costs.

According to SoCal, the Appliance Efficiency Program

both the participating ratepayer and the nonparticipating
ratepayer tests (Exhibit 32, page 24). SoCal agrees it fails the all-
Tavepayer test.
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Stafl argues that progranm savings realistically
attridutable to Sofal are overstated. According to staff, SeCal is
accelerating the replacement of older, less efficient appliances in
some cases Lor a mere one, two, Or three years. Yet, SoCal tekes
credit for energy savings generated over the entire life of the new
apyliance, a period of 11 %o 22 years.

SoC2l witness Neiggemann testified that California's tough
emission and efficiency standards would have caused gas manufacturers
t0 adandon manufacturing of gas appliances for the California market
ané t¢ opt Lfor manufacturing electric appliances. EHowever, SoCal
intervened o convince manufacturers that gas appliances would
coatinue %o constitute a lucrative market in California. 3y virtue
o< this iatervention, SoCal concluded that Californians are assured
of a supply of gas appliances which meet the standards.

Neiggemann also testified that the southern California
narket generates tremendous sales from a potential three million
appliance retrofits, irrespective of SoCal's programs. Staff
expressed doudts concerning the plausibility of the SoCal argument
and pointed out that despite the allegedly oppressive bdurdens of
California exissions and efficiency staﬁdards, the ges appliance

ndustry has not only met those standards dbut exceeded them.

We now turn to staff's disallowance of $1.4 million
associated with incentives and 3469,000 for advertising exvenses.

Neiggemann explained the nature of the incentives included
in this program. 3asically, SoCal would share the costs of a rebate
with nanufacturers during campaign periods. SoCal's share of the
rebate costs would range from $12.50 for dryers to $50 for heat pipe
water heaters.




A.61081 ALJ/kx

Neiggemann also explained the advertising dudget. $50,000
is targeted for a portion of the expense assoclated with SoCal's,
spounsorship of the Evening Concerst Program, a classical concert radio
series which, according to SoCal, appeals to a varied audience.
Together with other radio and television advertising, SoCal's
objective Is to get the appliance efficiency conservation message to
customers at a frequency of at least three times. According to
SoCal, that is the frequency level at which it has been able %o
discern a change in customers' behavior.

Neiggenann further testified that since southern California
is home %o a large Eispanic population, 837,700 of the advertising
budget is to be used to reach this audience.

Staff counsel questioned Neiggemann regarding $788,700
included in %this program for American Gas Association (AGA)
advertising. According to Neiggemann, AGA advertising is, in part,
designed %o reach an audience outside California where initial fuel
decisions are made by major firms that may have plants in southern
California or that may plan to locate here. Neiggemann noted that
<he AGA, bhecause 0f its natiornal buying pattern, is able to advertise
at the local level on television at half the cost to Sofal.
Consequently, this advertising service is used in conjunction with
SoCal's own efforts to communicate with customers explaining the
efficiencies ol gas appliances and equipment and the need to continue
conservation. Neiggemann further noted that there is an effort to
coordinate AGA advertising with SoCal's own efforts and SoCal has
seen To0 it that AGA advertising is complementary to its own actions
anéd prograns.
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We note this program fails the all-ratepayer cost-
effectiveness test. Also, the savings analysis provided by SoCal is
Zlawed. SoCal cannot take credit for energy savings over the life of
an appliance which would have been installed anyway within a few
years. Neither can SoCal take credit for the decisions of southern
California £iras which produce gas appliances. Thus, tae cost-
effectiveress of this progran is seriously in question.

Further, the justification for advertising expenses Sofal
olfers is surely tongue-in-cheek. SoCal cannot automatically assume
that the audience for a classical radio concert is "varied.™
3388,000 for out-of-state advertising can be of little value to
Californians.

In general, the main effect of this program does not appear
t0 be conservation, but expansion of SoCal's gas market. We will not
allow SoCal to pass on %0 ratepayers the costs of marketing its

service under the guise of conservation when the costs of proposed

Programs are not demonstrated to e cost-effective. Accordingly,
this entire program will be deleted from test year 1983.
Conservation Zducation

taff recommended deletion of this program for which SoCal

included $1,505,200 in its test year 1987 market services estimate.
The staff recommendation is based on the program's lacking cost-
effectiveness.

One part of this program consists o0F SoCal's efforts to
Teach elementary and secorndary school students. Through
Participation in classroom instruction, seminars, and youth
organizations, Solal argued it will reach an important part of its
coasuming population. SoCal bYelieves that by communicating to
students while their energy hadits are still developing, a large
Potential exists to save significant amounts of energy in the future.
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SoCal has targeted 400,000 students as its projected
andience for this program. I+t will offer ¢ash refunds to the
families of siudents who purchase water-flow control devices. In
addivion, 48,500 students in each of the 2nd and S5th grades will be
vart of a special program designed to influence their families'
energy practices. They will receive instructions on how to coaduct a
versonal home energy audit.

SoCal emphasized that the caleculated savings associated
with these efforts were made on a very conservative basis. Only
15,000 water control devices are assumed to be installed through
SoCal's education efforts although refund offers will Ye made to a
toval audience of 400,000 students. With regard ¢o the special
programs, SoCal estimated initial savings for each of the two
different grade levels, recognizing that 2nd grade students will
probably be somewhat less responsive than the 5th grade students.
The resulting calculations were then discounted twice, once by 25%
and then again by 50%. SoCal noted that life-cycle savings were
deternined by looking only at first-year savings.

Under the second part of this program, SoCal plans to reach
2,400 real estate agents in southern California. It iantends %o hold
80 eclass sessions to train and advise rgaltors on energy
conservation. SoCal estimated 1,008 Mtherms of savings resulting
£rom this »rogram. SoCal stated the program is conservative because
only first-year savings were included in its cost-effectiveness
calevlation.

SoCal noted that in spite of the discounting and assumed
linited life cycle savings, its education program still meets the
participating ratepayer and all ratepayers’ cogt-effective analyses.
SoCal agreed it does not satisfy the nonparticivant test.
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We agree with SoCal that children should learn energy
conservation at an early age and will allow reduced funding for this
vart of the program. EHowever, we fail to see how the real estate
component of this program will benefit SoCal's ratepayers. If the
Teal estate industry has interest in becoming familiar with energy
conservation, it should undertake the type of program SoCal is
oroposing. Accordingly, we will allow half the amount requested.
Snersr Efficiency Audits

SoCal proposed a funding level of $9,180,800 for its Energy
Efficiency program. This program provides a variety of auditing
services for commercial and industrial customers.

legal staff recommended deleting certain activities within
the program which had low cost-effectiveness results. Omission of
those activities, staff argued, would enhance the program’'s cost-
elfectiveness. The questioned program elements leading to this
reduction are: Professional Communications, Deliming Services,

Inergy Maragement Analysis, Merit Awards and Seminars, and Gas
Conservation Analyses.
We will adopt Legal Division staff's recommendation, which

lowers total program ¢osts by approximately $2.8% million.

New Commercial
Customer Conservation Progran

taff recommended deletion of this progranm’'s funding, for
waick SoCal included $606,000 in its 1983 market services estimate.

tafl argued that the programr has decreasing benefits, and
the cost=effectiveness calceulation assunes extremely long life-cycle
projections. The high cost of this program is therefore
unjustified. taff's recommendation is largely bvased on first—&eax
energy savings.
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The objective of this program is t¢ convince owners and
builders of new nonresidential construction projects and occupants in
existing nonresidential facilities t0 incorporate energy-efficient
equipment azd designs in their buildings (Exhibit 31, pages 33-34).
Waere Ti4le 24 duilding standards ayply, the progran focuses upon
congservation efforts which exceed the State's standard.

Neiggemann explained the proposed budget, how the money
would be spent, and deseribed the manner in which savings were
calculated. Ee acknowledged the relatively high initial annual unit
¢ost but explained that the appropriate measure for cost-
effectiveness was the life-cycle caleulation rather than fLirst-year
savings as argued bWy staff.

Neiggemann testified that the only advertising expense in
this progrem is an allocation of 855,500 for a portion of the AGA
2lvertising dudget. SoCal reackes customers when they apply for
service or contact SoCal regarding planning of new service.

We agree with staff. The benefits ratepayers derive fronm
this program are too uncertain to jJustify Lfunding this progran.
Cogeneration Program

SoCal proposeld spending 33,384,200 in 1987 on cogeneration,
including 32,718,000 for incentives. '

SoCal has Yeen incurring expenditures €or this progran

ince 1979. So far the program has resulted in the signing of 12
corntracts for feasivility studies. Zowever, no cogeneration plant
has ye+ been constructed. Apparently, due to complexity and cost,
cogeneration nlants take several years $0 compleve.

far there is no evidence of savings from this progran.
- %he provisions of OIR 2, if properly implemented, offer
adecuate zarket incentives for development of cogeneration projects.
Therefore, we will not provide for ratepayer funding of
tais progranm in 1983.
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Residential New Construction
Service to Customers

SoCal requested $1,9%36,800 to fund its Residential New
Construction Service to Customer Program. The program is listed as
Dart of SoCal's "Conservation Support Activities.™ The stated
objective of the program is £0 encourage the local huilding community
“0 provide new homes which are more energy-efficient.

In SoCal's last general rate case, this Commission
questioned the value of the New Comstruction program and stated +that
SoCal nust be adble to demonstrate that "savings can be directly
attridutable to its efforts.™ Nonetheless, SoCal projects no energy
savings as a direct result of this program. Further, the program
description offered in Exhibit 31 reveals that SoCal seeks %o use
these progran funds to encourage the installation of gas, rather than
electric, home appliances. While the choice of gas, as opposed %o
electric, appliances may be the most prudent end-use decision, we &0
210t agree with SoCal that its ratepayers shouwld underwrite an effors
t0 influence that choice. While improving overall energy efficiency,
the choice of natural gas appliances, as opposed 10 electric, may
lead %0 increased gas supply requirements. The most direct benefits
would flow to electricity customers. We will disallow SoCal's
funding in this category because of the program's uncertain benefits
%0 ivs own ratepayers.

Qverheads

SoCal included $7.5 million in other accounts to cover
support and overkead for its mairn programs. We will reduce this
anount in proportion to the other reductions adopted. '
Conservation Reward

In its last general rate proceeding (A.59316), SoCal was
authorized to file for and receive up to $5 million as a
"conservation reward™ if it achieved a specified level of reduced
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consunptiorn in high priority c¢lasses. On April 16, 1982, SoCal filed
Advice Letter 1310 for the 35 million reward. Following hearing, we
issued D.82-10-021 dated Qctober 6, 1982. We determined that SoCal
had achieved <the required level of savings and authorized SoCal %o
recover the 35 million reward along with any revenue increase granted
in %his proceeding.

In this proceeding, A.61081, SoCal proposed a similar
reward for test year 1987 of $7.5 million. 1In D.82-08-014 dated
August 4, 1982, we considered conservation incentives as part of
2G&3's general rate case proceeding and concluded that:z (1) the
Proposed conservation proposals are neither necessary nor apyropriate
at this %time and (2) no comservation plan, beyond that already in
place, should be implemented for PG&E. Thereafter, Sofal formally
withdrew its proposal for a $7.5 million “conservation reward™ in
test year 1983.

IX. Research and Development

Qverview

SoCal requested $9,885,000 in test year 1983 to support its
research, development, and demonstration (RD&D) program. Staff
reconmended a reduction of $1,243,000 in SoCal's request.

SoCal proposed funding 49 regearch projects for the test
year 1983. Staff recommended that funding be reduced for seven
projects, eliminated for two, and that funding Lor WO projects ve
added. SoCal Zxhidits 33, 74, and 35 provide a desceription of the
orojects and explain the process hy which projects are selected for
funding. SoCal's RD&D program was presented by Samuel J. Cunninghanm,

manager of Research. Staff's position was presented by Ramesh Joshi,
senior utilities engineer.




A.61081 ALJ/xm

Dosition of S+taff ,
Staff argued that SecCal's request for RD&D funds should be

reduced to eliminate projects that duplicate the efforts of other
institutions or which are otherwise imprudent. Also, staff pointed
out that expenses for RD&D have increased at a rapid pace. Staf?d
asked that we consider SoCal's 1983 request in terms of prior year
expenditure levels which are:

1979 $5,187,000

1980 $6,569,000

1981 $7,588,000

1982 Not available

Request for 1983 $9,88%5,000

Staff argued that SoCal's RD&D program is generally
directed at end-uses, e.g. improvements in appliance efficiency,
development of gas counterparts to electric devices, ete. Staff

rgued that the ratepayer should not be forced to fund projects which

are intended to improve SoCal's market share vis-—a-vis electric
utilities. OStaff noted that RD&D in appliance effiency is, as Solal
witness Cunninghan testified, being conducted by a number of gas
appliance maaufacturers who have a more vital interest in the
subject. Additionally, staff stated research groups funded dy SoCal
and other gas utilities conduet similar RD&D projects in gas supply
ané use technology. Those groups include the Gas Research Institute
(GRI), the AGA, the Institute of Gas Technology, and the Pacific Gas
Association.

taff witness Joshi testified that he examined SoCal's 49
project proposals. He determined that seven of these projects
warranted budget reductions and +two should be eliminated, viz., the
Phase Change Znergy Storage Project and the Eydrogen Generation
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Technigues Project. The staff reductions were partially offset by
the addition of two projects recommended by the staf? witness. They
are (1) 2 commercial laundry study costing 350,000 and (2) a
ronelectric ignition project costing $140,000. Also, SoCal and staff
stipulated <o 2 §150,000 reduction for the Peedlot Gasification
2roject. '

Position of SoCal

SoCal argued that its test year RD&D program conforms with
the guidelines set forth in D.86595 and affirmed in D.92497.
According to Solal, the following criteria from D.86595 are an
integral part of its project evaluation and selection process:
Research projects skhould promote demand reduction and energy savings,
provection of the environment, safety, improved supply technology,
and iacreased company operating efficiency.

SoCal pointed out that staff, in its evaluation of SoCal's
annval RD&D reports +o the Commission, stated that SoCal's RD&D
vrograms are satisfactory. SoCal took exception o the
inconsistencies in staff's position.

SoCal noted that the staff witness agreed in his testimony
that all seven projects recommended for partial disallowance, as well
as the two projects recommended for total disallowance, would have
passed the stalf's own method of ranking projects.

SoCal alsc neted that the staff witness testified that he
woulé have recommended full funding for the seven projects but for
znis Yeliel that those projects overlapped with GRI research.
Accordizng to SoCal witness Cunningham, there is no duplication
between any of the seven projects and GRI research efforts. In
addition, he contends, the severn projects are aimed at specific
technological requirements of ScCal and its cusiomers.

We will now turn to a discussion of the specific project
differences. ‘
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A. Coordination With GRI

The seven projects for which staff witness Joshi reduced
expenses due %o duplication with GRI are as follows:

SoCal Stafs
Project Request Recommendation

Inproved Glass Melter § 300,000 S
Industrial Cogeneration 200,000
ASED EHeat Pump 200,000
Leak Detection Technology 250,000
Eeav-Tused Plastic
Revairs 100,000
Agricultural Waste
Gasification 150,000
Land-3ased Biomass

50,000

Total $1,250,000 $416,667

Staff did not recommend complete elimination of funding for
these projects.' Rather, staff proposed to eliminate two-thirds of
the oproposed amounts recommending that the remaining one-third be
provided to GRI to permit GRI t0 expand the scope of its research to
acconmodate SoCal's parochial interests. Given the importance and
significance of California's interests, staff believes that GRI will
expand its research to the extent necessary to meet SoCal's
objectives.

1. Improved Glass Melter
SoCal witness Cunningham testified that this project was

meet strict California nitrogen oxide (Nox) emission
stendards. Ze testified that GRI had 2o similar project yet in place
et would, in the future, undersake such a project. Staff witness
shi testified that the materials provided by SoCal failed to
icate that NOX emission reduction was a key element of this
Stalf argued that nothing in the record sustains a contrary
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conclugion. Sofal witness Cunningham's rebuttal, while mentioning
NXOx emissions, 4id not sufficiently descerive the nmanner in which the

research will involve emission reduction to warrant the rejection of
stefl's evaluation.

2- Industrial Cogeneration
Cunningham testified that, once again, NOx emission control
was o fundameatal aspect of this project and not within the scope of
GRI's otherwise similar project. Staff argued that SoCal's suppoert
papers failed to indicate that NOx emission abatement was at all an
izmportant part of this project or that it might bte beyond the ability
of GRI to accommodate. Staff sudbmitted that the record does not
reflect SoCal's contention that NOx abatement is fundamental to this
project. |
3. ASED Zeat Pumv Project
Staff argued that Cunningham relied upon environmental
inpact objectives to distinguish this projeet from GRI's heat pump
research, adding that SoCal intended t0 emphasize the use of heat
vunps for cooling while GRI was studying heating applications.
Sowever, according to staff witness Joshi, heat pump emissions were
not 2 "problem %0 be solved" given that no gas heat pumps were
presently marketed. Staff contended that <this research is bYeing done
<o develop 2 nmarket for gas heat pumps.
4. Leak Detection Projeet

SoCal invtimated that because of the unique nature of
Califorania soils a substantial contridbution t¢ GRI's project is
reguired. However, acc¢ording to staff, there is no evidence on <%he
recerd to show that California soils require the size of the
contridution, some $250,000, planned by SoCal. Consequently, staff
recommends the reduction of the requested amount dy two-thirds.
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5. EHeat-Tused Plagtic Repair Project

Cunningham testified that about 80% of SoCal's new mains
and services are constructed with polyethylene pipe. For this
reason, SoCal should know all the ramifications of installing and
repairing polyethylene pipe. EHe alsc testified that the AGA does
substantial researck in this area. Staff is convinced that SoCal-
directed research would be duplicative of the efforts of bYoth GRI and
AGA and is unnecessary in the amount requested.

6. Agricultural Waste Gasifiecation Proiect

Cunningham testified that given the size of California's
agricultural industry'and the amount of waste generated in its
service territory, SoCal should be researching agricultural waste
sasification. However, Joshi pointed out that GRI is conducting
researcih on this subject. Staff asserted SoCal need not duplicate
the efforts of GRI.

7. Land-Based Biomass Projeet

Cunningham testified that this project is California~

specific, whereas the comparable GRI project is national in scope.
talf argued that site-specific techrnology is beyond the

prover confines of research. Staff recommends that SoCal contridute

to GRI's project for the study of land-based biomass technology.

B. DPhase Change Energy Storage Project _

Staff deleted this project since it was not within the
scope of gas distridution operations, SeCal's public utility
Tunetion. Staff argued that the benefits to SeCal's ratepayers of
the phase change exnergy storage process are so attentuated that they
Tall to justifly funding by ratepayers.
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SoCal's RD&D witness Cunningham testified tha%t the phase
ckange energy storage project is a solar energy research project. He
also testified that this project is aimed at developing a more
efficient systen for storing energy, and that since the project is
directly related to heating water with solar energy, it has a direct
bearing on SoCal's role as a2 gas distributor. Cunningham noted that

GRI does not have any projects of this nature either planned for the
near future or in its current program.

C. Zydroren Generation Techniocues Project

Cunninghan defended this project on the ground that it
might provide SoCal with a supplemental source "if and when we
actually need 1t." Staff recommended that this project be deleted
from SoCal's 1983 RD&D budget since the benefits to the ratepayer
resulting from this project are uncertain. Staff witness Joshi
testified that GRI had discontinued a similar project due to the
ready avalilability of gas supply bdoth for the present day and the
foreseeable future. |

Cunninghanm testified that this project is aimed both at
short-tern technological needs and long-tern supply requirements. He
pointed out that hydrogen technology deces have a short-term

application because hydrogen fuel can be used for fuel cells.
Discussion

0f the 49, staff recommends deletion of only two projects:
the Prase Change Znergy Storage Projec¢t and the Hydrogen Gereration
Technigues Project. We agree with staff <hat benefits to ratepayers
Sroxm these two programs are too rexnote.

Staff recozmended that funding for seven of the 49 projects
be reduced by two-thirds and that SoCal shoulé use the remaining one-
third o coordinate its efforts with GRI. We disagree. Staff's own

testinony points out weaknesses in these seven projects which
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undercut justification for funding at any level. Turther, staff's
recommendation to ¢eut funding by two-thirds "across~the-board" is
arbitrary. We also note that GRI has a substantial budget for 1983.
The cost of gas t0 SoCal, and all other gas distridbutors, includes a
percentage skhare Jor GRI. Taking all these factors into
consideration, it is reasonable to reduce SoCal's requested 1983

budget Lrom $9,885,000 to $8,225,000. This amount includes
overaeads.

X. Results of QOperations

A. Adovnted Results

The following tadle sets forth a summary of the final
position of SoCal and staff. Also included are our adopted test year
results of operations and the adopted 1984 attrition allowance

calculation. The following discussion covers the areas of difference
between <the par+ties.
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Southern California Gas Conpany
Results of Operations
Test Year 1987

PLGS SoCalGas
Adopted: Authorized Adopted Authorized

Revenue 810,601.2 827,688.3 5,232,827.0 3,485,910.7
Ixpense '

Produection 730,378.0 730,378.0 2,511,970.8 2,529,057.9
Storage 31,155.0 31,155.0
Trensmission 20,955.0 20,955.0
Distridution 87,774.0 87,774 .0
Customer Service 74,074.0 74 0T74.0
Customer Accounts 88,031 .1 88,572.3
Market Service 16, 24, 6 16 724,56
AEG %29.4 19%,285.1 196, 768 2
10 Sect. Adj. 795.0 795.0

. Sudbtotal 730,707.4 3 ,02'4,764 .6 3,045,876.0

300k Depreciation . 89,825.0 89,825.0
Taxes Other 32,899.1 32,899.1
26%.8 2,126. 5 24,395.9

3,739.0 100,202.3

Total Expense »957. 783,706.5 3,153,354.2 3,293,198.3
Ne% Revenue 35,643.9 43,981.8 79,472.8 192,712.4
Rate 3Base 331,571.3 330,192.5 1,453,618.1 1,446,789.6

Rate of Return 10.75 13.32 5.47 13.32
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3. Ovperating Revenues and Cost of Gasg

With respect to operating revenues and cost of gas, there
were no significant differences between Sofal and the staff. In its
opening drief, SoCal stipulated t¢o the staff showing. We will adopt
staff's estimates for these items.

C. Wages and Inflation

1« Overview

SoCal and the union sigred a two-year collective bargaining
agreement which resulted in a 9.5% wage increase effective April 1,
1982. Wages will Ye further increased by 7% %o 10% effective April 1,
198%. The 1983 wage adjustment is dependent upon the increase in the
Los Angeles ~ Long Beach, Ansheinm Consumer Price Index for Urban Wage
Barners and Clerical Workers (CPI) between September 1981 and September
1682. If the Index rises more than 7%, the wage increase will de an
additional .5% for each .5% increase (or fraction) in that index,
subject %0 a meximum wage increase of 10%.

SoCal medified its showing based on this latest agreement.
The amount of labor f£inally included in SoCal's results of operations
reflects a 9.5% wage increase for 1982 and 8.5% for 1983. Sofal
annualized the increase and staff disagrees with this approach.

taff included an increase of 9.5% for 1982 and 8.5% for

1985. However, to account for the April st wage increase date,
stafs ugsed wage increases of 10.375% (13% for three moaths and 9.5%
Tor nine months) for 1982 and 8.75% (9.5% for three months and 8.5%
for nine months) for 1983. Also, staff limited all aonunion
exdloyees to 2 5% wage increase in 198%. SoCal took exception %o
staff's 5% wage limitation proposal.
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2. Anmualization of Wages
Since the actual wage increase granted by SoCal is in
effect £or only nine months of the year, staff took exception to
SoCal's annualizing the increase. According %o staff, SoCal's
approach assumes the increase will be in effect for 12 months of the

vest year instead of nine months. The difference is approximately $4
aillion. ‘

SoCal argued that staff's recommendation which inflates
1981 data 4o 1987 and uses an April v, 1983, wage revision date
incorrectly assumes that 1981 recorded data include the full annual
effect of step increases in 19817. In addition, SoCal pointed out
vhat staff estimates made no provision for future step or merit
iacreases.

SoCal argued that it did not caleculate the impact of merit
adjustments £or management personnel and movenment within automatic
progression salary ranges for nonmanagement employees. Accordingly,
SoCal maintained that annualization is therefore a conservative
method of partially compensating for these factors. On the other
hand, SoCal did not include in its analysis the effects of employees

w2o retire or resign and are replaced by employees with lower salary
levels.

In prior SoCal general rate case proceedings we did allow
azsavalization because SoCal incurred the expense prior to the
effective date 0f the rate relief. The Rate Case Processing Plan
does provide rasve relief at the onset of the test year, eliminating
vhe need Yo annuwalize wages. We will adopt the staff approach.
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3. Pive Percent Wage Limitation
taff proposed a 5% wage limitation during the course of
tie hearing. SoCal objected t¢ its late introduction on procedural
grounds and cited the Regulatory Lag Plan. The ALJ ruled that the
proposal would bYe heard in this proceeding and provided SoCal with
additional time to prepare its case. Since SoCal had ample time %o
erevare it case, we affirm the ALJ's rulings.

A. V. Garde, principal utilities engineer and project
manager, preseated the staff proposal. EHe recommended that test year
Tevenue requirements reflect a 5% wage increase for nonunion
personnel in year 1982 and 1983. No limitation was placed upon wage
increases for attrition year 1984; however, that year would be
affected by the staff proposal by virtue of the carry-forward of the
1982 and 1983 effects. According to staff this recommendation would
reduce SoCal's revenuve requirement by $7,214,000 in 1983. Of that
azount, 39,998,000 represents its ratemaking treatment for salaries
$0 nanagement employees. According to staff, the total reduction of
57,214,000 represents less than 2.5% of total wages paid by SoCal.

SoCal argued that the 5% limitation amount was incorrectly
calculated. According to SoCal, the figure should be $3.9 million
instead of 37.2 million. SoCal points out that staff's figure does
20t recognize the April 1, 1982, 9.5% wage increase.

Staff noted that at end-of-year 1981, SoCal had 8,872 full-
vine employees, 6,405 were union-represented, 1,904 were nonunion
nanagement emnployees, and the remainder were nonunion nonmanagement.
SoCal stated that it expects the total number of employees to grow to
10,510 during test year 1983. Staff noted that in prior SoCal rate
proceedings identical wage escalation rates were applied to all three
categories of personnel.




Staff acknowledged this extraordinary wage limitation was
proposed for one reason. Staff argued that a full flow-through of a
9.5% wage increase would constitute an undue aardship upon
ratepayers, many of whom have already faced the brutal effects of
layoffs and/or wage concessions of the 1981-1982 recession.
According to stafl, +the present economic ¢limate requires the
abandonzent of a regulatory attitude of "business as usual™ and
pointed to the fact that the Commission itself in the last SoCal
general rate case decision warned the utility that it would not
avtomatically approve wage increases. Staff cited D.92497, page 96,
where we stated:

"While we cannot ignore valid costs that a
vtility is incurring in providing service to
its custonmers, we nmust examine c¢losely cosis
(sic) suck as labor for reasonableness for the
sinple fact that the utility is incurring thenm
nay not of itself be sufficient justification

£ seasonableness. . . .M

vafl pointed out that as a general matter, SoCal adjusts
S management salaries according +¢ its union wage settlement.

erefore, nmanagement may have some conflict of interest in the
outcome of labor negotiations.

it
T™h
o b

Stalf noted that nonunion nonmanagement perSonnel receive
wage increases comparabdle to union-represented employees.

Stall did not propose any limitation be placed upoen the
Tecovery ol wages paid by SoCal to union-represented employees. The

wafl witness explained %hat he did not do so because he believed

that such a limitation aight comstitute an unlawful intrusion into
toe good faith collective bargaining process. XHad staff indeed
extencded its proposal o union employee wages, its test year 1983
Tevenue requiremenzt would have been reduced by an additional
$24,413,000.
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The staff witness testified that the Legal Division advised
him there is no legal impediment to the adoption of a wage limitation
for ratemaking purposes. The basis for that appraisal is provided in
the Legal Division brief. Legal Division pointed out that what is
contemplated here is not that the Commission or its staff would in
any way dictate to management the actwal negotiating position since
that nay constitute an unlawful intrusion into the collective
vargaining process. What is contemplated is that the Commission
scrutinize Wages iz the nanner of any other expense, disallowing the
recoupment of unreasonable costs. According to Legal Division, SoCal
zay »ay any level of wages it feels is reasonable and bear the risk
that the Commission might find that level %o be imprudent. While
this may pose some indirect pressures on negotiations, Legel Division

tated such pressures are not likely %o be precluded by federal labor
law.

Regulatory law is well-settled that the Commission may

disallow for ratemaking purposes any unreasonable expense if it I1s
supported by findings of fact and conclusions of law. If the
Commission disallowed an expense it found to be reasonable, that
action would be a confiscation of stockholder property. Such 2
Cisallowance would simply not meet the Hope and Bluefield standards.
SoCal argued that staff's proposal is highly unusual.
SoCal pointed out that staff witness Garde acknowledged that the full
union-negotiated settlement of a 9.5% wage increase is reasonabdble (RT
18/1706), that the nonunion employees should receive the same 9.5%
inerease, dut that only 5% of the increase should be passed on to
ravepayers. SoCal claimed staff proposed that the Commission
disallow reasonabdble expenses for test year 1983.
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SoCal acknowledged that some manufacturing industries are
experiencing layoffs and/or lesser wage increases. SoCal asserted,
however, that Ly their nature these industries face a more volatile
wugsiness climate than the utility industry. According to Sofal, the
utility worker accepts a lower pay schedule than employees of many
other industries for the stability of his or her employment.

SoCal noted that its coste-of-living adjustment is
retrospective rather than prospective and that at the time the wage
increase was proposed, the CPI for the year ending in Januvary 1982
was at 10.3%. The company claimed that cumulative wage increases for
all employees were 10.5% below the increase in the CPI for the past
five years. Its 1987 union wage increase is tied to the Los Angeles-
Long Beach CPI and will rise above 7% only if justified by the 1982
nerease in the cost-of-living. Therefore, SoCal stated that even
hough cost=of=living indicators are currently rising at annual rates
lower than 9.5%, they do not reflect the 1981 events upon which the
1982 increase was based and are not a valid basis for limiting the
1682 wage increase to 5%. Rather, SoCal points out the 1982 cost-of-
living increase will bYe reflected in the 1983 wage increase.
(Southern California Edison Company bases its wage adjustments on
forecasted changes in the econonmy.)

4. Discussion

We have considered staff's recommendation to allow a 5%
wage inerease for nonunion employees. While staff's proposal is well-
inventioned, we cannot adopt it. We agree with staf? that the
contracted union wage increase was reasconable at the time it was
negotiatved. 3ut we nust also find that the same increase for
nonunion employees is similarly reasonable since there is nothing in
the record t0 support a contrary fiading.

Ly
e
e
v
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We do not reach this conclusion on the premisze that what is
g200& for the goose must be good for the gander. Ratepayers must bear
vhe reasonadle and prudent costs of SoCal's union contract. We find
that 2 9.5% increase for 1982, and an increase tied %0 the rate of
inflation for 1983, was reasonable a% the +time union négotiations
took »lace in early 1982. These increases are also reasonable for
norunion employees.

It does not follow, however, that this Commission must
always treat union increases and nonunior increases alike. For
exaxmple, we night reach a different conclusion on this matter if the
evidence demonstrated that SoCal's nonunion salaries were
significantly nigher than those paid %o workers in comparadble
positions in other industries.

We also agree with staff that if we consistently grant
SoCal identical increases in both the nonunion and union cetegories,
2 conflict of interest might arise. If management expects the
Commission to grant a nonunion increagse equal 1o the one negotiated
with the union, management may have inadequate incentives $0 bargain
iz good faith.

On +the other hand, wage increases granted by Sofal to its
nonunion eaployees vary: sSome emvloyees receive larger increases
than others. The increase we grant today is for ratemaking purposes

nly and will be aprlied to actual wage increases as SoCal sees fit.

We renind SoCal that staff does not determine
"reasonableness”. This Commission does. Thus, SoCal ¢cannot argue
“hat cervain of its labor-related expenses are patently reasonable
because staff so states. This Commission may come t¢o different
conclusions thar staff and disallow any expenses it finds
unreagonable based upon its assessment of evidence in the proceeding.
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We agree with staff that the state of the economy and the
increased dburdens on utility ratepayers require that this Commission
reasgess many of its regulatory policies. We put SoCal on notice
that its labor expenses will receive increased scrutiny. We expect

SoCal to take all reasonable measures to keep these and other ¢osts
down.

5. Adopted Hscalation Rate - Nonlabor
Zscalation rates are used %o estimate future utililty
costs. In this proceeding, staff recommended 9.3% for 1981, 7% for
1982, and 9.4% Sor 1983. SoCal recommended 15% for all three years.
Since the hearings were held on this matter, more recent
data are available and should be used. We will adopt 4.7% for 1982
axd 6.7% for 1983 and will adopt staff's estimate of 9.3% for 1981.
6. Adopted Escalation Rate — Labor
As discussed previously, the 1983 union wage increase is
tied %o the Los Angeles-Long Beach CPI and will rise above 7% only if
the CPI rises over 7%. CPI is not expected %o rise ztove T%.
3ecause of the retrospective rather than prospective nature of
SoCal's negotiated wage increase, we will adopt a 7% labor increase
effective April 1, 1983. We will alsc adopt the 9.5% increase
effective April 1, 1982. Accordingly, the adopted labor inflation
rate for test year 1983 is three months at 9.5% and nine at 7% or an
effective rate of T.625%.
7. Adovted Attrition TYear Indices
30th SoCal and staff recommended a step-rate adjustment
based on appropriate indices for certain expenses and capital costs
for the attrition year 1984. We will provide that adjustment in 2
specific preliminary amount subject only to changes in the level of
the selected indices. On or about November 1, 1983, SoCal shall file
an advice letter zmending the attrition allowance specified in this
order to reflect the then most current forecasts for the selected
indices and ded%t cosis.
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Staff recommended that attrition year indices should be
based on a weighted average ¢f a number of DRI scenarios, according
to their prod®ability of cccurrence as projected by DRI. SoCal
recomnended using the DRI "CONTROL" scenario without modification.

We will adopt SoCal's recommendation because we are not convinced
that weighting provides any additional accuracy.

A% this time, for purvoses of estimating the 1984 attrition
allowance, we will use the latest available DRI control estimate for 1984
0f an increase of 5.7% for *the CPI and 8% for +the PPL. These percentages
Wwill be revised to reflect vhe latest available forecast at the tinze
SoCal files itg advice letter on or about November 1, 1983.

D. torage and Transmission Exvense
1. Suvervision and Engineerin

Accounts 814, 830, 850, and 861 are supervision and
engireering (S&E) accounts for storage and transmission activities.
Tre total difference in these S&E accounts between SoCal and staff is
$741,000. i

Stalf proposed to reduce SoCal's S&F funding to reflect the
adjustzents stalf made %o the non-S&E accounts. SoCal witness Brady
agreed there is some correlation between the two categories but not
necessarily a direct relationship.

The total difference between SoCal and staff for non-S&E

torage and transzission expense is approximately $5.7 willion.
Adous half shis $5.7 million difference is due to: (1) the number of
wells to be repaired and (2) gas losses. Since well repairs are
consracted out, this difference (31-24) should not affect S&2
expense. Likewise, gas losses should not affect 'S&E expense. This

leaves a ne% reduction of less than 5% in storage and ftransmission
expense, which arguably could impact S&E expense. We are not
convinced %zis change is sufficient %o cause reduction in S&E expense
and we will adont SoCal's estimates for these S&E accouants.
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2. Account 816 - Wells Overations
The staff estimate is $98,000 lower than SoCal's. Staff

isagreed with SoCal's estimate of wastewater haulage expenses at the
Honor Rancho Storage Field. Production and withdrawal operations at
that field generate wastewater which must be removed to a dump site.
Stalf adopted the SoCal methodology and removal cost of $6 per
varrel. However, staff used 1981 recorded data to estimate
wastewater volumes.

We will adopt the staff's estimate since it is based on the
most recent data.

3. Account 818 - Compressor Station Expense
The staff estimate is $193,000 lower than SoCal's. This
difference includes SoCal's stipulation to reduce its original
estizete by $38,000 for expenses related to additional guard services
at the East Whittier Storage Field.
Staff used recorded 1981 data to project 1983 expenses.

SoCal argued that the use of 1981 recorded data does not make staff's
estinate more reliable than its own. SoCal further argued tha*t its
1983 estimates are grass roots estimates developed dy each division
and department. SoCal pointed out that in the cost planning process,
SoCal's projections are made for two future years by those people
directly responsidle for the work %o be done. Therefore, SofCal
argued its estimates better reflect expected 1987 operations.
We believe +the staff's estimating approach is reasonadle.

A grass roots estimate is not nec¢essarily more reasonable than any
wher. Moreover, it is very difficult to evaluate on & hearing
record which does not include testimony by those who developed the
esvinates. We will adopt staff's estinmate.
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4. Account 821 — Purification Expense

The staff estimate 1s 3231,000 lower than SoCal’'s. OfFf this
amount, $36,000 is attridutadle t0 staff's proposed amortization over
a two-year period of expenses associated with 1987 glycol purchases.
Yo glyecol is 10 be purchased in 1984.

The amount in question is relatively insignificant for
ratenaking purposes dut the issue was presented in several instances
besides the glycol purchase.

The glycol purchase is a nonrecurring expense, which is not
of a substantial or extraordinary nature. Under the Regulatory lLag
Plan, the utility nay submit only one test showing. SoCal argued
that it cannot submit a list of nonrecurring miscellaneous items
which will oc¢cur in the second year, and that 1+t is reasonable to
conclude +that there will be such items which will occur in the second
vear and not in the first.

We note that we establish SoCal's revenue requirement based
upon those costs SoCal can demonsirate are reasonably foreseeable,
not those that are not. We will adopt staff's amortization proposal.

The remaining $195,000 difference between SoCal's and
stafl's recommenda?ions results £rom differences in estimating
techniques. SoCal used a grass roots estimate, derived dy field
personnel responsible for the account. taff used 1981 recorded data
inflated %o develop a2 1987 estimate. SoCal argued that staff did not
adjust 1981 to fully reflect 1983 planned operations. If staff
wishes Yo use this same approach in SoCal's next rate case,

talfshould consider proposed changes between the one recorded year
used as the basis of its estimates and the company's operation plans
for the test year. Since staff does not specifically pinpoint where
SoCal's estimate is excessive, we will adopt the SoCal estimate for
this portion of Account 821.
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5. Account 823 - Gas Losses L e
The staff estimate is $704,000 lower than SoCal's Yecause
staf? would disallow the amortization of certain storage field gas
losses incurred prior %o 198%. These losses can be divided into four
categories.

(1) Surface Leakage - losses from the well

head and field pipe fittings (normal
operation);

(2) Incidents - losses from leaks in well
casings and related assemdly;

(3) ?2lant Blowdowns - the evacuation of gas
frow the storage field piping for
maintenance activities; and

(4) Migration - the subsurface movement of
gas outside the storage field.

SoCal proposes recovery of 31,822,000 for expenses
associated with pre=1983 losses (Exhidbit 40).

Staff allowed for pre-1987 migration losses, since stafll
agreed these could not have been estimased. Staff also allowed for

estinated 1983 gas losses for all the ahove categories. Therefore,
the issue is whether SoCal could have reasonably estimated pre-1983
losses in question for categories (1) through (3).

SoCal argued that it could not estimate these losses prior
to the availability of a study undertaken for SoCal by Dr. Katz. The
results of this study, according to SoCal, were not available until
this rate case.

tafl argued that SoCal was aware that the losses were
occurring yet nade no effort to estimate them until the present rate
case. Stafl stated that SoCal should bear the consequences of its
lack of diligence in pursuing the recovery of this expense. We agree

with staff.
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SoCal filed workpapers on La Goleta field losses late.
Stafl recommended that the amount involved, approximately 2 Bef, de
deferred to the nex%t rate case because it did not have time for
review. The staff witness has conceptually allowed for recovery of
nigration losses prior to 1983 and SoCal's redbuttal testimony
estadblishes the volumes. We will allow SoCal's request for 1,421.9
M2C?F nigration losses at La Goleta. However, staff should review
this itex in the next proceeding where we will reflect any adjusitment
required.

Staff witness Ferraro also recommended that because of the
large gas losses at the Bast Whittier Storage Field, SoCal should
undertake a2 study to determine whether that f£ield should be removed
from operation. Sofal witness Brady agreed to expand SoCal's current

tudy of that facility. Staff recommended that SoCal be required to
report ivs findings in its test year 1985 rate filing. We agree.
6. Account 824 - Other Onerations Expenses

Exhibit 1471 reflects a difference of 3219,000 in Account
824. This amount ig related to the amortization of certain
cancellation fees resulting from the revised plan of operations at
Texn Section. The appropriateness of this expenditure will Ye
considered along with all other Ten Section expenses. It is,
therefore, not included in test year 1983.

7. Account 831 -~ Structures and Imvprovements

The staff estimate is $42,000 lower <han SoCal's. The
difference is due o the difference in estimating techniques:
previously discussed.

SoCal reduced its estimate between the NOI and the
application from $499,000 to 3376,000. SoCal witness Brady explained
That the adjustment recogrized some paving and roadwork moved forward
from 1983 to 1981. We will adopt SoCal's estimate.




8. Account 8%2 - Wells

This account involves the largest dollar difference between
stafl and SoCal related to storage expense. Staff's estimate is
32,651,000 lower. The controversy surrounds the number of wells %o
be repaired in 1983. Well repairs for purposes of this discussion

re divided into two categories, major and other.

Both SoCal and staff contemplate essentially the same unit
¢ost by type of well repair; the difference in estimates is due to a
disagreement over the estimated number ¢f well repairs. Staff
estimated 19 and 5 other well repairs. SoCal projects 26 major and 5
otzer well repairs in test year 1983 at a cost of $10,208,068.

SoCal used a least squares trending method. Accdrding to
SoCal this analysis produced s correlation coefficient (R) between

vime and the number of repairs of .75 which Sofal considers
reasonadle.

Staff witness Ferraro asserted that Sofal's R-squared value

(.56) is not acceptable, therefore, he used a four-year average.
S¢Cal, on the other hand, contends a four~year average ignores +%time
(age of well casings) as a factor and it ignores the increasing trend

in the pumber of well repairs. Both approaches seem to have
shorvtconings.

We note there are numerous factors which affect the number
0% wells repaired each year, e.g. availability of drill rigs and
complexity of job, ete. We alsco note that the number of revairs for
the last nine years aas increagsed each year over the prec¢eding year
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only two excepiions. Thus, from 1973 through 1981 SoCal’s major

repairs totaled 4, 5, 11, 19, 13, 21, 14, 17, and 24. TFerraro

ke average of the last four years of major well repairs, which
is 19, and %o %this figure added 5 other repairs to ob%tain his
egtinate of 24 well repalrs £for <he test year.

- We note that the last recorded number for major well
repairs is 24. 3Because of increasing age it is reasonable $¢0 assume
that there will be lidttle dec¢rease in the number of major well
repairs. We will therefore adopt 27 major well repairs as reasonadle
for the test year. To this we will add 5 other repairs, which staf?
and SoCal agree is.reasonable, for a totthf 28 well repairs.

9. Accoun®t 8%4 - Compressor Station Egquivpment
The staff estimate is $351,000 lower +than SoCal's because
taff proposes 0 amortize nonrecurring expenses over two years.
SoCal witness Brady identified the projects which would bhe undertaken
“n 1987 dbut which would not require any additional funds or work
conmitments in 1984. 3Brady could not identify any projects in 1984,
the expenses of which would arise t¢o replace the uwnusual 1987
proposed projects. Accordingly, staff argued that these 1983
expenses should be amortized over two years to prevent double
collection.
For the reasons previously discussed, with regard to the
glycol purchase, we will adopt staff's amortization proposal.
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10.  Account 857 - Compressor
Station Labor and Expense

The staff estimate is $90,000 lower than SoCal's. As with
glycol expeanses reflected in Account 827, SoCal intends in 1987 +o
replenish stocks of lubrication oils depleted during 1982. There is
no plan to replenish lubrication oil during 1984. Staff argued this
expense should be anmortized over two years. TFor the reasons stated
previously, we will adopt the staff proposal.

11. Account 856 - Mains Expense - Overationsg

The staff's estimate is $552,000 lower than Sofal's.
Staff’'s esvinmete is dased on recorded data with specific increases
for retesting of pipe due to class changes and additional costs
associated with the implementation of the Underground Service Alert
Program, wheredby one call notifies all parties of a scheduled
excavation. SoCal used a grass roots estimate generated by field
personnel. We will adopt staff's estimate since staff's estimeting
approach is more reasonable.

12. Account 857 - Measuring and
Regulating Stations

The staff's estimate for +this account is $91,000 lower than
SoCal's. Staff generally agreed with SoCal's estimate dbut argued the
increase in automotive expenses is inconsistent with the increase in
enployees. We will adopt staff's estimate.

5. Account 858 - Compression of Gag by Others

SoCal withdrew all expenses recorded in Account 858 fronm
this proceeding under %the assumption that all Account 858 gas was
properly included in CAM proceedings. However, it was later
deternined that compressor fuel gas not dburned under a specific SoCal-

PG&Z contracet is not reflected in CAM rates. Consequently, SoCal
should receive $6,000 €or this itenm.
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14. Account 850 - Other Expenses
taf? deterained that SoCal's 1983 test year estimate does
not adequately consider recent increased costs for gas odorant, a

petroleum~based product. Accordingly, SoCal should receive $79,000
t0 cover increases for this iten.

15. Account 860 - Ren<ts

This account records rents related %o transmission lines.
The majority of these rents are paid %o railroad companies for
transmission pipelines which c¢ross their property under agreements
which are negotiated for each pipe crossing.
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The staf? estimate for Account 860 is 3184,000 lower than
SoCal's. A% %the time staff prepared its estimate, SoCal was still
negotiating some of the contracts. Therefore, staff used recorded
1081 expense with no allowance for inflation in its estimate for
1983. Subseguently, SoCal concluded its negetiations and submitted
late-£iled Exhidit 55 reflecting the results of these negotiations.
Accordingly, we will adopt the amounts shown Iin Exhibvit 55, less
$1¢,850, which is the amount for 1981 and 1982 rent payable on South
Basin Division #2269 right-of-way. We see no reason for this amount
to be included in 19837 expenses.

16. Account 863 — Maing Maintenance

The staff estimate is $127,000 lower than SoCal's. Staff
generally agrees with SoCal's estimates but amortized unusual
expenses which will not occur in 1984. We will adopt the staff
estimate.

17. Account 864 - Compressor Station

Eguipment - Maintenance

The staff estimate is 3410,000 lower than SoCal's. The
difference is due to staf? amortizing unusual 1987 expenses which
will not oceur in 1984. We will adopt the staff estimate.

18. Account 865 - Measuring and Regulating
Station Eeuipment — Maintenance

The staff estimate is $50,000 lower than SofCal's. Staff
noted a disproporsionate increase in this account compared %o the
operations account for this equipment. SoCal witness Brady indicated
shat equivment age is the cause of the disproportionate increase. We
will adopt SoCal's estinmate.
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- Distridution Expenses

Zugene L. O'Rourke, vice president, Distridbution and
Measurement, presented SoCal's proposals concerning distridbution
expenses (exclusive of customer services expenses). Staff presented
i%s case <Through Francis S. Perraro, supervising utilities engineer.

C'Rourke estimated expenses for his department totaling
$114,038,000 in test year 1983. Staff's estimate totals
508,737,000, As a consequence, there remains a difference between
stafd and SoCal of $15,301,000.

1. Accounts 870 and 88% -
Suvervision and Engineering

The staff estinate is $691,000 lower than SoCal's. This
azouznt is proportionate to adjustments staff made in other non-S5&E
accounts. The relationship between S&E expense and non-S&E expense
was debated at great length. O0O'Rourke agreed that there was such a
Telavionshiy between specifically identified items. Based on this
discussion, we will adopt 10% of the staff adjustment. Accordingly,
SoCal's estimate will be reduced by $69,000.

2. Accounts 875 and 889 - Measuring and
: Regulating Statiorn Bauipment

The staff estimate is $18%,000 lower than Sofal's. The
staff adjustzent was baged on cusiomer growth. We agree with SoCal
that these accounts are not sensitive to customer growth.
Accordingly, we will adopt SoCal'’'s estimate.

3. Account 878 - Meters and House Regulators

Staff's estimate is $9,000 lower than SoCal's. The stafs
increased 1981 expenses by growth in planned meter repairs. SoCal
hased its projections on its meter performance control program, which
is 2 statistical analysis filed annually with the Commission. We
will adopt SoCal's estinmate.
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4. Account 880 - Other Exvenses
The stafl egtimate is lower than Sofal's by $1,385,000.

PrioT year's experse in %est year 1983. The staff adjustment is
adopted.

2C3 estinmeted expenses included in Account 880 for test
year 1983 are $3,000,000. There is no disagreement between the
parties regarding <the need to deal with the PCB problem and Sofal's
proposed solution. Since the probdlem is relatively new and it is not
vossible, at this time, to reasonably estimate test year costs, staff
recomuended that $3,000,000 in expenses for each year be included in
rates. Adjustaents, if necessary, would be made in S¢Cal's next
general rate case. We will authorize SoCal to establish a deferred
account for this item commencing Januwary 1, 198%. SoCal will provide
5tafs with a2 summary of this ac¢count every six months. Any over or

under expendéiture will be accounted for in Sofal's next general rate
case.

5. Account 887 - Mains

The staff estinmate is $7,574,000 lower than Sofal's.
86,533,000 of this amount is related to <the new leak survey program
discussed below, $915,000 is due to SoCal's request to amortize 1982
leak repair costs and +the remainder, $26,000, is due %o staff's
adjustment based on customer growth.

2. The 1=2-4 Program

We refer %o the $6,63%%,000 difference between SoCal and
staff in Account 887.

SoCal plans %o implement a 1-2-4 leak survey
frequencyprogran in 1983. According to SoCal, an undisputed need
exists %0 increase <the frequency of surveys. The costs associated
with Shis program total 38,926,000 in the test year and affect
Agcounts 887 and 802.
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taff concluded the 1-2-4 program and projected expense
levels are reasonable btut is concerned that concentrated program
implenmentation would cause too great a rate impact. TFerraro
recommerded phasing the program into two parts; one now and the other
in 1985. SoCal disagreed and vointed out that phasing the progranm
would extend the time t¢o complete a full cycle and the higher expense
level called for by the 1-2-4 program would likewise be extended.
Turtheraore, SoCal noted that considering inflation rates, ratepayers
zay ultizately pay aore if£ ore-half of the program is deferred until
1985.
We are concerned about the impact on the ratepayer and
will adopt staff's recommendation witk regard to phasing the 1-2-4
ITogran.
. Leak Repair Backlog
We refer to the difference of $915,000 between SoCal
gnd staff in Account 887. |
SoCal stated that it proposed to spend 33,000,000 in
to reduce a backlog in unrepaired leakxs (Exhidit 12, pages 6-'
SoCal proposed %o recover one-half of these expenses in each of
the years covered by this proceeding. SoCal's proposal to reduce the
leak dacklog affects Accounts 880 ($180,070), 887 ($915,000), and 892
(8405,000) (Exnidit 56).
O0'Rourke indicated that i€ the amortization request was
not allowed, the work itself would be deferred until 1987 and 1984.
taff opposed recovery of these proposed 1982
expeaditures. In addition, staff concluded a "catch-up"” leak repair
»rogranm in 1982 is unnecessary, although there Iis no opposition by
staff %0 a catch-up program in later years. S+taff agreed with
SoCal's goals iz 1984 of a bYacklog between 5,000 and 7,000 leaks.
We will adopt the staff recommendation.




A.61081 ALT /¢

¢. OQOtfker Items
Regarding staff's $26,000 adjustment based on growth,
we will not adop? staff's recommendation since we are not convinced
this account is directly affected by customer growth.

In summary, SoCal's estimate for Account 887 should be
reduced by 37,548,000.

6. Account 892 - Services ‘

The staff estimate is $5,349,000 lower than Sofal's.
$2,557,000 of this amount is due %o proposed TFederal lLeak Survey
Regulations, $1,343,000 is due to the 1-2-4 leak survey progran,
$405,000 is due to amortization of 1982 leak repair costs, and

$1,044,000 is due to difference in the number of leaks to be repaired
in the test year.

a. Provnosed Tederal Survey Regulations

SoCal ircluded 39,190,000 in its test year estimate %o
cover costs associated with new reguirements under proposed federal
leak survey regulations (Exhidit 56). This expense item affects
Accounts 58T and 892. These regulations, if adopted, would require a
svbstantial expansion of those types of surveys presently required %o
he made on an annual basis and would be additional to SoCal's
oroposed expenditures under its 1-2-4 program.

Staff recommended no allowance for those projected
exgenses in this proceeding on the grounds that the propoéed Tule is
iikely to be withdrawn. taff agreed that if the rule is not
withdrawn, SoCal's estimate of the cost of compliance is reasonable.

‘We agree with staff. Eowever, SoCal should be made
whole for expenses that might be incurred for complying with new
federal regulations. We will authorize SoCal to establish a deferred
account %o recover these expenditures in Iits next general rate case
proceeling. SofCal should no%ify the Commission by letter Iif and when
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these federal regulations are implemented. TIf they are, SoCal should
furnish stafl with 2 summary of %his account every six moanths. No
allowance for these expenditures will be made for test year 1983.

. OQOther Items

As discussed above, we will adopt staff's
recommendation regarding phasing the 1-2-4 program.

We will not grant SoCal's request %o amortize $405,000
in 1982 leak repair costs in the test year.

Staff and SoCal are generally in agreement regarding
the cost ¢f compliance with proposed Federal Damage Regulations.
SoCal accepted staff's estimate of $1,930,000 for this item.

Regarding the $1,044,000, which is due to difference in
the sudber of leaks to be repaired, Sofal states that the significant

increase in leaks is due to use of new leak detection equipment which
is nore sensitive. According to SoCal, the backlog in 1980 of Code

-

III nonhazardous leaks increased %0 17,840. YNow SoCal wants %o

decrease the backlog to between 5,000 to 7,000. We will adopt
S¢Cal's estimate for this item.

In summary, SoCal's estimate for Account 892 should be
reduced »y $4,305,000. ‘
7. Account 854 - QOther Zquivment

Maintenance costs of compressors at natural gas vehicle
refueling stations account for a $110,000 difference between staff
nd SoCal estimates. Staff's lower estimate is based on its proposed
reduction in employee levels. O'Rourke testified that the higher
expense level was appropriate due %o: (a) the addition of ome or two
refueling bases between now and 1983 and (b) the higher perceatage of
SoCal fleet being ecuipped with natural gas.

We will adopt SoCal's estimate.
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. Customer Services Expenses

Radeliffe testified for SoCal and Ferraro presented the
position of staff. SoCal's estimates totaled $85,388,000 and the
stafl's estimate was 378,815,000, a difference of $6,573,000.

1. Account 870 - Supervision and
Ingineering Ixpense

The differences in this account are:
S&E Zxpenses < 278,000
Level of Service Studies 200,000
Correction 669,000

$1,107,000

Staff witness Perraro adjusted SoCal's estimates for S&E

exzenses downward $238,000 <o reflect staff's adjustment to non-S&E
accounts.

SoCal witness Radeliffe testified that the higher projected
S&Z expenses in 1987 were not related to the projected increase in
non=-S&E activities. SoCal also argued that 1981 recorded data should
not be bdlindly used in developing 1983 expenses. SoCal argued that
its grass roots estimates beitter reflect anticipated operations for
the test year.

We are not convinced that the magnitude of reductions in
non-S&E expense proposed by staff will be sufficient to trigger a
significant reduction in staffing levels. Accordingly, we will adopt
SoCal's estizate for S&Z expense.

The second item of disagreement between staff and Solal
ceaters on the cost for two level of Service studies, which SoCal
origirally estimated at $700,000. Staff would allow only $200;OOO.
Stafl's estimate for these level of Service studies is based on a ‘
2G&Z study which staff contended was similar 40 the studies proposedf
by SoCal. We will adopt the staff estimate as reasonable for the
test year.
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Pinally, %here is a difference of $669,000 bvetween SoCal
and staff which is attributable to SoCal initially including this
anount in the wrong table. SoCal later made the correction but staff
had not included the 3$669,000 in its estimate of Account 870.
Conversely, staff's evaluation of Account 901 is overstated dy
$669,000.

We will make this c¢orrection and reflect the $669,000 in
Account 870. '

2. Account 878 - Meter and
Zouse Regulator Expenses

The differences bYetween SoCal and staff are:

1982 overpressure protection costs $ 642,000

Appliance survey 366,000

Adjustzents due to estimating technique 2,393,000
$3,401,000

For reasons previously discussed, SoCal cannot include
642,000 in estimated 1983 expenses for amortization of 1982 (PP
expenditures.

Regarding the second item, SoCal argued that staff did not
specifically allow the cost of an Appliance Data Survey projected to
cost 31.3 zillion in test year 1983, poritions of the dollars for
waich are included in Accounts 878, 879, and 903. We agree with
SoCal that these costs should be reflected in 198% estimates.

Accordingly, we will allow SoCal $366,000 for this item in this
aceounst.

Turaing to the third item, the $2,393%,000 adjustment is due
%0 difference in estimating techniques. We agree with staff that
SoCal's estimate reflects an unreasonable percentage increase. We
will adopt staff's estimate for this iten.
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3. Account 879 ~ Customer
Installation Exvpenses

The staff estimate for this account is lower than SoCal's
by $1,53%1,000. 0f this amount $417,000 is due to staff's exclusion
oL <the appliance survey and $1,114,000 is due %o staff wsing 1981

recorded and expected customer growth as the basis for its 1983
esvinate.

As discussed previously, we will allow $417,000 for this
aprliance survey.

Turning to the $1,114,000 amount, staff points out there is
no discernidle reason for this level of increase. We will adopt
staff's estimate. '

4. Account 880 - QOther Expenses
The staff estimate is lower than SoCal's by $53%4,000.
v2Lf argues there is no discernidle reason for SoCal's level of
expense Jor this accourt. We will adopt staff's estimate.
G. Customer Accounts Exvenses

Redeliffe developed Customer Accounts Expenses, exclugive
0% ZDP-Billing Operation for SoCal. Robert L. Ballew, manager of
3udgets and Financial Planning presented EDP-Billing. The staff
ritness covering both areas was Thomas T. Eamamoto, senior utilities
engineer.

SoCal estimated Customer Accounts Expenses to be
3103,971,000 for test year 1983. Staff forecasted expenses totaling
$¢6,072,000. The dollar difference is $7,899,000.

Zamanoto would allow 52,084,000 less than SoCal in
uncollectible expenses at present rates. Also, he recommended
34,000,000 less than SoCal's request dased on staff's proposed

reduetion i manpower. Pinally, 2 disagreement exis%s of

approximately $2.5 million concerning projected postal rate increases.




A.61081 AL /xm

1. Uncollectible Expense

Eamamoto proposed reducing SoCal's estimate of its
uncollectidle expenges from $7,117,000 to $5,032,800. KHis
uncollectible estimate is premised on taking SoCal's average
systenwide uncollectidle rate for 1980 and 1981 and applying that
average rate %o projected 1983 estimated systemwide sales.

SoCal argued that 99% of the total uncollectidle expense is
due to residential and commercial customers; therefore, it is

incorrect to use gystemwide figures which include steam-electric
vlaants sales.

Also, SoCal pointed out that the 1981 figures used by
Zazamoto did not reflect 2 pass-through of $335,000,000 in supplier
refurds. We agree with SoCal that recognition of these refunds is
appropriate and should be included in the calculation.

SoCal's uncollectidle rate based on 1980 high priority
temperature adjusted sales is .480. SoCal used .490 in this

proceeding to recognize the effect of higher bills.
SoCal further notes its uncollectidle current write-off
centage, .4870, closely approximates the .4900 rate included in

this proceeding. Accordingly, we will adopt the SoCal fLigure.
2. Manpower Reductions

€

St2ff witness Hamamoto made substantial adjustments to both
the expenses estimated by Radcliffe and Ballew based on a reduction
in employees. These adjustments total $4,000,000. Staff assumed
+hav employee reguirements track customer growth and thus adjusted
out all employees estimated by SoCal in excess of the staff's 1.8%
custoner growsth rate.

Also, staff developed a per-employee dollar amount by
dividing SoCal's projected 1987 expenses for ED? and non-EDP
operations by the projected number 0L employees in each of those
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categories. Stalf then sudtracted the appropriate amount for each
enployee dropped. ZEDP expenses were reduced $80,503 each for 19
employees, or a total of $1,529,500. Non-EDP expenses were reduced
by $40,763 for each of 61 employees, 2 total of $2,486,500.

SoCal argued that the methodology used by Hamamoto excludes
consideration of new employee requirements whick are not directly
related to customer growth. Thus, according to SoCal, on the non-EDP
side Hamamoto had excluded expenses needed by SoCal in 1987 for its
Appliance Data Survey, Level Pay Plan, Energy Assistance Program, and

xpanded Telephone Services. SoCal further noted that Hamamoto
ignored reguirements of $500,000 to test hand-held mever devices and
$250,000 for a customer relations training program. Finally, on the
non~-EDP side, SoCal submits Zamamoto has failed to recognize a
several hundred thousand dollar requirement for brochures and bill
inserts needed to (2) implement the termination of service
requirements of OIT 49 and (b) a third-party notification procedure
as specified in QOII 49. ,

With regard to EDP expenses, SoCal argued that Hamamoto
ignored the 32,788,000 in Account 903 for expansion of existing
prograns and addition of new programs. According to SoCal, the
extraordinary items unrelated to customer growth are: added
requirements attributable to the increased complexity of rate design,
increased requirements in handling supplier refunds, report card
billings, payment assistance programs, requirements under 0IZ 49, and
Lifeline allowance audits. SoCal noted Hamamoto ignored the
increased employees needed to handle added emergency and safety
natters, laprovements in operating efficiencies, and increased
regquirements in historical data file maintenance.

According to SoCal Zamamoto assumed, with one exception,

that the existing work force is adeguate to handle all of Sofal's new
rneeds.
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We agree with SoCal that there will Ye extraordinary items,
over and above those required to offset normal customer growth, and
if found necessary such extraordinary items should be allowed in
rates. However, SoCal is seeking an inordinately large increase in
this area. We believe SoCal should make do with less. Accordingly,
we will adopt half the $4,000,000 reduction proposed by staff. This
should provide SoCal with funding to implement the new programs on a
somewhat smaller scale. '

3. Dostaze

SoCal included a2 projected increase of $2,461,000 in
postage rates in its estimate of postage expenses. The staff
estimate is based on existing rates. . ‘

SoCal argued that such an approach is unjustified and
unreasonadble. SoCal notes it lost nearly 31,000,000 in 1981 because
in its last general rate case the Commission would not recognize the
provability ¢f a postage increase. SoCal submitted that such a
situation should not be allowed to occur again and requested that a
cdeferred or balancing account mechanism be authorized for postage
increases.

We are generally opposed to a balancing account for postage
because it would remove an incentive for SoCal to control this
expenditure. There is n¢o indication of any postal rate increase in
the 0£fing. The attrition allowance for 1984 should provide reliefd
t0 SoCal if there is a postal rate increase. Accordingly, SoCal's

request for a balancing account to accommodate postal rate increases
is cdenied.

E. Administrative and General Expenses

Jour SoCal witnesses covered Administrative and General
(A&G) Expenses. J. Arthur Johnson, vice president, Industrial
Relations, sponsored employee pensions an benefits. Samuel J.
Cunninghanr, nmanager of Research, covered Research aad Development
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expenses. John Patrick Garner, vice president, Public Affairs,
testified on SoCal's Public Affairs activities. Robert L. Ballew,
nanager of Budgets and Financial Planning, had responsidility for all
other items in this broad expense category.

Maurice P. Crommie, Research Analyst, sponsored Employee
Pensions and Benefits for the staff and R. Donald McCrea, Associate

-

tilities Engineer, was the staff representative for all other AXG
tters. '

The staff and SoCal are $8.0 million apart in their
respective estimates of %total A&G expenses, $5.1 million of which Iis
astridutadle to Zmployee Pensions and Benefits.

1. Account 920 - A&G Salaries

Stalf noted that SoCal's estimate of total A&G expenses
doubled between 1979 and 1987 with individual accounts increasing in
sone cases as much as four times their 1979 level. In many
instances, staff was satisfied by SoCal's explanation of this high
level of escalation. In others, staff argued that SoCal provided
insufficient justification to adept the SoCal estimate. Staff found
an unreasonadle rate of increase in Account 920. Staff argued that
this account formerly included expenses associated with SoCal's
internal audit functionsg; that function is now performed by PLC with
those expenses now included in Account 927. Staff witness McCrea
testified that with the transfer of this major expense item he would
rave expected 2 sizable decline in Account 920 or at least escalation
in this account at & rate less than inflation. Since no such decline
was perceptidle, McCrea concluded that the SoCal estimate was
unreasorably inflated. Accordingly, he reduced SoCal's estinmate by
800,000 to reflect this shift of internal audit functions.

SoCal argved that McCrea made no specific inquiry into +%he
componenss of Account 920. SoCal witness Ballew testified that due
rangfer of functions, expenses associated with internal

Y
ting were now estimaed in Account 923 (Qutside Services) and not
ed in Account 920 es was the case in prior years.

- 80 -
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SoCal argued that Account 920 contained these auditing
expenses only through 1980. SoCal submits that inspection of the
1680 and 1981 numbers supports its position. Recorded numbers in
Account 920 are 36,120,000 in 1979 and $6,669,000 in 1980. Expenses
estinated for years 1981, 1982, and 1983 are $6,741,000, $7,657,000,
and 89,671,000, respectively. Bearing in mind the effects of wage
inflation, we agree with SoCal that the 1980-1981 inerease is
substantially less than for other periods. Accordingly, we will not
adopt the staff recommendation.

2. Account 921 - Office Supplies and Expenses. .

The staff eliminated 87,100 for donations provided 4o Town
Zall and the American Association of Blacks in Znergy. Our treatment
of dues, donations, and contributions is discussed under the Accounst
930 arguments. We will delete this amount from Account 921.

3. Agcount 922 -~ Administrative
Expense Transfer

Account 922 is a credit account where s percentage of the
exvenses inclucded in Accounts 920 and 921 are transferred <o
construction costs or to nonutility accounts. Thus, under normal
conditions, the credit figure in Account 922 will increase or

decrease in direct relation +to increases or decreases to the sum of
Accounts 920 and 921.

The adopted results for Account 922 will reflect the ratio

used By Sofal, a credit equal to 3.43% of Accounts 920 and 921.
4. Account 924 - Property Insurance

Trhe stafl estimate is $22,800 lower than SoCal's. The
Gifference is due to staff using SoCal's general guideline inflation
sete in SoCal's Functional Account 9934.4. SoCal introduced Exhibit
71 %o further explain the methodology used. Howevér, the exhidit
does not demonstrate why the guideline inflation rate was not used in
Tunetional Account ©934.4. Accordingly, we will adopt the staff
estimave adjusted to reflect the plant-in-service.
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5. Account 925 ~ Injuries and Damages ‘

The staff estimate is $161,000 lower than SoCal's. Staf?
nade an adjustment in this account similar 4o the adjustment made in
Account 924. According to staff, Sofal used unexplained escalation
rates in estimatizg its sudaccount, SoCal Functional Account 9934.4.
Additional differences are attributable to differences in test year
naanpower estimates.

Por the reasons discussed in Account 924, we will adopt the
stal? estinate. |

6. Account 926 - Pensions and Benefits

The staff estimate is $5,073,000 lower than SoCal's due to
the following adjustments. '

5% Wage Limitation $ 936,000

Benefits EZlimination 1,268,000

5% Pewer Employees 2,869,000

$5,073,000

As discussed above, we will not adopt staff's proposal for
a 5% wage limitation on nonunion employee wages. Accordingly, we
will not adopt the $936,000 adjustment related to this item.

Turning to the second item, staff proposed to reduce

mployee newsletter expense by over one-half and eliminate allowances
for canteen operations, Disneyland and division picnics, Christmas
turkey checks, management medical examinations, and employee clubs
and eetivities.

SoCal. argued that staff's rationale for disallowing such
verefits is inadequate. $oCal witness Johnson indicated that a
survey of benefits shows SoCal's employee benefits compare to those
offered by comparadble companies. While the type of benefits offered
varies somewhat among companies, SoCal asserted its benefits are not
excessive. '
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SoCal emphasized that it does not have an employee discount
Zor gas service such as offered by other California utilities. SoCal
estinated such a benefit would cost approximately $1 million if SoCal
offered its employees a 25% discount on current gas rates. This
amount approximates the costs of the benefits eliminated by staff.
Given that, and in comsideration of staff's agreement that it is
appropriate for employees of the various utilities to receive
somewhat equal employee henefits, SoCal argued its benefits package
is reasonable. '

Finally, SoCal argued that most of the programs recommended
for elimination are benefits which accrue to union—répresenﬁed
enployees. Zven though they are n0%t included in the colleetive
bargaining agreements, such beneflits, according to National Labor
Relations Board (NIRB) rulings, may not, once granted be unilaterally
withdrawn by management. Ford Motor Co. v NIRB (1979) 441 US 448
at 497.

We note the issue of employee discounts is being considered
in a separate proceeding. However, it is not appropriate for SoCal
%0 compare that tenefit with the ones questioned by staff. In view
o< the hardships SoCal's ratepayers are experiencing frowm the
dramatically increased costs of energy, it would be unfair for this
Commission to pass through to them the costs ¢of employees' Disneyland
anéd ¢ivision pienics, Christmas turkey checks, managemen®t medical
examinations, and employee clubs and activities. Accordingly,
expenses for vhese items will not be allowed for ratemaking purposes.

With regard to canteen operations, we will allow the amount
of $121,115 which is the cost of providing facilities for employee
lunchk rooms and eating areas. The ratepayer should not have to
subsidize the cost of foot served in employee lunch rooms.

Therefore, the a2mount of $164,260 for food subsidies will not be
allowed.




Pinally, with regard to employee communications, we
Tecognize that some expenditures are necessary in order to promote
enployee efficiency and morale. The amount requested by Sofal is
reasonabdble and we will not adopt the staff adjusiment for this item.

The policy covering the above adjustment is discussed in
SDG&E D.93892 dated December 30, 1981, page 124. Based on the above,
we will reduce SoCal's request by $856,260. '

The third item in dispute relates <o pensions and benefits
for the 502 employees staff deleted from Sofal's estimates. The
adopted dollar amount for this item reflects the final results and
related manpower levels adopied in the various estimates which affect
tThis account.

T. Account 930 ~ Miscellaneous

The staff's estima%te is lower %han SoCal's due to the
following differences: ‘

AGA Dues ‘ & 260,000

Qther Dues 140,000
RD&D 1,24%,000
Miscellaneous (40)

51,642,960

a. AGA Dues

Staff proposed s disallowance of AGA dues amounting to
$260,000. The dasis for the exclusion is stated in D.93887, an order
issued in A.5C153, where the Commission disallowed AGA dues in PG&E's
last general rate case. We note the Commission issued a subsequent
order on Marca 2, 1982, in which it added z finding of fact to
support its disallowance of AGA dues. This finding of fact provided
that "{t]he record dces not support a conclusion that the dues PGandE
7ay7s %0 AGA...are of bYenefit to its ratepayers™ (D.82-03-047, nimeo
?- 7, Pinding of Pact 107). Therefore, the issue here is whether the
dues SoCal pays t0 AGA provide a benefit to the ratepayer.
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According to SoCal witness Garaner the AGA provides a
forum for SoCal and its employees t¢o keep abreast of the latest
thinking by the foremost industrial, professional, and technical
experts involved in the natural gas industry. This relationship,
Garner notes, led o an untold number of economies. Appendix 1 to
Exhidit 140 lists some of the benefits SoCal believes have accrued to
its ratepayers through AGA menmbership.

SoCal argued that if it were %o discontinue its
participation in this association, there would be substantial
additional expense requirements to £ill the void. The services and
Yenefits Jlowing from AGA, Garner sudmitted, could not possidly he
duplicated for the same cost. These benefits, Garner concluded,

mately flow through to the ratepayer.

We are not convinced by SoCal's argument. As we see
it, AGA is an association whose primary purpose is to promote the gas
industry and the interests of its stockholders. Benefit flow-through
€0 +the ratepayer is incidental. Accordingly, we will adopt staff's
recommendation.

b. Other Dues

The staff estimate is $114,000 lower than SoCal's.
Stafl stated that virtually all dues and donations excluded in prior
rate cases were not included in this test year estimate. According
t0 stafll, Sofal has increased the number ¢of organizations to which it
contribvbuvtes since the last rate case. Alse, staff argued that
donations to some of these organizations, such as ethunie, taxpayer,
and eavironmental balance organizations, should not be billed to the
ratepayers. |

We note that the general rule governing the inclusioa
or exclusion of dues in utility rates focuses on the type of
orgarizatiozn involved. Thus, in Pacific Telephone and Telegrarvh
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Co. v Public Ttil. Comm'n 62 Cal 24 634, the California Supreme
Court upheld disallowances of dues %o charitable and cultural
organizations. Staff generated an internal position paper drawing
the same conclusion (Exhidit 99). That paper recognizes that dues

and fees to <trade, technical, and professional associations are
appropriate.

SoCal argued that staff based its recommendation for
disallowance merely on the name of the organization and made no
separate investigation regarding the entities disallowed. SoCal
argued that evidence it provided shows that the organizations are not
in the categories deemed by the Supreme Court and the staff $o be
inappropriate.

We are concerned about the proliferation of the number
0of organizations which the ratepayer is being asked to support.
Trherefore, we will only allow a portion of S¢oCal's request at a level
which should be adeguate %o reimburse SoCal for dues paid to the
technical and professional orgenizaetions that will keep SoCal
inforned on topics directly related to its business. We note that in
the last genersl rate case proceeding, we allowed SoCal $497,500 for
this iten. We will allow SoCal the same level of expenditure last
found reasoneble.

¢. RD&D

This itexm was discussed previously.
-. Xave Rase and Devpreciation Expense
1. QOverview

SoCal and staf?f agree on the gas plant in service azmounts
except for the difference related %o inflation assumptions. SoCal's
estinated weighted average gas plant in service amounts to
$2,161,603,000 £or SoCal and 3$3%89,735,000 for PLGS. CThe .
corresponding stalf estimtes are $2,148,394,000 and 3$391,745,000 for
SoCal and PLGS, resyectively.
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The difference between SoCal's and staff's depreciation
reserve amount is related 10 estimated gross salvage and removal
coses and the level of depreciation expense. 7The company estimated
weighted average reserves for SoCal and PLGS, respectively, amount to
$817,400,000 and $101,755,000. Staff's estimates amount %0
$816,669,000 for SoCal and $101,767,000 for PLGS. Staff's gross
salvage and removal cost estimates were based on more current data
than SoCal's (Exhidbit 40, page 16-6). Staff's depreciation expense
ol $89,825,000 for Sofal and 318,581,000 for PLGS differs from that
of SoCal ($91,961,000 and $17,605,000 for SoCal and PILGS,
respectively) for two reasons: (1) staff used different depreciadble
vlant balances and (2) staff used different estimated future net
salvage assumptions (2xhidit 40, pages 16-1, 16-2, and 16-8).

Staff and SoCal are in agreement with respect to average
service life and mortality dispersion assumptions, including the
changes proposed by SoCal (Exhivit 40, pages 13 and 15, Tables 1 arnd
2; Zxhidit 19, pages 6-8).

In a letter to the Commission dated Jannary 25, 1982, SoCal
requested that it be allowed to revise the £iling date for its annusal
subzission of proposed depreciation accrual rates from on or before
Jecember 1 of the year prior to use, to on or before May 1 of the
year the rates are %0 bYe effective. SoCal also requested 2 change in
the procedure Sofal uses to record monthly depreciation acerual
azovavs to that used by PLGS. SoCal claimed the requested change

will improve accuracy, increase productivity, and provide more time
To review the impact on SoCal of Commission general rate case
decisions prior to the preparation of depreciation acerual rates.
3oth changes would be effective beginning with test year 1983. Stafsf
reviewed SoCal's reguest and recommended that the proposed changes be
allowed (Exhibit 40, page 16-4). We will adopt staff's
reconmendations including the salvage assumptions.
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2. The Effect of Removing ING
Prom Consideration in this Case

The application, as origirally filed, included a request to
place 3141,687,000 of costs for the ING project in PLGS' rate base as
vlant held for future use (Exhidit 2, Table 17-A).

Removal of the ING request from this case, as discussed
previously, reduces SoCal's test year 1987 revenue requirement by
$32,690,000.

3. Iffect of Commission Decision
Modifying Main and Service
Extension Allowances

In Exhidit 119, SoCal presented the effects resulting from
0.82-04-068, changing the distribution main and service extension
allowance rules. SoCal showed that during the first year the new
extension allowance rules are in effect, its revenue requirement will
increase S5248,000 and in the next year the revenue requirement will
decrease $2,772,000. SoCal witness Sanladerer exvlained that the
f£irst year the decrease in revenues related to a lower weighted
average ra%e base, an amount which will be more than offset by an
increase in income tax expense due %0 an increase in taxable income
from new business service extension contridbutions, reduced investment
tax credit, and lower tax depreciation (Exhibit 118). SoCal noted
that while service extension contridutions will continue to e
taxable in the second year and thereafter, SoCal's revenue
reguirenernt will be lower decause the cumulative reduction in the

weighted average rate base will more than offset the increasgsed Iincome
taxes.

There was no disagreement between Sofal and staff on this
iten.
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4. Working Cash Allowance

Both SoCal and staff used Standard Practice U-16 to
estimate working cash allowance.

legal Division argued that it might be less expensive to
Tatepayers to inecur and expense transactional fees rather than
capitalize the deposits necessary %o avoid then.

The record in this proceeding is insufficient to decide
this issue. We expect staff and SoCal %o address this issue in
SoCal's next general rate case proceeding.

J. Taxes

1. Ad Valorem Tax Expense
SoCal's {test year estimaite exceeds staff's dy $224,000.
This is primarily due %0 the estimated market value for the fiscal
Jear 1982-1983. SoCal's estimated 1982-1983 market value after
excluding a portion of the Ten Section project was $1.42 villion.
SoCal later agreed that the market value would be $1.412 billion.
The State Board of Equalization has determined the 1982-1987 markes
value for SoCal t0 Ye $1.4 billion (Exhibit 61). We will adopt the
latter figure for calculating ad valorem taxes and will also reflect
“he adopted plant additions.
2. Payroll Tax Expense
Staff recommended that payroll tax expense ¢of $17,715,000
be allowed in test year 1983, $1,042,000 less than the f£inal SoCal
anount of $18,757,000. The major difference results from other stal?
witness' work force disallowances. 2Payroll <tax expense will de
adjusted to reflect the work force levels adopted in this opinion.
%afl recommended a reduction of $125,000 of payroll taxes
waich are related to staff's proposal 40 limit the wage increase for
noaunion employees. As previously discussed, the staff witness

vestified that the wages are reasonadle and should bve paid whether or
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10t There is an adjustment Zor ratemaking purvoses. We agree with
SoCal that making such a wage payment would result in a legal
ovligation for SoCal %o pay the associated payroll taxes.
Accordingly, payroll taxes on total wages estimated to be paid will
be allowed regardless of our disposition of the 5% wage limitation
issue.

3. Income Tax Expense

a. Recovery of Investment Tax
Credit (ITC) Disallowed

This issue was raised in SoCal's previous general rate
case where %the Commission addressed the subject in D.92497 dated
Decenber 5, 1980:

"SeCal has not yet been agsessed any
tax deficiency, nor has the ITC in
guestion actually beern disallowed
by the IRS."

The Internal Revenue Service (IRS) Rhas disallowed the

5% increment of ITC on distridution property in their audit of the
years 1975 and 1976 (Exhidit 18, page 7). The appeals process from
this disallowance is continuing. SoCal requested that the Commission
state its posivtion regarding any ITC disallowance by the IRS.

foCal noted that its annual report contains the
following statement:

"'The additional investment tax
credits allowed pursuant to the Tax
Reduction Act of 1875 for
distridbution property placed in
service from 1975 through 1980 are
being accounted for on the dasis
that due to certain PUC orders the
utility subsidiaries are orodably
not eligidle for the credits. The
balance oL suck credits of
$24,155,000 at December 31, 1980
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has been reclassified %o deferred
incone taxes to reflect the
probability that they will become
vayable €0 the Internal Revenue
Service.'™ (Racific Lighting
$8§?§ration Annual Report for

Consistent with the holding of the California Supreme
Coust in Soutkern California Gas Co. v Public Util. Comm'n, (1979)
23 Cal 34 470, 486 n.18, if the credit is eventually disallowed, thus
increasing SoCal's tax liability, SoCal may petition the Commission
for appropriate relief.

v. Normalization Reguired by the ERTA

Both SoCal and staff attempted to comply with the
noraalization requirements of the ERTA. This is in keeping with
D.97848 dated December 15, 1981, which concluded that, subject to a
transition rule, a normalization method oL accounting must be used to
naintain eligivility for accelerated cost recovery and ITC.

4. Tax Equity and Fiscal
Responsibility Act ¢f 1982

On August 19, 1982, Congress passed the Tax Equity and

Piscal Responsibility Act of 1982 (TEFRA). TEFRA has a substantial
izpact on the ratepayer. TFor instance, the Federal Unemployment Tax
base and rate have heen increased and the act requires taxpayers
using the ACRS method of depreciation %o reduce the basis of the
assev veing depreciated by one-hall of the ITC generatel by the

roperty bveing depreciated. There are also additional administrative
and other costs associated with TEFRA.

We will incorporate the effects of TEFRA in the adopted
results of operations.
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K. Astrition Allowance

SoCal requested an a2llowance be made for financial and
operational atirition in the year fL£ollowing the test year. Atirition
oceurs when there are insufficient increases in revenues and
productivity to offset increases in expenses, inecluding the cost of
capital and rate base occcurring after the test year, thus causing a
decline in rate ¢f return in the year following the test year. Since
“he Rate Case Processing Plan allows the utilities to file for
general rate relief every other year, the Commission kas previously
orovided an allowance for attrition experienced by the utilities
between the rate cases.

Both SoCal and staff agree that the most appropriate way to
mitigate the impact of increased costs in the nontest year 1984, due
e operational and financial attrition is to provide for a step rate
attrition allowance to be effective January 1, 1984.

SoCal caleculated 1984 attrition at $163.3 million %o
reflect increases in labor, nonlabor costs, rate base and related
itens, and for financial attrition (Exhibit 100). Staff reflected
“he same factors and calculated an allowance of $96.8 million for
1984 attrition (Exhibdit 115). SoCal and staff assumed different test
year expenses, plant levels, and general economic assumptions.

As discussed previously, the adopted indices for
calenlating the 1984 attrition allowance are: <{he current latest-
available DRI CCNTRCL Lorecast, the CPI index, and the PPI index -
Industrial Commodities without modification. On or about November !
0L test year 1983, SoCal shall file an advice letter amending upward
or downward the attrition allowance specified in this order.

Another area of disagreement bdetween stafl and SoCal is the
rate base amount for the attrition year. Sofal used a least-sguares

- oy

srend 0 arrive atv its rate base component. Staff used a
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Live~year average of plant additions inclusive of 1979, 1980, and
1981 recorded and 1982 and 1983 projected additions. Staff figures
reflect inflation. The staff approach is reasonable and we will
adopt stalf's estinate of rate base for the atirition year.

The adopted atirition allowance caleulation is shown in the
following table. 3Based on current DRI forecasts, the 1984 attrition
allowance is calculated at § million. As discussed above,

this amoun®t would bhe modified when SoCal makes its advice letter
filing.
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17% ROE
Southern California Gas Company
Attrition Allowance for 1984

Operational Attrition

1. ORM Component
2. Labor (349,495)% x CPLww** ES-?%g
3. Nonlabdor (110,218)%%x PPI**** (8.0%
4. Payroll Tax Component
5. Ad Valorem Tax Component
. Depreciation Expense Component
g. §ate Base Component ?2;247)
- Income Tax Component 7,624
9. Tovtal Operational Attrition 80,125
10. Pinancial Attrition 5,280
1. Total Attrition 85,408

19,921
8,817
1,421
2,372

23,174

(Red Pigure)

-

» é324,73¢) x (1983 escalation factor 7.625%) 349,495
103,297) x (1983 escalation factor 6.7%) 110,218
. *#% 1084 inflotion factor based on Nov. 1982 DRI forecast

*wed 1084 inflation factor based on Nov. 1982 DRI forecasst.
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XI. Rate Design

A. SoCal's Proposal for Wholesale Customers

On April 30, 1982, the ALJ ruled that +the scope of the rate
design issues in the case would be limited to receiving evidence on
the wholesale customers’' capacity charges. TUnder this ruling,
SoCal’'s witness Scalf prepared a2 Base Supply and ILoad Eguation
(38&L2) cost allocation study (Exhibit 102) which was then used by
SoCal witness Benz %0 calculate the "percent of margin™ figures for
the two wholesale customers, SDG&E and Long Beach (Exhibit 107). We
will use these "percent of margin™ figures to compute the wholesale
customers' capacity charges based on the margin to be authorized in
the decision in this case (Exhibit 103, pages 8-9).

In adopting SoCal's BS&LE cost study for this proceeding,
we note tha%t in D.92497 in SoCal's 1981 general rate case, we stated:

"'[Wle are attracted by the simplicity of
SoCal's proposal to use the percentage
relationship between the wholesale share of
the margin based on the BS&LE cost allocation
methodology and the %totel proposed margin

aprlied to our adopted margin.'™ (D.92497,
nimeo page 142).

SoCal's wholesale customers generally accepted the BS&LE
study prevared by Scalf. 3Both SDG&E and Long Beach cross—examined
SoCal's witnesses to make sure that they were not charged twice for
certain costs they incur in their operations. The costs that
concerned SDG&E and Long Beach were, for example, conservation costs,
overpressure protection costs, PCB costs, distridution costs, and
uncollectible ¢osvs. Cross—examination of Scalf showed that none of
these ¢0s%t3 were allocated to the wholesale customers.

SDG&E pointed out that SoCal witness Brady revised his
projection of well repeirs resulting in a reduction of $11,986,400 %o
$10,208,000. SDG&E requests that this reduction bYe recognized in the
i fTigure.
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SoCal argued that by conveniently choosing a single item %o
revise the BS&LE results, SDG&E ignored other adjustments which, if
reflected in a completely revised BS&LE study, would increase the
figure otherwise developed for SDG&E. SoCal noted that a complete
revised 38&LE study 0 reflect its fLinal revenue regquirement was not
prepared because of its time-consuming nature. We agree with SoCal.
The 3S&LE study, as submittedf is reasonable for this proceeding.

Accordingly, we will adopt SoCal’'s percent of margin figures as
discussed below. ‘

The derivation of the percentage relationships between
SDG&Z'"s and Long Beach's share of margin and the total proposed
zargin Iis shown in Exhidit 107. The percentages of margin derived in
shat exhidbit (exeluding LNG and Ten Section costs) of 2.2155% and
-4596% for SDG&E and Long Beach, respectively, are similar to
yeccentages of margin developed in SoCal's 1981 general rate case of
2.2269% and .4581% (D.92497, mimeo page 143).

The figures of 2.2155% and .4596% should de used %o derive
the wholesale customers' capacity charges for test year 1983. TFor
example, if the total authorized margin were %o be, say,
$1,000,000,000 (consisting of the currently authorized margin of $725
nillion plus the margin increase adopted in the test year 1983
decision), then SDG&E's capacity charge would be $22,155,000
anrually, and on a2 moanthly bdasis $1,846,250.

3. Zurther Ra%te Design Considerations

The Commission will, in SoCal's October 1982 CAM
proceeding, review existing rate design guidelines in SoCal's Oc¢tober
1982 CAM proceeding. The revenue requirement adopted in this
Proceeding will be combined with the revenue requirement adopted in
the CAM proceeding and the total will be spread in accordance with
our findings in the CAM proceeding.
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Findings of Faet

1. SoCal is in need of additional revenues but SoCal's amended
request of $414 milliof is excessive.

2. A rate of return of ___ percent on the combined adopted
rate base is reasonabdle. Such a rate of return will provide a return
on equity of approximately percent and a times-interest
coverage (after tax) of __ . This return oan capital is the minimum

needed to attract capital at a reasonable cost and not impair SoCal's
credit.

2. To earn a _____ percent rate of return on the adopted rate
base, SoCal's base rates need to be increased effective
Janvary 1, 1983 by S million.

4. An allbwance for operational and financial attrition is
necessary for 3oCal to offset increased costs in the second year
during’which the new rates will remain in effect. Providing a step-

rate increase effective January 1, 1984 is a reasonabdble means to
properly reflect these increases in cost.

5. 1%t is difficult to estimate the appropriate escalation
factors for labor and nonlabor expenses for the attrition year.
Therefore, the adoption of an indexing procedure for determining the
1984 attrition allowance is reasonable to protect SoCal as well as
the ratepayer, from over or underestimates of the labor and nonlabor
escalation factors.

6. DThe DRI CONTROL forecast is a published index and it is
reasonable to use this in caleculating SoCal's attrition allowance for
1984.

T. The actual amount of SoCal's attrition allowance for 1984
is best determined following the filing of an advice letter by SoCal
on or before November 1, 1932, based on the attrition allowance
caleulation adopted herein, adjusted to reflect the latest available
DRI CONTROL forecast for the CPI-A1l Urban Consumers index and the
PPI - Industrial Commodities index for 1984.
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8. It is reasonable to adopt the staff methodology for
estimating rate bdase increase in the attrition year.

9. Sofal's request totaling $39 million for 1983 conservation
program expenditures is excessive in view of a projected 1983 revenue
requirement of $76.3 million for CCA funded conservation programs.

4+ is therefore reagsonable to make a sigaificant reduction t¢ SoCal's
request in this proceeding. |

10. The amount authorized in this proceeding for conservation
programs, together with the amounts funded through CCA rates will
enadle SofCal to continue an effective conservation program in 1983.

11. It is reasonable to allow SoCal discretion to allocate up
o $1.0 million among adopted individuwal conservation programs. Aay
funds no0t speat during the year shall be carrried forward for future
use in conservation activities.

12. The solar/gas conservation program should be discontinued
because the program is largely an advertising effort, it is not cost
elffective to all ratepayers and the ratepayers already have a
substantial commitement t0 solar energy use in the Solar Water Heater
Demonstration Financing progran.

13. The appliance efficiency program should be discontinued
because the program relies heavily on advertizing and incentives, and
it is not cost effective t0 all ratepayers.

14. SoCal's request for the Conservtion Education program is
excessive, however, some funding to develop the energy habits of
elexmentary and secoadary school students is needed.

15. BSofal's funding request for the Energy Efficiency Audits
prograz is excessive. The cost effectiveness of this program will be
improved by eliminating the activities within the program which have
low cost-effectiveness results.
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16. The high cost and the questionable cost-effectiveness of
the New Commercial Customer Conservation Program do not justify
funding; -

17. The cogeneration program which has been funded since 1979
has provided no results so far due to complexity and cost of such
projects. The prospects for the future indicate no change. There is
20 justification to continue funding.

18. The benefits to the ratepayer from the Residential New
Construction Service to Customers program are very uncertain. There
is no justification to have the ratepayer fund this progranm.

19. The RD&E expeanditure level adopted is reaonable and will
allow SoCal to continue its programs at about the same level as in
the past.

20. The expenditure levels adopted in the results of operations
are reasonable aand should permit SoCal to operate effectively in the
test year. :

21. The wage increase negotiated by SoCal for 1983 and 1984 is
reasonable for use in calculating expenditure levels for the test
year and attrition year.

22. SoCal's request to annualize wages should be rejected since
rate relief is granted at the onset of the test year.

23. 3Based on receat forecasts it is reasonable to adopt a
nonlavor escalation rate of 4.7% for 1982 and 6.7% for 1983.

24. SoCal could have estimated gas losses from surface leskage,
incidents and plant dlowdowns. Therefore it is not reasonadble for
the ratepayer to bear the consequences of SoCal's lack of diligence
in pursuing recovery of these expenses which occurred prior to the
test year.

25. SoCal could not have reasonably estimated losses due %o
migration of gas outside its storage fields prior to engaging the
service of its consultant Dr. Katz. It is therefore reasonadle %0
allow recovery for these losses in the test year.
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26. The ratepayer should not have to fund AGA dues since the
primary purpose of the AGA is to promote the gas industry and the
interests of its stocklUolders. The benefit flowed through to the
ratepayer is incidental.

27. 7There is a proliferation in the number of orgenizations the
ratepayer is being asked to support and it is reasonadle to allow
SoCal no more than was found reasonable in SoCal's last general rate
case for expenses related to Other Dues.

28. Since the reasonableness of all Ten Section expenses will
be the subjeet of a separate proceeding, it is reasonadble 3¢ allow
SoCal 2 balancing account procedure to reflect operating expenses for
withdrawal ¢of the cushion gas.

29. It is reasonable to treat Ten Section cushion gas as gas in

torage since this gas will be availabdble for use by the ratepayer as
part of SoCal's gas supply for the test year.

30. The adopted treatment of Ten Section expenses in the test
year should not in any way constitute a prior approval of the
reasonableness of any of the expenditures.

31. Because of the uncertainty of the date of implementing the
proposed Federal Survey Regulastions for gas leaks, it is reasonable
to allow SoCal to establish a deferred account so that any expenses
incurred in the test year could be recovered in SoCal's next general
rate case proceeding.

32. 3Because of the difficulty in estimating PCB related
expeases in the test year, it is reasonable to allow SoCal $3.0
nillion in expenses at this time and this awount will be adjusted
for over or under expenditure in SoCal's next general rate case
proceeding.
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3%. The percentage of margin figures of 2.2155% and 0.4596%
should be used to derive the test year 1983 wholesale customer
capacity charges for SDG&E and Long Beach respectively. These
percentages do not include ING and Ten Seetion costs.

Conclusions of Law

1. When SoCel is authorized to file revised gas rates pursuant
to its CAM f{iling now pending before the Commission, it should be
further aduthorized to file gas rates designed to generate the
$ ’ , in additional 1983 test year gross revenues based on our
acdopted results of operation in this proceeding.

2. The effective date of the ensuing order should be the date
hereof because there is immediate need for rate relief concurrently
with the commencement of the 198% test year pursuant to the
Commission's Rate Case Processing Plan.

5. SoCal should be authorized to file revised gas rates to be
effective January 1, 1984 to generate additional revenues based on

our caleulation for attrition as set forth in this opinion, adjusted
*0 reflect the latest available DRI Control forecast for the CPI -

AlLl Urban Coasumers index and the PPI - Industrial Commodities index
for 1984.
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IT IS ORDERED_that:

1. Southern California Gas Company (SeCal) is authorized an
annual increase in gross }evenues in the amount of .
This ianc¢rease in gross revenues will be deferred to SoCal's CAM
A.82-09-12 now pending before the Commission for subsequent inclusion
with whatever other rate relief may be authorized in that decision.

2. SoCal is authorized \to file an advice letter on or before
November 1, 1982 for increased ‘rates to offset financial and
operational attrition coasistent) with the discussion set forth in

this opinion. Such rates shall m0 bYe effective before January 1,
1984.

This order is effective
Dated December 8, 1982, a¢t San Francisco, California.

1 concur and disseat in part. FOPL\I')rf»\_gSRZSON
/s/ RICHARD D. GRAVELLE RICHARD D GR AVELLE
Commissionexr LEONARD M, GRIMES, R
. VICTOR CALVO
'PRISCILLA C. GREW
Commissioners
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recommengation is based primaril§ on gis sjudgment after considera-
tion ©f a number of facsors aifecting the financial condition ©f
the utility. =e stated his recommendation is not unfair in view
of the return of comparable utilities.

Position of San Diego

San Diego did not present independent testimony on the
issue of rate of return: however, it joins in the argument of LA
on t£his issue.

Position of Tehachani

Tehachapi did not present independent testimony on the
issue of rate of return; howevekl, it did address the issue in its
srief.

Tehachapi argued that an unduly high rate of return will
urther feed the inflationary fires as will any understatement of
xpected revenues Or overstatement of costs. Tehachapi argued that
interest rates are headad down and\ the Commission sheuld wait as
long as feasible to determine rate of return for 1983 and defer the
determination of the 1984 return to&erd the end of of 1983. Tehachapi
stased this procedure will protect H0th SoCal and the public.

Tehachapi generally agreed with the analysis prepared by
Kroman on behalf of LA with the exception that SoCal should receive
the same return last autherized since, according o Tehachapi, SoCal
is virtually guaranteed its rare of return by reason of the numerous
ofiset proceedings ané balancing accounts now available.

Discussion

&
-

The parties who participated in this proceeding came <0
very different cocnclusions regarding the appropriate return On
eguity, Recommendations range £from 15.9% to 21%. The diiference
in revenue reguirement between staff's recommended 17% return and
SoCal's reguested 20% is approximately $50 million.

To put our discussion in perspective, we take note of the
economic ¢limate that has prevailed in recent vears, and how it
e

influences our decision today. Most significantly, that climate
can be described as volatile. Since the onset of these proceedings,

- 21 -
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interest rates have fallen dramatically and inflation rates have
declined. 3usinesses are facing continuing deglines in sales,
and unemployment levels are the highest they have been since the
Great Depression.

We would not be realistic if we regarded today's economic
conditions as permanent or as indicators of a new economic stab-
ility. Because of such econonic volatility, forecasts of various
economic indicators must be viewed critically. Methods used by
the wparties in this proceeding, while sophisticated, reguire the
ese of such forecasts. Further, all of the methods used by the
participants in this proceeding regquire the use of judgment. As
Mr. Xroman correctly pointed out, the results of mathematical cal-
culations can vary dramatically depending on the assumptions made
by the anaiys:. We cannot rely solely on those analyses in setting
SoCal's return on equity.

Instead, we have c¢ensidered the changes which have taken

lace singe SoCal's last general rate case, in which we authorized
a l4.6% return on eguity. We have examined the factors which parties
argue wight juseifv a higher returh on eguity.

SoCal emphasized during the proceedings that its risk has
increased during the last two vears. We first address the elements
of risk that SoCal offers as justification for its regquested return
on eguity:

1. SoCal cites the $35 million disallowance for gas costs
in a proceeding which is now the subject of rehearing. We remind
SoCal that it is nothing new for the Commission to disallow expenses
that a utilicy imprudently incurred. Further, the risk asssociated
with such disallowances is one which should be horne by the stock-
holders, not by ratepavers.

2. SoCal cites as a risk the percentage of expenses re-
culired for gas purchases. However, SeoCal acknowledges that 85% of
1ts expenses are recoverable in full through balancing accounts.

A number oI regulatory mechanisms facilitate the timely recovery
of prudently incurred expenses.
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3. SoCal cites Commission requests concerning the re=-
negotiation of oil contracts. It is the Commission's responsibility
to respond to utility actions when they may be costly to ratepayers
Or appear to jeopardize a utility's financial health. This type of
"risk" is an accepted facet of regulation and one that Sofal is .
familiar with.

4. SoCal cites increased legislative activity as a risk.
In 1982, the State Legislature proposed numerous bills concerning
the reculation or provision of energy utility services. SoCal offers
no evidence that it was harmed by this activity, or that it is likely
tO de harmed Dy upcoming legislation. We will not consider this
factor in setting return on eguity.

5. SoCal cites risk due to a customer base that is over
50% nonresidential. SoCal has previously called attention to this
factor, but provided no evidence of a significant shift in its cus-
tomer makeup. The industrial fuels market may be tenuous because

£ the potential for fuel switching. However, this factor would not
lead to increased utility risk unless we abandoned our policy of
setting industrial rates so as to discourage fuel switching. We
have made no such change.

Thus, we do not agree that ithese considerations proposed
oy SoCal have increased its risk since its last general rate case.
However, other Zfactors deserve discussion here.

First, we note that the general state of the economy affects
SoCal's IZinancial position because it partly determines Solal's cost
Of debt, its abilicy to attract capital,\and its risk related to
inflation. As we discussed earlier, we have no reason to believe
that the nation's economy will produce more uacertainty for SoCal
in 19823 than it did in 1931 and 1982.

Second, the financial community's perception of the in-
vestment poteantial of public utilities affects SoCal because it
influences the utility's ability to attract capital. 1In SoCal's
last rate case, we noted the investment community's increasing con-

idence in public utilities. Since that time, the situation has
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actually improved for SoCal. The record in this proceeding
includes Standard and Poor's flattering assessment of Solal's
f£inancial situation:

... (TYhe markets of this utility, the largest
natural gas distributor in the United States, are
exceptionally healthy and well-diversified with
regard tO customer base. Moreover, the operatin
costs are well contreolled and customer rates are
‘relatively low, enhancing a strong competitive
position. Gas supply is satisfactory, and the
long term outlook is bolstered by affiliates' pro-
grams to add supplemental sources.

"Alded bv rate relief, pretax coverage of interest
charges has rebounded €0 cover 3X, and a maintenance
0f satisfactory levels is likely in the period ahead,
orojected capital outlavs for the utility are rela-
tively heavy through 1983. Nevertheless, continued
timely and constructive regulation by the California
Public Utilities Commission should nake external
funding needs fully manageable. Moreover, business
risks are very low relative t£o others in the industry
ané continued use of regulatory adjustment procedures
established by the CPUC place the company in a posi-
tion 0 maintain consistent respectable measures of
craedit strength over the long term.”

In March of this year, Mdody's cited SeCal's attrition
allowance anéd CAM as "the best regulation for a natural gas dis-
wibutor in the country.”

In addition, we have assessed SoCal's performance since
its last general rate case, and conclude that SoCal is a very healthy
utility. We note that Standard ané Pqer's has increased SoCal's
sond rating two steps, from A to AA-. In 198l, the company's re-

after tax times interest coverage was 2.62, significantly

than the 2.4)1 authorized by its last rate case. Zarnings

re have increased 13.59% in the past five years. These examples
20int to the utility's overall condition of health under its pre-
sently authorized return on eguity of 14.6%.

Even assuming SoCal's risxs have inc¢reased in some areas,
they have been reduced in others. In SoCal's last general rate
case, this Commission cited elements of risk which it considerad
when it set SoCal's return oa eguitv. A number of those risks
have been reduged:
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1. The risks of seeking new ¢as supplies. As a result
£ federal deregulation, natural gas is in abundant supply., as
SoCal witness Abram testified in this orocped;wg. §

2. The level of conservation programs we expected SoCal
=0 undertake in the test year 1981l. We note that SoCal's conser-
vation programs are relatively well-established since its last
rate case. The level of funding SoCal reguires for its upcoming
conservation efforts, and which is not included in salancing accounts,
has decreased markedly siace lts last general rate case. Further,
SoCal is no longer at risk for its c¢onservation incentive.

3. The bond rating of SoCal. As discussed above, SoCal's
boné rating has improved since its last general rate case.

These elements of risk which led us to adopt a 14.6%
return on ecuity two vears ago have been reduced.

The return on equity we adopt today should provide SoCal
with an opportunity £o attract capital at reasonable rates and
shaould compaze with return on investments having similar risks. In
making our determination, we have also considered the increased ¢ost
of embedded debt. We also recognize that the interests of rate-
pavers and shareholéers alike are served if SoCal is able to main~
cain its financial integrity. SoCal's authorized return on eguity
should allow it 0o maintain adequate times interest coverage, and
its favorable bond rating which reduces financing costs.

Qur conclusion on this matter considers not only the £fin-
ancial position of SoCal's shareholders, but that of its ratepavers
who must bear the cdramatically higher costs of energy resulting
from inflation, nigh capital costs, and federal deregulation.

Based on our review of the record and our consideration

these arguments, we f£ind the recommendations for return on equity
1 0f the parties to this proceeding to be oo high. Accord-
ingly, we adopt a return on equity of 15.75% for 1983, providing a
12.9% return on rate base. This level is reasornable and will enabdle

SoCal to attract the necessary capital to provide reascnable service
at reasonable rates. '
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1. Uncollectible Expense -

Hamamoto propesed reducing SoCal's estimate of its
uncollectible expenses from §7,117,000 to $5,032,800. His un=-
collectible estimate is premised on taking SoCal's average sys-
cemwide uncollectible rate for 1980 and 1981 and applving that
average rate to projected 1983 estimated systemwide sales.

SoCal argued that 99% of the total uncollectible
expense is due to residential and commercial customers, therefore,
it is incorrect to use systemwide figures which include steam-
electric plants sales. '

alsec, SoCal pointed ont that the 1981 figures used by
HEamamoto did not reflect a pass through of §335,000,000 in supplier
refunds. We agree with SoCal that recognition of these refunds is
appropriate and should be included in the calculation.

SoCal's uncollectible rate based on 1980 bigh priority
temperature adjusted sales is .480. SoCal used .490 in this pro-
ceeding toO recognize the elfect of higher bHills.

SoCal further notes its uncollectible current write~-off

tage, .4870, closely approximates the .4900 rate included in
his proceeding. Accordingly, we will adopt the SoCal figure.
2. Emvlovee Additions

Staff witness Hamamoto proposed a total adjustment of
$4,000,000 to the expense estimates of Rad¢liffe and Ballew
related w0 employee additions in the Customer Account area. Staff
argued that emplovee growth should basically track customer growth
(estimateé %o ne 1.8% per vear). In addition, staff assumed an
increase in employvees in 1982 substantially sreater than customer
growth (approximately 8.6% emplovee growth).
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Also, staff developed a per-employee dollac amount by
dividing SoCal's projected 1983 expenses fLor ZDP and non-EDP
ozerations by the projected number of employees in each of those.
categories. tafl then subtracted the appropriate amount for each
exp.ioyee éropred. IDP expenses were reduced $80,503 each for 19
eaplioyees, oT a total of $1,529,500. EHamamoto reduced non-z=D?
expenses by $40,76%3 for each of 61 employees, a %to%tal of $2,486,500.

SoCal argued *that the zethodology used by Hamamoto excludes
consideration of new employee requirements which are not direcily
Telated to customer growth. Thus, according to Sofal, on the non=ZD7
side Eanamoto had excluded expenses needed by SoCal in 1983 for its
Appliance Data Sucvey, Level Pay Plan, Energy Assistance Program, and
Zxpanded Teleprone Services. SoCal further claims $hat Zamamoto
ignored requirenents of 3500,000 to test hand-held meter devices and
$250,00C fo- a customer relations training program. TFinally, on tke
non~-ZDP side, SoCal submits Eamamoto has failed +to recognize a
several hundred thousand dollar requireument for (a) drochures and
bill inserts needed %o implement the termination of service
Tequirezents of OII 49 and (b) a third-party notification procedure
as specified in OII 49. |

{th regard Yo EDP expenses, Sofal argued that Eamamoto
igaored tre 32,788,000 in Account 90F for expansion of existing
Prograns and with new programs. According to SoCal, the
extraordinacy items unrelated to customer growsh are: added
Tegquirements avttridutadle to the increased compleii:y of rate design,
increased requirements in handling supplier refunds, report card
®illings, paymen® assistance programs, requirements under OII 49, and

lifeline allowance audits. SoCal noted Zamamoto ignored th

increased exzployees needed to handle added emergency and safesy
2atters, Iimprovexents in operating efficiencies, and iacreased
requirexnents in historical data Zile maintenance.
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we agree with staff that the growth in the work force
needed to perfornm Customer Account functions should be related
to customer growth. While SoCal has correctly pointeéd out that
Program work related to new accounts must also be added, it is
also reasonadble to expect that the company will adapt efficiently
to new programs. Furthermore, the staff has provided a reasonable
additional cushion by assuming a level of 1982 emplovee growth
which substantially exceeds that which would be projected solely
ia terms of the assumed rate of customer growth. Accordingly,
we will adopt the reduction proposed by staff.

3. Postage

SoCal included a projected increase of $2,46L,000 in
Postage rates in its estimate of postage expenses. The stafs
estimate is based on existing rates.

SoCal argued that such an approach is unjustified and
unreasonable. SoCzal notes it lost nearly $1,000,000 in 1981
oecause in its last general rate case the Commission would not
recognize the probability of a postage increase. SoCal submitted
that such a situation should not be allowed to occur again and
reguested that a deferred or balancing account mechanism be author-
ized Zor postage incCreases.

We are generally opposed to a balancing account for
POstace because it would remove an incentive for SoCal to control
this expenditure. There is no indication of any postal rate increase
in the offing. The attrition allowance f£or 1984 should érovide

elief to SoCal if there is a postal rate increase. Accordingly,

SoCal's reguest for a balancing account to accommodate pestal rcate
increases is denied. '
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SoCal argued that Account 920 contained these auditing
expenses only through 1980. SoCal submits that inspection of the
1980 ané 1981l numbders supports its position. Recorded numbers in
Account 920 are $6,120,000 in 1979 and $6,669,000 in 1980. Expenses
estimated for years 1981, 1982, and 1983 are $6,741,000, $7,657,000,
and $9,671,000, respectivelv.

In its comments, SoCal failed to address adeguately the
Point raised by the staff: namely, that the companv is requesting a
dudget level which would reflect a better than 45% increase from 1980
to 1983 in an account which now supports fewer activities than it did
in 1980. Under the circumstances, staff found this level of budget
crowth peculiar. SoCzl's only explanation for the surprisingly large
increase is that the growth level was inordinately low in 198l (the
first vear in which internal auditing expenses were no longer reflected
in this account). It does appear that the small 1981 cxpense increase
is a product of the acecounting shift. However, such a shift would not
aprpear to reguire an "overcorrection” by assuming a nuch larger expense
increase in 1982 and 1982. 1In fact, if the transitional vear of 198
was imputed to be a vear 9f expense crowth similar to 1980, the staff

disallowance would still provide for over 9% annual expense growth

from 1980 o 1983. Therefore, we £ind the staff disallowance to be
reasonable.

2. Account 921 - Qffice Suvplies and Expenses
The staff eliminated $3,100 for deonations provided to Town
Hall and the American Association of Blacks in Energy. Our treatment
of dues, donations, and contributions is discussed under the Account
930 arguments. We will delete this amount £from Account 921.
3. Account 922 - Administrative Expense Transfer

Account 922 is a credit account where a percentage of the
expenses included in Accounts 920 and 921 are transferred to con-
struction ¢osts or o nonutility accounts. Thus, under normal condi-
tions, the c¢redit figure in Account 922 Qill increase or cdecrease in
direction relation to increases or decreases to the sum of Accounts
920 and 921. |

The adopted results for Account 922 will reflect the ratio
used dv SoCal, a credit egual t£o 3.43% of Accounts 920 and 921.
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- -

4. Account 924 - Provertv Insurance
The staff estimate is $22,800 lower than SoCal's. The

Gifference is due to staff using SoCal's general guideline inflation
rate in SoCal's Functional Account 9934.4. SoCal introduced Exhidit
71 to further explain the methodology used. However, the exhibit
does not demonstrate why the guideline inflation rate was not used
in Functional Account 9934.4. Accordingly, we will adopt the staff
estimate adjusted to reflect the plant-in-service.
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According to SoCal witness Garner, the AGA provides a
forum for SoCal and its emplovees to keep abreast of the latest
inking by the foremost industrial, professional, and technical
involved in the natural gas industry. This relationship,
Garzner notes, led to an untolé number ¢of economies. Appendix 1 to
Exhibit 130 lists some of the benefits SoCal believes have accrued
TO i%ts ratepavers through AGA membership.

SoCal argued that if it were ¢o discontinue its partic-
ipation in this association, there would be substantial additional
expense reguirements o f£ill the void. The services and benefits
flowing f£rom AGA, Garner submitted, could not »0ssibly be duplicated
for the same ¢ost. These menefits, Garner concluded, ultimately flow
through to the ratepaver.

We are not convinced by SoCal's argument. AS we see it,
MGA is an association whose primary purpose is to promote the gas
industry and the interests of its stockholders. Benefit flow-through
0 the ratepaver is incidental. Accordingly, we will adopt staff's
recommendation.

5. Other Dues

The staff estimate is S114,000 lower than SeCal's. Staff
stated that virtually all dues and donations excluded in prior rate
cases were not included in this test vear estimate. According o
scaff, SoCal has increased the number of organizations to which it
contributes since the last rate case. Also, staff argued that dena-

tions to some ©f these organizations, such as ethnic, taxpayer, and
environmental balance crganizations, should not be billed to the
ratepavers.

taff cited Racific Telephone and Telecrash Co. v Public
Teil. Comm'n 62 Cal 2¢ 634, in which the California Supreme Court
upheld disallowances of dues to charitable and c¢ultural organizations.
Laff generated an internal position paper drawing the same coaclusion
(Exhibit 99). That paper recognizes that dues and fees to trade,
technical, and professional associations are appropriate.

-~

SoCal argued that staff based its recommendation for dis-
allowance merely on the aname of the organization and made no separate
tigation regarding the entities disallowed. SoCal argued that
evidence it provided shows that the organizations are not in the
catecories deemed by the Supreme Court ané the staff %o be inappropriate.
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we recognize that ratepavers may derive some indirect
benefit from SoCal's contributions to professional and technical
associations which are directly related to SoCal's utility business.
Such contributions would be reasonable for ratesetting Purpeses.
However, ratepavers should not be charged for Solal's contributions
to orcanizations serving purposes only remotely related to SoCal's
susiness. YNor should ratepayers be asked to pay through rates for
contributions which would be within the discretion of private
individuals. _
The record in this proceeding does not allow us to make
a detarmination of the potential ratepaver benefits to be derived
from various proposed dues and donations. SoCal, not the staff,
bears the responsibility to demonstrate that its proposed expenses
re reasonable. SoCal failed to demonstrate that the expenses
associated with Accounts 920 and 930 were reasonable. Therefore,
we will nol allow them to be reflected in rates.
I. Rate Base and Depreciation Expense
1. Overview

SoCal anéd staff agree on the gas plant in service anounts

except Sor the difference related to inflation assumptions. SeCal's
estimated weighted average gas plant in servige amounts o
$2,161,603,000 for SoCal and $389,735,000 for PLGS. The corres-
ponding staff estimates are $2,148,394,000 and $391,745,000 for
SoCal and PLGS, respectively.
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B. Discount Rates:
Nonanalvytical Approach

SoCal estimated all present value savings md costs by using
a uniform 10% discount rate. That rate was developed using judgment
rather than detailed analytical methods. Staff, on the other hand,
urged that a different rate be applied to each customer class, based
on the decision making criteria of each c¢lass. Staff cited the
example of industrial customers who expect three-vear paybacks
suggesting a 30% discount rate. SoCal and staff, in SoCal's next
rate case proceeding. should more carefully analyze the appropriate-
ness of their positions. We hesitate, at this time, to test the
expenditure of money collected from all ratepayers under discount
rates attributable to only a portion of those ratepayers.
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Eneraqv Efficiencyv Audits

SoCal proposed a funding level of $9,180,800 for its
Eneﬁ§ Efficiency program. This program provides a variety of
auditing services for commercial and industrial customers.

Legal staff recommended deleting certain acéivities
within the program which had low cost-effectiveness results. Omission
of those activities, staff argued, would enhance the program's
cost-effectiveness. The program elements legal staff would
disallow are: Professional Communications, Deliming Services,
Energy Management Analyses, Merit Awards and Seminars, and Gas
Conservation Analyses.

We will adopt Legal Division staff's recommendations
with the exception of the proposed Gas COnservation Analyses.
We consider that this program element fulfiIIS-aqﬂrimportant

function, and will therefore retain roughly two-thirds of its

dudget, reducing it by $500,000. The total disallowance from the
budget of the Energy Efficiency Audits program is 51,568,000.3
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D. Discussion

Of the 49, staff recommends deletion of only two projects:
the Phase Change Energy Storage Project and the Hydrogen Generation
Technigques Project. We agree with staff that benefits to ratepayers
from these two programs are too remote.

Staff recommended that funding for seven of the 49 projects
o¢ reduced by two-thirds and that SoCal should use the remaining
one-third to coordinate its efforts with GRI. We disagree. Staff's
own testimony points out weaknesses in these seven projects which
undercut justification for funding at any level.
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Further, the evidence does not support staff's recommendation to

cut funding by two-thirds "across-the-bhoard". We also note that
GRI's budget has increased substantially in recent years. The

¢ost of gas to SoCal, and all other gas distributors that are

members Oof GRI includes a share for GRI. Taking all these factors
into consideration, it is reasonable to reduce SoCal's requested 1983
RD&D budget from $9,885,000 to $8,225,000, including overheads.

The adopted RDsD budget represents an increase of 8.4% from SoCal's
adopted 1981 budget. Much of the decrease in SoCal's constant dollar
RD&D budget results £from the elimination of programs which would more
aporopriately be conducted by GRI. We feel this strikes an
appropriate balance between utility~specific and industry~-wide RD&D.
We invite SoCal to propose reasonable RD&D increases in its next

rate case proceeding, consistent with the RD&D guidelines we adopted
on December 1, 1982 in D-82-12-005, in 01T 82-08-0l. These guide-
lines include consideration of whether an individual utility is the
most appropriate institution to perform a proposed RD&D project.
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5. Adopted Escalation Rate - Nonlabor

Escalation rates are used to estimate future utility

In this proceeding, staff recommended 9.3% for 1981, 7% for

1982, and 9.4% for 1983. SoCal recommended 15% for all three years.
Since the time :tachrhn& SoCal presented their testimény' -

on this matter, estimated inflation rates for 1982 and 1983 have —

declined significantly. The recommendations of the parties, therefore,
should not be adopted.

costs.

During the proceedings, the parties expressed their common
view that adopted escalation rates should reflect most current
expectations (see, for instance, Tr., Vol. 4, page 216). We agree,
and, accordingly, will adopt escalation rates of 2.7% and 5.30% for
1982 and 1983, respectively. These estimates are based on the
November DRI CONTROL forecast. We believe the use of this forecast
is reasonable for purposes of setting escalation rates, since the

use of that forecast is what SoCal recommended, and what we have adopted
for establishing the attrition year adjustment.
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-

5. Account 822 - Gas Losces
SoCal included an expense of $2,056,000 in test year 1983
This includes

T A i g

for gas 1osses occurring at certalin storage fields.
two-year amorsization of pre-1983 gas losses net of income taxes
nd a gross loss in 1983 of $284,000. These losses can be divided

2
a
into four categories:

(1) Surface Leakage - losses from the well

head and field pipe fittings (normal
operation); i

e e i e
e aae .

. {2) Incidents - losSes from leaks in well
casings and related assemblys;

(3) Plant Blowdowns - the evacuation of gas
from the storage field piping for
maintenance aetivicies; and

(4) Migration - the subsurface movemeat of
gas outside the storage field.

e e ae e e ay

Staff allowed for estimated 16383 gas losses in all of the
above categories. Staff also 2llowed pre-1983 migration gas
losses in the amount of $796,000 at the East Whittier Storage
rield. However, because SoCal filed workpapers on La Goleta Field
nigration losses late, .Staff recommended the deferral of the
¢onsideration of sue¢h iosses, approximately 2 Bef, to SoCal's next
general rate case. p

Staff's treatment of Fre-1983 gas losses was explained by .

Staff witness Ferraro. He argued that SoCal was aware that losses

due to surface leakage, incidents and plant blowdowns were
occurring but made no effort to estimate these losses. As a2
result, Stafs urges, SoCal should bear the consequences of its

lack of diligence. Staff made an exception for migration losses

becaucse these losses are often caused by catastrophic or
uwncontrollable events, hence, are not foreseeabdble and not subdbject

to reascnable estimation.
The City of San Diego took the position that cnly gross

gas losses occurring in 1983 should be allowed. Counsel for San
Diego argued that inclusion of pre-1983 losses in test year 1883
rates would breach the rule against retroactive ratenmaking.
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We will adopt SoCal's estimate for 1983 gas losses
totalling $984,000. We will not, however allow rate relief for
estimated pre-1983 losses. SoCal acknowledges that it was not
until the late 1970's that it undertook a study to determine the
extent of its operational gas losses and that the results of that
study were only recently available. We will not take steps now
to make the company whole for losses it failed to discover at an
earlier date. We agree with Staff that while SoCal should rely
on prospective estimates £or surface leakage, incidents and plant
blowdowns for ratesetting purposes, migration losses are not as
predictable. For the future, soCal will bhe permitted to accrue
expenses, net of income taxes, for migration gas losses in a deferred
account designated as "Account 822.1 Migration Gas Losses™. These

expenses should be included in the next general rate case following
their ac¢erual.

Staff witness Ferraro also recommended that because of the
large gas losses at the East Whittier Storage Field, SoCal should
undertake a study to determine whether that field should be

removed from operation. SoCal witness Brady agreed to expandéd SoCal's
current study of that facility. Staff recommended that SoCal be
required to report its findings in its test year 1985 rate filiag.
We agree.
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b. OQther Items

As discussed above, we will adopt staff's recommend-
ation regarding phasing the l-2-4 program.

We will not grant SoCal's reguest to amortize
$405,000 in 1982 leak repair costs in the test year.

Staff and SoCal are generally in agreement regarding
the costs of compliance with proposed Federal Damage Regulations.
SoCal accepted staff's estimate of $1,930,000 for this item.

We note that funding requests by the company and by
staff for implementing additional federal regulations should be
considered in light of the federal administration§ stated goal of
reducing such regulation. Although regulation may be increasing
in some areas, it may be decreasing in others. If it is, rate-
pavers should benefit from a reduced regulatory burden. We expect
staff and SoCal to address this matter in SoCal's next general
rate case.

Regarding the $1,044,000, which is due to different
estimates of the number ¢f leaks to be repaired, SoCal states that
the significant increase in leaks is due to use of new leak detection
equipment which is more sensitive. Ac¢cording, to SoCal, the back-
log in 1980 of Code III nonhazardous leaks increased to 17,840.

Now SoCal wants to de¢rease the backlog to between 5,000 to 7,000.
We will adopt SoCal's estimate £for this item.

In summary, SoCal's estimate for Account 892 should be
reduced by $4,305,000.




