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Southern California Gas Company's (SoCal) application
seeks authority for a general increase of $151,450,000 in its gas
rates, designed by SoCal to yileld a 10.25 percent rate of return
on its rate base. based upon a summary of earnings for test yesar
1976 contained in Exhibit C atzached to the application. The total
rate relief requested was reduced to $129.470,000 on September 4, 1975
based upon SoCal's revised estimates of revenues, expenses, rate
base, cost of capital, and its estimate of a reasongble return On
equity for test year 1976. Some of the factors included in the
reduection of SoCal's estimated revenue requirements are the elimina~-
tion of a proposed underground storage project. institution of &
program to limit certain capital expenditures by methods such as
deferring replacement '(which could Increase operating and maintenance
costs of plant kept in service), and elimination of a cost of living
adjustuent to payroll. : '

SoCal's requested retwrn on its capital structure is
10.25 percent both on the original and on the xevised basis. The
corresponding return on common equity incressed from 15 percent 1n

SoCal's original showing to 15.64 percent in the revised basis shown
in Exhibit 3-2.
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'SoCal's revised exhibits, which reflect updated estimates
of gas supply and heating value of the gas supply, Show a
decline to $118,609,000 in the tozal rate increase required to yleld -
a 10.25 percent return on rate base. SoCal concedes that the
average heating value of the gas supplied should be 1055 Btu
per cublc foot. the revised staff estimated heating value adopted in
D.85354 dated January 20. 1976 in this proceeding. |
| SoCal states that gas supplies have continued to decline
at e significant rate and it has experienced rapidly inecreasing
costs without offsetting revenues which have brought about & serious
erosion of earnings and effectively prevented it from earning the
8.50 percent rate of return authorized in D.83160 dated
July 16, 1974 in A.53797. SoCal contends that the continuing high
rate of inflation projected for the future will further erode
earnings and prevent it from realizing its allowed rate of return let
alone the fair rate of return sought here for the future; that further
rate relief calculated to deal realistically with the effect of -
persistent and substantial cost inflation is required; that SoCal's
costs of doing business across the entire spectrum of its operations
are continuing to increase; that these escalating costs include
operating and maintenance costs, wage rates, exployee benefits, and
materfals and supplies; that continuance and expansion of its
research and development prograws also increase its need for rate
relief; that due to the reduction of available gas supplies it is
necessarily committed to expansion of existing underground storage.
£acilities and the construction of facilities in the newly acquired
Honor Rancho (HRX) underground storage field to meets its increased
requirements for load balancing; that ER.will not produce additionsl
revenue but will add significantly to ‘{ts operating costs and capital
charges, which in turn will require significant amounts of additional
capital from the sale of debt and common stock.
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During the couxrse of the proceeding SoCal terminated its
efforts to acquire a second underground storage facility and indicated
- that’ 1t was exploring the possibility of leasing underground storage
fields to meet its seasonal and peak load balancing demands.

Present rates as dcfined in the application were the rates
in effect ag of October 1, 1974, excluding that portion of the rates
relating to gas exploration and development adjustment (GEDA) charges
contained in its rates, and reflecting wholesale gas service agree-
wents effective November 1, 1974 and December 1, 1974 for service to
San Diego Gas & Electric Company (SDGEE) under Schedule G~61 and to
the city of Long Beach Gas Department (LB) under Schedule G-60. This
CEDA adjustment £s 0.061 cents per theram or thermal unit for all
consumption under all measured classes of service. Present rates, the
xates contalned on pages 1 and 2 of Table 20~C of Exhibit 1 and re-
vised pages 3 and 4 of Table 20-C contained in Exhibit 1-19, as used
In this decision, contain the modification to interruptible and
wholesale schedules adopted in D.84512 dated June 10, 1975 in A.53797.
Any rellef granted subsequent to October 1, 1974 in & purchase gas
adjustuent (PGA) proceeding or in a GEDA proceeding would be additive
to the rate relief authorized herein.

Offset rate relief granted in D.83881 dated December 17,
1974 in A.55117 overlaps a portion of the total rate relief requested
3 herein. .D. 85354 authorized a partial genmersl rate increase, subject
to refund, of $39,363, 000/ which 1s & portion of the totsl increase
authorized herein, above present rates. This amount includes the.

' revenue effect of the rates authorized n D. 83881 in 1976.

1/ D.&53 97 dazed January 27, 1976 reduced the increase authorized
' n.D.8535L, which was $39,363,000, to 339 323 000. The

reduction corrected z misecalewlation in utat on in D.85354.
D.C6118 dated July 13, ?6 ordere the ling o% Teduced g%ces

and oxdered the filing of refunds with interest equivalent to a

0.25 percent reduction in rate of return from the effective date
of D.85354. The $39,323,000 {ncreases to $51,597,000 for the
sales adopted herein.

-3-
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A prehearing conference was held in this proceeding on
. February 20, 1975 to ascertain the jdentity of parties and the scope
of their anticipated participatioz in the subsequent hearings. After
due notice including publishing and posting of notice, and the mailing
" of bill inserts, seven days of hearing wexe scheduled in this pro-~
ceeding for the testimony of public witnesses, {ncluding a night
hearing, as compared to two days of public witness testioon in
SoCal'g last general rate Increase application. Statements or
testimony were presented by 3% public witnesses in the city of Los
Angeles, by nine public witnesses in the city of Santa Ana, DY 20
public witnesses in the city of San Bernardino, by seven public
witpesses in the city of Palm Springs, and by 11 public witnesses in
the city of Santa Barbara. No public witnesses appeared in the cicty
of Bakersfield. : , . '
SoCal briefly outlined the basis of its request. The staff
and 1A Iindicated the scope of their {ntended participation to the
public. The general thrust of the public witness testimony and
statements, and of the extensive correspondernce received by the
Commission, relates to the difficulty of the public in making ends
meet during this period of rapid {nflation, in general, acd of paying
rapidly increasing utility bills including gas bills, in particular.
The special problems of the poor, the aged, of persons on £ixed in-
come and of unemployed customers wexe described in detail. This
Comnission and the Legislature have been responsive towaxd ritigating
some of these problems through the establishment of lifeline rates.

2/ Excludes statements made by SoCal, by the Commission staff
. (staff), and by the city of Los Angeles (LA).
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The Commission and the Legislature have also been responsive to the
need for conservation of our energy resources. To the extent that
there is curtailment of usage due to comservation, such as residen~
tial conservation, the limited supply of gas available for distribution
by SoCal can be used to a greater extent o supply demands of lower
priority, interruptible customers which would otherwise be curtailed
and to lengthen the time before curtailment of residential customers.
A total of 70 days of hearings were held in this matter
before Examiner Jerry Levander from April 21, 1975 to December 9,
1975. This matter was submitted on December 9, 1975 subject to
receipt of concurrent opening briefs om January 22, 1976 and con~
current closing briefs on February 5, 1976, and the receipt of
late-filed Exhibits 91 by SoCal and 92 by the staff showing updatec
gas supply estimates and revised expense and revenue estimates .
flowing from the revised gas supplies. The late-filed exhibits were
due on the same day as the opening briefs filed ia this proceeding.
SoCal did not make a timely £iling of Exhibit 91l. SoCal's reply
brief alleges that the staff could have put £xhibit 92 in evidence
during the course of the proceedings which could have been subject
to cross-examination; that there are errors in the staff's showing
which would make it unfair for this Coumission to rely om Exhibit 92
to &ny extent; that the staff did not give adequate considergtion
to the overstated (by 38‘M?c£d) past estimates of Transwesters Pipe-~
1ine Company (IW) and to the lower level of 1976 deliveries which
would result from the permanent E1 Paso Natural Gas Company (EP)
curtailment plan going iato effect. However, SoCal still did not
£ile Exhibit 91 to provide the Commission with Its updated estimates.
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New questions were raised in SoCal's closing brief. The examiner,
4n his capacity as presiding officer, issued a ruling by letter
dated February 27, 1976 directing the production of evidence by
SoCal. This letter states in part:

vipplicant did not file late-£f1led Exhibit 91
on the January 22, 1976 due date which was also
the £iling date for concwrrent opening briefs,
or on February 5, 1976 the date for £iling
concurrent reply briefs. The issue of revised
gas supply estimates and of the related revenue
effects of changed gas supply estimates was
argued on pages 24 through 29 of applicant's
reply brief.

“Southern California Gas Company is directed o
£1le Exhibit 91 with this Commission on oF
before March 22, 1976 with copies to the parties
who filed briefs cn January 22, 1976. Tbe
exhibit shall contain:

(2) an explanation of whether

applicant’'s cstimates rely on
. & pro forma treatment utiiizing

the perzanent El1 Paso cwr-
tailment plan for all of test
year 1976; a counposite of the
interim curtailment plan and
of the permanent curtailment
plan or on another type of
treatment;

applicant's estimates of gas

sugply by source for test year

13-% ?nder each of the assumptions
8 ; . .

sumzaries of earnings based on the
asgumptions in (a) with an explana-
tion of changes frow agplicant's
estimates in Exhibit 693 ”
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'Exhibit 91 was received on March 23, 1976. The exhibit
contains SoCal's revised estimate of its gas supply and of the
effect on its test year operations caused by the changed gas supply
estimaete. Exhibit 91 was not responsive to the alternate treatments

requested in the above quoted ruling. SoCal £1led these alternatives
as Exhibit 91-1 on April 9, 1976.

SoCal's utility affiliate, Pacific Lighting Service
Company (PLS) supplies gas to SoCal on a cost of service basis
which has been approved by this Commission. All of the expenses and
return for PLS are included as a part of SoCal's revenue requirements.
SoCal i3 seeking the same rate of retwn for PLS as for itself.

SoCal, through<witnes§es, presented testimony and exhibits
in support of the requested increase for {tgelf and for PLS. The
total PLS revenue requirement is a portiom of SoCal's production
expenses. The staff's witnesses presented a comprehensive showing
as to all aspects of the proposed rate relief. IA.:equésted a copy
of all written staff data requests and of SoCal’s written responses
thereto so as to expedite its cross-examination of all of SoCal's
witnesses and of the staff's witnesses. The examiner directed SoCal
to waoke these written data requests and written responses thereto
available to a city representative for inspection and provided
for SoCal and 14 to meke appropriate arrangements for the reproduc-
tion of any of the requested waterial. SoCal was further directed
to answer all staff data requests fully and responsively in com~
pliance with Sections 581 and 582 of the Public Utilities Code. IA
participated extensively in the cross-examination of witnesses in
this proceeding. It produced evidence only on rate of retwn. Tbe
California Manufacturers Association (QAA) sponsored evidence on rate
spread. The city of Long Beach (LB) presented evidence on wodifica~
tion of its rate design through lowering the demand chaxge and

“
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consolidating commodity block rates (both of these objectives were
met in D.85354 as wodified by D.85397), and requested a lower rela-
tive increase in its rates than proposed by SoCal and by staff, but
not solely at the expense of SDGSE. LB asked the Commission to
recognize SoCal's obligation to deliver the annual contract volume
to it as set forth in its showing, seeks a finding that there was
a deficiency of gas deliveries by SoCal to 1t, requests that the
Counission order SoCal to compensate LB in an amount to be determined
. by negotiation between the parties, and that this amount be used as
e a credit against then current billings from SoCal. The Western
Mcbilebone Assoclation (WMA) presented evidence in support of rate
relief to the mobilehome perk operators served by SoCal to restore 3
differential between master metered and submetered rates To enable
the park operators to recover costs of thelr providing gubnetered
gas service. Several of the electric utilities testified as 0
their igniter requirements, which was the subject of D.85410 dated
February 3, 1976. This decision reflects the modified fgnizer
requirements SoCal was ordered to file in D.85767 dated May &4, 1976.
. Many parties other than described above also presented their
pocitions on various issues and participated in tbe ¢ross=-
examiration of witnesses.
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Gas Subply Shortage . : '

' The gas supply shortage discussed in D.83160, mimeo pages
6 and 7, 1s continuing. SoCal's original estimate shows sales of
1,015,695 Wocf for 1972, 896,077 Mlcf for 1973, 802,219 MPcf for
1974 estimated, 751,033 Mch for 1975 estimated, and 669,135 Woet
for 1976 estimated. Actual sales for 1974 and 1975 were 807,823 Mlct
and 804,937 M?cf, respectively. SoCal's gas purchases were

837,949 MPef in 1974 and 823,118 Mcf in 1975. SoCal injected
1,376 M°cf of its 1975 supply as cushion gas (nonrecoverable gas o
. establish z minimum field operating pressure) in the new HR field.
- There are fluctuations of purchases versus sales from year‘to year
depending on variations in compressor station use, iz unaccounted for
gas, and in met injection or withdrawal from storage. In 1976 SoCal
anticlipates making a net injection of 21,500 Moef into HR. '

SoCal's revised estimate of 720,536«M?éf of gas gales for

ratemaking purposes (see Exhibit 91) assumes revised delivery
estinmztes based on the permanent EP curtailment plan being in effect
for all of 1976, a 38 MPcfd downward adjustment to TW's revised
(through August 1976) estimate of gas supplies, plus deliveries from
California sources. SoCal's as expected sales estimate
of 725,851 M?cf assumes the EP interim curtsilument
- Plan will be in effect through April 30, 1976 and the permanent EP
curtalluent plan, per EP's Federal Power Commigsion (FPC) f£iling,
will be 4n effect for the remainder of the year. SoCel's revised
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estimate is higher than its original estimate Io this proceeding, dut
as noted in D.85354 "the augwented supply estimates of SoCal's pipe-
1ine suppliers would slow but not arrest the decline in SoCal's gas
supply."

Based upon its origiaal estimate of gas supply SoCal
anticipates the possiblility of £irm curtailment during a cold winter
{n 1978 or in the winter of 1979 absent a reduction 4n £irm demand
causgd by conservation on the part of its customers. |

SoCal is buying aéproximately 9,500 M?cf of California
gas supplies in the test year with an option to take deliveries
within a three-year period. SoCal, is deferring this take 50 85 o
have this additional gas available to avoid possible £fira curtailuwent
in 1978 or in 1979, in the event that no additional supplies of gas
or that no curtailwment of usage oceuxrs by that tice. This 4s a
" prudent action on its part. | ‘

SoCal placed on the record the efforts of its parent
Pacific Lighting Corporation (PLC) and certain affiliates to seek
out, procure, and deliver additional supplies of gas teo 1it. We will
not outline this information in detail; however, it should
be moted that the potential capital requirements of these various
projects appear to be far in excess of the total investoent in
ut{lity plant by SoCal and PLS. The terus and conditions under
which SoCal's parent and affillates can secure new gas supplies for
SoCal is dependent to some degree upon the financial health of soCal.
These activities have been made necessary by the {nsbility of SoCal's
traditional suppliers to meet their contractual obligations for gas
deliveries, let alone to meet increased demands. '
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The conservation efforts proposed to be implemented by
SoCal will be discussed in detail in the results of operation portion
of this decision. SoCal is proposing to have its marketing division
engage in an expanded program %O promote gas conservation in order
to reduce the possibility of £irm, high priority, curtailment. The
{mmediate effect of gas conservation carried out by soCal's customers
{s to make available additional volumes of gas to low prioritfg
industrial customers, which would otherwise be curtailed. The avall-
ability of additiomal interruptible gas supplies would have both

economic and environmental effects within SoCal's service area.
Honor Rancho Storage Field

SoCal has acquired title and/or surface and underground
storage rights to HR for use a&s an underground siorage reservoir to
meet its seasonal and peak loading requirements. SoCal is construct-
ing or reconstructing wells and compressor facilities and treatment
facilities to facilitate the injection and removal of gas from this
field together with associated oil products. Various comporents of
the construction program will be put on line during the course of
test year 1976. SoCal proposes to include the full cost of this
plant as if it were in service as of January 1, 1976 withkout inclusion
of any allowance for interest during construction. The staff has
weighted plant additions in HR on an as-expected basis and has
capitalized interest during construction. The staff treatment of HR

See D.25189 dated Decembder 2y 1975 in C.9642, which established
new gas curtailment priorities. : |
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- adopted the rationale in D.83160 (see mimeo pages 7 and 8). The ,
" respective amounts fn utility plant for ER are §72,243,000 in SoCal's
 estimate and $38,015,000 on the staff basls, a difference of
$34,228,000. There are sssoclated differences in: the reserve for
. depreciation of general plant of $570,000; in production expense;
in ad valorem taxes; in income taxes; and 1n depreciation expense
~ assoclated with SoCal's pro forma trestment of this plant. |
~ The policy witness. for SoCal and PLS, Mr. HIll, SoCal'’s
Vice }resident of Regulatory.Affai:s,_testified that there were
no circumstances that he was aware of which would justify reversal
of treatment of HR by the Commfssion (IR 473). SoCal's argument.
in support of its treztment of ER is that the dirinishing supply.
does not permit the same opportunity for additional volumetric sales
as existed previously, that there is 2 reduced margin experienced In
‘additional f£irm sales due to 1lifeline rates, and that the wagnitude
of its investment is greater at ER than at Aliso. :
' We are not comvinced by SoCal's argument and adopt the
as-expected treatment for the test year. We will authorize SoCsl
to file an advice letter rate increasse to offset inclusion of the
£ull costs of acquisition, comstructiom, and operation of HR for
periods subsequent to December 31, 1976. We approved offset relief
in D.83881 to reflect the complete utilization of Aliso in SoCal's
operations, to offset a wage increase, to amortize a syathetic
natural gas peaking project, and to offset the expiration of an
anortized tax credit.
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The other unresolved issues ralsed in this proceeding
will be discussed under the subjects designated in center headings
in the following sequence:

A. Results of Operation
B. Rate of Return
C. Rate Spread
D. Modifications to Purchase
Gas Adjustment Clause
A. RESULTS OF OPERATION
Both SoCal and the staff presented results of operation
studies for SoCal and PLS for test year 1976 whick included all
elements related to revenues, Including customer growth, use per
firm customer, and declining interruptible sales in the revenue wix.
During the course of the proceeding, a number of important revisions
were wade by SoCal and the staff in their respective estimates, some
of which were included in Exhibit 69, a comparative results of
operation. Subsequent modifications based upon new {nformation have
beern incorporated in Table 1 on page 15. Table 1l contains the
latest comparison of SoCal and staff estimaves of SoCsl's results
of operation for test year 1976 and the adopted amounts, all av
present rates (as previously defined), which do not incorporate the
reductions ordered in D.86118. '
SoCal revised 1ts Exhibit 69 showing 1n Exhidit 91 to incor-
porate later data on gas supply and on the average heating value
of its supply. SoCal carried the changes associated with the new
gas supply through summary of earnimgs calculatioms.
The adjustments to the staff's Exhibit 69 showing are
Increases in gas supplies and revenues {wodified from Exhibilt 86)
and the associated increase in gas costs contained in Exhibit 92-1,
and the changes discussed in D.85354, namely, the increase inm average
gas heating value from 1053 Btu per cubic foot to 1055 Btu per cubic
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foot, an incrcase in SoCal's operating expenses of $187,000, an
incresse in SoCal's rate base of $1,942,000, an increase in SoCal's
" IDIC income tax deductions by $266,000, and decreased revenues of
$165,000 to reflect changes in estimated igniter gas dellveries.
State and federal income taxes, franchise taxes, uncollect-
{bles (no change of uncollectibles is associated with changed
interruptible or wholesale deliveries) and the rate of retun will
all be affectedﬁl by the above-mentioned modifications of the staff
estivates contained in Exh{bit 69. These changes have been incox-
sorated in Table 1. ¥e have set out imn Tadle 1-A on page 15-4
the results of operation under present and guthorized rates.

L/ Use of the staff methodology would also result in a change iz
the working cash component of rate base. This nodification of
‘the staff estimate was not incorporated in Table 1.




TABLE 1
Southern Californis Gas Company
RESULTS OF OPERATION UNDER PRESENT mm;i/
Test Year 1976

s 52Cal

SoCal Comaission : Exceeds

Jtenm Exhibit 61 Staffl ¢ Staff
(Dollaxrs in Thousands)

Operating Revenues 824,572 $850 ,0665/ e/ $(25,590) 541,192
Oneration & Maintenance Exn,

Procaction 489,729 so, 519/ (GE7T 505,032
5 ghgl 8,275
1

Adnpted

Stomage 8,73¢ 5305
Transmission 12,637 12,236 12,627

Distribution 73,419 72,822, 587 75,187
Customes Aceounts 45,632 743,565—/ 2,067 42,562

Sales 7,28k 2 ’7671: /ef 3,477 7,28k
Almin, & General 80,431 TL M3~ = 9,018 i 1d

Subtotel 0@ Bxp. 717,841 716,439 1,k02 724,724
Vage Inc. Adj. - (12,027 >£/ 2,027 (7.32%)
- 907 _O07

Postage Inc. AlJ. (507)
Total ORI E;. 717,841 705,319 12,522 722,015

Taves

Taxes Other Than Incore ’ 21,127 29,227, ; 1,910 Rkl
Fedezol Ineome (=12 )%f Psre  (3E %?I) (%;2@)
State Income 25:55)— 3,121 (%,006) ey

| Total Taxes 8,10 - 35,920 (0,730 21,04
Depreciation 41,390 40,297 1,092 Lo,k
el oper. B B2 15,5%Y (TED) 105,37
Return 45,200 64,530% T 5,9

Rate Base ‘ o
T Working Cesh 28,000 16,17, 22,828 18,037
Remainler 9’"2 ~y @5 502) 28 49_1210 . _903;5%
/4
Totel 930,095 919,056% 61,039  $2%,95%
Rate of Return L.72% 7.02% (Z.3D%  5.62%
(Red Figure)

See mimes page 2. Does not incorporste reductions in D.S61LS.
Calculated. e

See Dxhibit 92-L.

Tncludes changes from B:hibit 69 referred to 4n D.8535L.
Tncludes increasec in unedllectibles related to heating values.
Steff recoarends use 2f postage rates in effect.
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TABLE 1-A _
Southesrn Califarnia Gos Compony
RESULTS OF OPERATION UNDER PRESENT AND PROPCSED RATES
Test Year 1876

: Authorized :
Adooted : Tnerease : Authorized
(Dollars in Thousands)

Operating Revenues 851,192 $5L ,lb90a-/ $905,5%2
. Qperatior & Maintenance Exnencze b/. |
Procuction 505,032 1,k 1506,LL2
Storage. 8,276 T - 8,276

Traasuission 12,637 - 12,637
Dictribution 75,297 72,187

Customer Accounts 43,561 3235-/ 43,834
Sales ' 7,254 7 321“"‘

Administrative & General 74,797 1,1223/ 75,828
Subtotal 0RY Dip. | 724,73k . 2,856 727,590

Viage Ine. Adj. ( @ - (13.__)62;
907 : X7

Dostege Inc. Adj. ‘
Total O&Y Exo. 722,005 2,856 724,571
Tases : - ' ' ‘

Taxes Qther Than Incone 29.711
Federal Income (5,255) 23,626
[N

P14
State Income ?§;3h7§7 6,171
Total Taxes 27,049 52,560 59,518
Depreciotion _ Lo, ml4 - Lo,k
Total Oper. EXp. ' 788,278 25,325 S2k,702
Return : 51,21k 29,165 £0,973
Rate Bage | e/
T Working Cash 18,037 (L, 7T12)=~ 16,265
Remainier 993,506 = 907,596
Total 921,932 (TT=) 920,161
Rete of Return ' 5.520 - 8.90%
| (Red Figoze

Authorized increase to achieve 5.807 rate o7 return.
Increased purchesed gas price Ior ges purchsses froa FIS.
Result of 554,400,000 increase {n operatins revenues.
Effect of incrcased sperating revenues.

Reduction in working cash at 5.580% rate of return.

15-A

- 29,71
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Operating Revenues

The major differences {in the estimates of Qperating revenues
at present rates are based upon use per firm meter, and differing
estimates of the gas supply-

In past general rate proceedings differences in estimates
of firm general service usage per Customer were of much greater
celevance in estimating revenues than they will be in the future.

Past estimates reflected declining block rate structures within a
custouer class, lower unit rates charged for jower priority usage,
and air conditioning discounts. This {s still a major factor in the
comparison of revenues at present rates. Io the past SoCal's
earnings would decrease warkedly in a hot year and would 1mp£ove
dramatically in a cold year due to these differences in unit pricing
within a class and between customer classes. That portion of the
total gas supply not sold to firm (high priority) customers wWas sold
at lower rates to meet Interruptible customer requirements. Our
adoption of lower umit 141feline rates and the flattening of commodity
charges in the rates adopted herein will dramatically affect the
swing in revenues occasioned by sales to either higher or lowex
priority customers depending on changes in usage per firm customer

and on the largely tewperature-induced variations in high priority
usage.

When interruptible unit xates equal nonlifeline unit rates,
SoCal will experiemce greater earnings in a hot year than In & cold
year because larger axmounts of gas, sold at higher wnit rates, would
be availeble to meet intexruptible requirements on SoCal. The
differential in revenues would be the result of marginal shifting of
consumption either below or above the des;gnated 14feline quantities.
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The primary determinant on both net and gross revenues at
authorized rates will be the quantity of gas actually received by
SoCal from its suppliérs, particularly its out-of-state suppliers,
T7 and EP. Under the declining block structure which characterized.
SoCal's earlier rate structures differences in actusl deliveries
from projected deliveries represented unit price sales made close
to and sometimes below the cost of the gas to SoCsl. The revenue
differences at present rates due to the different estimates of gas
supplies will be of agreater order of magnitude compared to revenue
differences at authorized rates, which are based primarily on staff
rate design criteris. '

' SoCal contends that for the period from Septewber 1975 to
Janvary 1976 TW's deliveries were 38 Mchd below TW's estimates. The
staff shows that actual EP deliveries for 1974 were approximately

185 MPcfd above EP's estimstes and that 1975 deliveries will be

- approximately 188 M2cgd above EP's estimate. The staff’'s estimate
incorporates anticipated additions to reserves available to SoCel's
suppliers which will increase the supply to SoCal during the test yeax

The effect of our adopting a gas supply estimate above
actusl deliveries for the test year would be to excessively lower
cotmodity rates and to overestimate sales. SoCal®s revemues
would then be insufficient to meet éhe authorized revenue requirement.
On the other side of the coin, if we adopt a gas supply estimate which
'{s on the low side of actual deliveries the unit commodity cost
per Mcf will be greater than necessary to meet the total company
revenue requircment which would result in an excessive level of
earnings. '

SoCal's Exhibit 91, filed several months after the staff's
Exhibit 92, reflects the higher level of California and offshore
gas purchases contajned im its earlier estimate compared to the
staff estimate.éj SoCal could have.revised its estimate in conformity
with the sbove-mentioned letter ruling of February 27, 1976 if

justified by changed circumstances.

S5/ SoCal's estimate is approximately'4.3‘M3¢f above the staff
. estimate. .

-17-
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The permanent EP curtailuent plan is not yet in ef_fect,
consequently, ScCal has been receiving larger quantities of gas fxom
EP than it has estimated. The adopted estimate of gas supply is
supported by SoCal's gas receipts through May 1976. It 1is
reasonable to adopt the staff estimate of IW and EP gas purchases
in Exhibit 92 for ratemaking purposes adjusted to a 365-day year and
SoCal's California and offshore estimates.

As noted in the foregoing discussion the quantities of
gas which SoCal might be expected to receive from {ts suppllers are
of critical {mportance in establishing growth in revenues for SoCal.
Pacific Gas and Electric Company (PGSE) faces a simdlar situation., It
would be desirable for the utilities and the staff to explore methods
of refining supplier estimates, or of getting better estimates of gas
supply. This could involve one or more of the following procedures:
(a) securing an FPC order directing the pipeline companies to make
available the work papers supporting their estimates to their
customers; (b) securimg an FPC order requiring the £4ling of
estimates such as are contained in FPC Form 16 on & monthly basis;
(¢) securing an FPC order requiring pipelive companies under its
jurisdiction to £ile revised estimates when either a predetermined
quantity or a predetermined percentage change in the estimates bas
occurred. |

Cextain gas usages axe temperature semsitive to some degree,
paxrticularly gas used for space heating purposes. Both SoCal and
staff estimates reflect adjustments of usage to average temperature
conditions. Tn A.53797 we analyzed the staff's estimate which
utilized a 30-year base for temperature adjustwents and SoCal's
estimate which utilized a 20-year base for temperature adjustments and
we adopted the staff base period. However, we stated "SoCal may wish
to present additional information on this subject in a future rate
proceeding..." (see mimeo. page 12 of D.83160). SoCal witness Wilson
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stated that "The Commission in D.83160 determined that the 30-year
base period was proper for ratemaking purposes..."; that SoCal is
using annual updates om & 20-year basis for internal planning pur-
poses; that the use per customer would be 131.3 Mcf per customer in
1976 using & 20-year average (through 1975) temperature base compared
to his original 1976 estimate of 134.2 Mcf pexr customer using &
30-year average temperature base (through 1970). The impact of
the changing composition of population sexved by SoCal, of the
energy crisis, and of comservation efforts have resulted in &
shifting of metﬁodology in determining estimated use per customer.
It would have assisted the record had SoCal elected to grovide
additional information In this area of correlation of use with
differing average temperature bases. This Commnission and other
agencies should have available to them the best possible demand
estimates to evaluate the requirements of SoCal's customers and the
available gas supply. Use of this {nformation would be of assistance
in evaluating the efficacy of comservation programs.

SoCal's Manager of Gas Requirements, Gas Balances, and Rate
Design, Mr. Wilson, established an average growth rate in use per
firm customer over a five-year period 1969 to 1973. Data applicable
for 1974 was not utilized because of the sharp decline in use per
customer associated with the energy crisis. The average annmual
growth rate was added onto estimated use in the last quarter of 1974
and trended through 1976. '
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Mr. Wilson's revised estimate reduces his estimate of use
per customer from 134.2 Mcf per customer in 1976 to 129.5 Mcf per
customer by incorporation of an estimate of volustary reduction in
gas consumption by SoCal's customers prepared by Mr. Shea, SoCal’s
vice President of Cousumer Services, who is in charge of SoCal's
marketing and customer services. Mr, Wilson testified that during
the l4~month period from Octoder 1973 to December 1974 use-per-meter
declined by approximately 12 Mcf, or almost 8.5 percent, principally
as a result of the energy crisis and counsequent conservation efforts;
and that a reduction of 3.1 Mcf per meter or about 2.3 percent over
the 18-month period that the new conservation program would be in
effect through the end of the test yeaxr would be achieved.

A staff witness Mr. Joves, a Senfor utilitles engineerz,
made two estimates of use per customer. Both estimates utilized a
30-year base, ending with 1970, for establishing average temperature
conditions. The starting point of Mr. Jomes' initisl estimace was
higher than that of Mr. Wilson because it began at 2 point where
there was a rebound in use per customer as compared to the starting
point of Mr. Wilson, which was near the bottom of a dip in use pexr
customer. He utilized a relationship of use during yhe first Two
months of 1968 to 1973 inclusive to the total years' use in
axxiving at an end-of-year figure for 1975, added the trended growth
in use per customer from December 1967 to October 1973 of 1.8 Mef
per year to arrive at his 1976 estimate of 137.1 Mcf per customez.

Mr. Jones revised his estimaste aftex reviewing recorded
data through May 1975 because of changed customer use patterns.

His revised estimate of 136.3 Mcf 1s based upon the summation of
{odividusl monthly trends., Mr. Jomes testified that he bad oot
utilized any reduction'azcribucable to the voluntary loa¢ curtailment
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program prepared by Mr. Shea beecause there was no viable data to
support a quantification of conservation efforts, but that the con-
servation efforts of SoCal's customers from Noveaber 1973 to
December 1974 were reflected in his estimate; that conservation,
price elasticity, and the downtrend in the economy are working to
decrease use; and that the beliel by the general public that there
{s no actual energy shortage, or that the shortage is abating, or
that the "energy shortage’ was a rip-off tends to increase use.

- 1A argues that we should adopt & heating value pexr cubic -
foot of gas in excess of 1057 Btu because SoCal and the staff have
erred on the low side in estimating heating values in the past; that
we adopted a staff estimated heating value of 1056 Btu in D.85113
dated Noveuwber 18, 1975 im A.55399; that the gtaff did not adequately
justify the reduction in its use per customer estimate; that -SoCal
dreamed up the reduction in use per customer rather than reduce its
requested rate increase; that the original $900,000 estimate of income
from SoCal's enexgy conserving insulation program should be included
in operating income rather than as a below the line item as proposed
by SoCal; that SoCal lowered its estimate of insulation revenues
when a staff associate utilities engineer, Mr. Copeland, suggested
that the Commission include imsulation {ncome for ratemaking
purposes; and that the staff's use of supplier estivates in
Exhibit 92-1 in computing revenues reflects the conservative estimates
of TW and EP. . - '

, The city of San Diego (SD) discounted SoCal's eS:imat:ed
reduction {n use per meter through conservation and supported the
staff estimate. '




. .
Alt.-IR | ¢

t -
A.55345 IB/dz ik

In D.85113 we discussed variables affecting beating values
which apply im this proceeding, and adopted the staff estimate of
heating values through April L, 1976. The revised staff estimate
of heating values, based on trending the latest information then
available, is reasonable. The potential revenue attributable to
deliveries of the adopted gas sales volume necessarily encompasses
the heating value of gas since the unit sales price is a price per
therm measured by multiplying gas volumes, the heating value of gas,
and an altitude adjustment. o

SoCal makes arrangements for insulation of older buildings
with approved outside contractors. SoCal often finances this
insulation and its insulation revenues axe intexest charges received
by it for deferred payment of inmsulation contracts. SoCal's
original $910,000 estimate assumed a higher proportion of such deferved
payments than have occurred. We agree such income after operating
expenses should be treated as'otber operating revenues, but in the
reduced amount of $568,000 estimated by Mr. Shea, using an expanded
work foxrce of 25 insulation sale representatives.

The continued exposure of the public to messages of need
for consexvation of gas from the public sector, including this
Commission, and the private sector, Including the expanded conmservation
effort on SoCal's part, should result in a declime in use to meet and,

perhaps, exceed the reduction in use per customer envisioned by
Messrs. Wilson and Shea.®

&/ The 12-month-ending temperature adjusted use per customer using
a 30-year average temperature base £iled by SoCal in C.9642 shows
& change In use per customer from 132.9 Mef im July 1975, to
133.1 Mcf in September 1975, followed by a decline to 129.5 Mcf
in April 1976. The corresponding reductions im use per firm
customer were less for both PG&E and for SDGSE compaxed to
SoCal. The temperature sensitive load in PGSE's service area 1s

greater than that in the SoCal area, which in turn is greatex
than In the SDGEE sexrvice area.
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The staff's revised TW and EP supply estizates im Exhibit 92
SoCal's California and offshore supply estimates, soCal's estimate
of £irm genezal service sales and gas engine sales, and the updated
{gniter requirements £{led in Advice letter 981 have been incoxporated
in the adopted results.

The gas sales voluzes and related revenues by class as
estimated by SoCal, by the Comnission staff, and &s adopted are
shown on the following cabulations. The revenue differences

for other revenues also reflect differences in {nterruptible exchange
deliveries.
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Gas Sales by Classes of Service
Test Yeaxr 1976

: SoCal : :
Class of Service :  (Exh. 91) : Staff - Adopted

(sales in MocE)

. Firm General Service 440,776 463,923 440,776
Gas Engine 7,142 7,142 7,142
Regular Interruptible 190,933 195,767a/ 198,365.
Steaw Plants 4,410 3,122/ 18,311
Wholesale - 77,275 70,621 - 79,772

Total Sales 720,236 740,275 725,385

Revenues by Classes of Service
Test Year 1976

(Dollars in Thousands)

Fixrm General Service $604,383 $629,338 $604,383
Gas Engine | 6,343 343 343

Regular Interruptible 151,724 157,459/ 157,085

Steam Plants 2,845 2,000 11,813
Wholesale - . 57,489 53,161 59,093
Subtotal $324,/54 S548,301 $838,717

Other Operating Revenues _ 1,7885/ 1,765¢/d/ 2.475¢c/e/
Total Revenues $826,07/2 $850,060 4L ,194

a/ Exhibit 92-1 shows an increase in sales volumes,
compared to Exhibit 86, of 53,379 M<cf and &
revenue increase of $42,127,000 all of which were
assigned to regular {nterruptible sales.

Totalzigniter requirements per D.85410 which fncludes
461 Mccf for SDGAE.

Includes $392,000 for sale of ol recovered at HR.
Sec Exhiblt 63.

Includes $568,000 for {nsulation sales revenues.
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Operating Expenses
a. Wage and Employee Benefit Adjustments

SoCal's 1976 expense estimate includes 2 prospective
April 1, 1976 wage and salaxry {ancrease of 11 percent treated on a
pro forma full year basis together with related employee benefits
and payroll tax increases. SoCal originally proposed a cost=of~
living escalator of up to three percent for all of its employees
which was tied to a triggexr point in a cost-of-1living index. The
thrgshold 1evel for this cost-of-living adjustuent was pot reached
and SoCal's-modif@ed estimate does not provide for any {ncrease io
wages and salaries attributable to {ncreases io the cost~of~1living.
This 11 percent incxrease above 1975 levels is equal to the percentage
increase SoCal agreed to pay its union employees in Deceumber 1974.

The staff estimate contains an 11 percent wage fncrease
adjustment based on expense payrcll included in the staff estimates
because at the close of the hearings wno contract or offer had been
made which would affect increased wage levels for the test year. The
staff argues that the generosity of the 11 percent increase, which
was effective in 1975, would dictate that SoCal should drive a baxd
bargain in its megotiatioms for the 1976-1977 comtract; that if the
Commission were to allow for a projectéd.wage increase which could
only be described as most generous ou top of last year's increase
that management would be stripped of its most useful tool in labor
negotiations; that 1n light of the difficult economic problems
recently £aced by SoCal's ratepayers, exacerbated by the substantial
cost of gas increases, SoCal management wight consider foregoing wage
{nereases such as the 1l pexcent plus received in 1975; that SoCal
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has included an 11 percent wage increase for managezent and noaunion
exployees as well as for union employees; and that {f SoCal signs
an unreasonable labor contract prior to the issuvance of a decision
in this case, the staff would not git idly by while an Increase in
that amount to all employees Is reflected in rates.

1A argues that 1f the 1975 unfon increase of 11 percent
. was reagsonable, there was no evidence to justify the identical
increase for nonunion personnel por was there evidence that SoCal
did in fact increase its nonunlon wages by 11 peréent; that these
have been difficult economic times and that companies such 28
Bethlehem Steel Corporation recently announced that {t wes cutting
{ts nonunion salariles because of a bad year; that toere {s no justi-
£{cation for the ratepayers to bear all such costs; that 2o wage
Inerease in 1576 should be recognized; and there zhould be 2 Lurther
reduction due to excessive allowances claimed for popuiion exployees
in 1975.

By letter dated March 9, 1976, SoCal advised the Cemmicsion
that it has made a firm wage offer in its current LzbiX negotiations
of 8% percent plus increased company contributions toward medical
plan benefits; that {ts offer was submitted to rapresentsd axoloyees
for ratification; that 1t expected that the wage loerenss plus
related benefits would become effective on April 1, 167¢; and that
1ts estimate of the cost of this increase In wages and benefits
would be about $14,100,000 on an. annualized basis. By letter dated
April 1, 1976, SoCal advised the Commission that the Ucility Workers
Tnion of America and the Taternational. Chemical Workers Union had
accepted its offer.




SoCal has not carried its burden of proofbin showing why
rates should be designed to provide management the same perceatage
increase as its union employees. Foxr rate fixing purposes in 1976,
operating expenses should include the 8 1/2 percent increase in
wages and salaries plus related benefits for non-management employecs
and 6 1/2 percent for management salaries plus related benefits.

- SoCal's estimated 1976 payroll expense is $37,534,000 for
raragement employees and $91,893,000 for non-management employees
incorporating an annualized 11 percent increase of $12,826,000 over
the 1975 levels. SoCal's payroll increase of 8 1/2 percemt totals
$9,911,000. The two percent lower adjustment tc management payroll
would reduce the latter figure by $676,000, for full year exclusive
of any other adjustment to operating expenses.

In the recent PG&E rate decision, Decision No., 84902 dated
Septembexr 16, 1975 in Application No. 54279, this Commission disallowed
executive salaries In excess of $100,000 a year f£or the reason that
"saleries considerably lower than this are sufficient to motivate and
provide incentive to the many other dedicated executives in PGEE's
organization. Salary levels in the top management ranks of the public
sectoxr likewise seldom approach, let alone exceed, the $100,000 marlk."

In 2 later PG&E rate decision, Decision Ne, 86281 dated
Lugust 24, 1976 in Application No. 55509, we stated "In Decision
No. 84902 dated September 16, 1975 the Commission disallowed executive
salaxies to the extent they exceeded $100,000 per year. Based on this
recent decision the staff estimates are $88,000 less than PGSE's.

PGSE made an extensive, umecontroverted presentation in support of the
reasonableness of the salaries it pays executives. We are convinced

oy applicant’s showing and arguments and will not adopt the staff's
adjustment of executive salaries.'
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In this SoCal decision the record shows that there is

oaly ome executive earning ovex $100,000 a year, the Chairman of the
Board ($111,870.94}. The issue of excessive executive salaries was
not directly presented in the SoCal hearings. We will not, therefore,
disallow any portion of that salary as excessive, but we place SoCal
on notice that in its next rate case 1t must be prepared to justify
the reasonableness of the salaries It pays executives and if it does
not do so the Commission will reduce executive szlaries to at least
2 maximum of $100,000. |

b. Postage Expense :

_ The staff did not give recognition to the recent postage
© inerezse because it was nmot in effect while the hearings wexre in
progress. During the briefing period the dncrease authorized was
being litigated. The staff agreed that any increase which became
£inal should be incorporated in SoCal's operating expenses. The,
adjustment of $907,000 added to the staff estimate in Table 1 and
inciuded in adopted expenses gives recognition to & two cents per

bili increase in SoCal’s postage expense, which Incoxporates the bulk .
mailing discounts. SoCal’s estimate contains increased postage
expense of $1,742,000.

&, Inflation Factox

SoCal utilizes a so-called bottom-up gethod of estimating
in which many line organizations prepare their estimates of expenses
for a future period based upon past experience, anticipated changes
in a particular function, and known changes in the cost of doing
business for a future period. These estimates are reviewed by
severzl supervisory levels to test their reasonableness and theix
conformity with the ovexall policy goals of the organization.
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In the event that a change in one of the factors of the estimate
{s not known, Solal prescribed an eight percent increase to account
for the inflationary impact of such a change. It contends that
failure to incorporate such changes would result ia the production
of a revenue requirement which does mot meet its neceds in actusl
practice, which in turn results in a lower than authorized rate
of return. The 1976 estimate was prepared by SoCal's management
personnel who utilized the 1975 bottom-up estimates as a starting
point of their test year projections. There was not total con-.
sistency in the method followed by all of its witnesses. Solal
neglected to summarize the extent of the 1975 increases and & great
- deal of time was spent on the record in ascertaining the exact
nethodology followed by SoCal's witnesses. This problem was
compounded by errors in the allocation of certain expenses and the
unfamiliarity of certain witoesses with the data utilized ia making
their estimates or allocations they supplied to other witnesses.

The Commission staff witnmesses genmerally utilized trending
procedures for estimating certain monlabor related expenses where
known changes were not available at the time of the preparation of
the staff exhibits. .

‘SoCal contends that inflation is a fact of life which
must be recognized by regulatory bodies in the determination of
revenue requirements. The staff contends that while the eight percent
was recited as the general inflation figure, it was revealed on
cross-exanination that 1t could not be determined how muck of an
inflation factor was built into the 1975 estimates; that SoCal's
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witnesses often did not koow the amount reflected in 1975 or 1976
estimates; that there was & 25 percent inflation factor used (for

a certain expense) in 1975 which was used on 2 conpounded basis in
1976; that the cost guidelines were not consistently followed; and that
the inflation factor was s{milar to the contiagent wage adjustoment
which SoCal expected to occux £n 1975 and represents SoCal's best
guess of what will happen in the future. The staff contends that the
inclusion of the inflation factor was {11-conceived and not supported,
and served only to confuse the record and to iavalidate SoCal’s
estimates. SD concuxrred with the latter statement of the staff apd
recommends that the Commission eliminate <he inflation factor

from all expense estimates.

SoCal contends that the staff straightline extrapolations
or trending are represéntative as historical trends but theix
exclusive use as indicators of current economic conditions is nis-
leading.

SoCal's inflation factor and the staff’'s erending of non-
labor expense changes are different methodologies seeking the
same result, namely, arriving at a reasonable estimate of
expenses in the test year. The confusion, however, On the part
of SoCal’s witnesses, the inconsistencies in following the cost
guidelines, and the changed conditions which were not adequately
explained, all delayed the hearing. Tt is not realistic 10
expect that the level of expenses,whicb. was being experienced
in the latter part of 1974 when this application was being prepared,
will prevail in test year 1976 given the present 1evel of inflation.
We recognize that the extent of inflation has declined markedly since
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the peak experienced, but present increases in the cost of goods and
services are still high and must be recognized. There are
applications of the staff trending pethodology which are valid
indicators and other cases where such trending produces misleading
results. Informed judgment is essential in evaluating whatever
estimating tool is utilized. The expenses which we adopt herein will
reflect the amounts we deem to be just and reasonable for the test
year. We are not adopting any overall inflation.metbodology'but are
adopting an {tem-by-iten adjustment. ‘
d. Production Expenses

production expenses account for over 6C percent of the
adopted 1976 O&1 expenses and 60 percent of the total operating
~revenues of SoCal at present rates. Consistent with our reveunue
determination, SoCal's production expenses will be the sum of its
cost of purchasing gas from EP contained in Exhibit 92 ond the

cost of service from PLS at the g.5 pexcent rate of retuin

authorized in D.83160. The 2as puxchase expense of PLS was

increased by $13,000 over that shown in Exhibit 92 to reflect the
reduction in exchange deliveries which would £low f£rom the uplated
igniter gas deliveries. The remaining elements of PLS's costs whicd
flow through to SoCal axe discussed in OUT analysis of PLS's operalions.
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e. Storage and Transmission Expenses

We adopt the staff's $463,000 adjustment to SoCal's storage
expense estimate to reflect the as-expected basis for operation of
HR rather than the pro forma estimate used by Solal.

SoCal's estimate of storage and transmission expense
represents the modifications of its operations resulting from cur-
tailment of deliveries. SoCal changed its staffing practices at
several compressor stations based upon its evaluation of mampower
required to provide normal service, to provide continued service
1n the event of a transmission line break, and to utilize storage in
transmission limes to meet peak system demands. The staff approach
of trendingand adjusting 1972 to 1974 expenses and of determining
the ratio of supervisory and engineering expenses to total labor,

modified for mew operxations, would be a valid criterias for carrying
out the same type of function in the same mammer as in the past.
This methodology does not adequately consider changes in SoCal's
operations. These staffing requirements are not directly related to
the volumes of gas purchased by SoCal oxr PILS. o |
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The adopted results reflect the staff HR adjustment and the
payroll adjustment related to the wage increase, the latter being
Incorporated in the total wage adjustment. The total wage adjustment
also includes changes in the remaining expense categories.

There were discussions on the record about the possibilicy
of the sale of Zas transmission facilities by SoCal and/or PLS to
Standard 0il Company of Ohio (Sohic). A Sohio subsidiary, Sohio
Transportation Company of California, filed A.56445. This subsidiary
way seek to acquire gas transmigsion facilities f£rom SoCal or PLS to
transport liquid hydrocarbon products.

Prior to selling major transmission facilities SoCal (and
possibly PLS) should file an application demonstrating that such
facilities will not be required for SoCal's present and future
operations. The application should show the proposed method of

booking plant retirements and the revenue requirement related to the
affected plant.

£. Distribution Expenses

SoCal's estimate is based on expected operations which
include increased maintenance expenses resulting from the use of
improved leak protection equipment which will continue for several
yeaxrs until its entire system is checked out.

The staff's estimate used trending methodology adjusted to
reduce leak detection expenses using more efficient equipment, and
adjusted to spread certain increased maintenance programs over five
years. Mr. Copeland distinguished between when to use trended
estimates (e.g., Account 880, the keeping of maps and records)
and when to depart from trends in estimating additional expenses
utilizing new equipment and new procedures to meet safety
requirements. He differentiated between increases in SoCal's workload
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for lesser 1eak repairs but.mot for blowing leak repalrs because the
older leak detecting equipment would have picked up the laxger

Class I leaks, and noted an omission of SoCal's which would decrease
expenses. ‘ .

SoCal points out that Class I leaks relate to potential
hazards as well as to blowing leaks.

Differences in the meter and regulator maintenance expenses
are due to SoCal's estimate being based on the anticipated workload for
1976 compared to the staff's estimate considering expense on a typical
year basis. : ‘

Cathodic protection together with the use of plastic pipe TO
replace steel distribution 1ines will decrease the frequency of leaks
{n the system., Certain portions of SoCal's system are checked £or
leaks annually, othex portions at {intervals of up to £ive years. A
reasonable amount for ratenaking for Accounts 887 and 892 lies between
the two estimates. We axre reducing SoCal's estimate by $160,000. We
will adopt SoCal's estimate for malintenance of meters and house’ '
regulators giving consideration to the timing of repaixs of wvarious
classes of meters, to the spreading of meter repair work %O avoid
excessive workload varilations in its shop, and to the frequency of
£41ings forlgeneralrra:e relief. The remaining‘staff adjustoents are
reasonable. ' '

' g. Customer Account Expenses

Aside from oux prior discussion of postage and wages, the
remaining differences of $343,000 and of $165,000 relate to the
differences between the as-expected approach of SoCal and the svaff

" trending, and to estimated uvse pex £irm customer which affects
uncollectibles. *
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Mr. Copeland testified that there was very little
fluctuation in direct labor expense o a per customer basis’
adjusted to comparative wage levels from year to year, but
that customer account expenses other than direct labor have
fluctuated without any apparent pattexrn and that a typical year
based on trending would be the appropriate way to establish an
estimate. He testified that the employment of 16 additional employees
at a payroll cost of $21L,000 to process payment checks nore
expeditiously was not incorporated in his estimate because he was
ipformed that as a result of the work of these employees, SoCal would
save banking charges of $450,000 since they performed encoding
functions which are now handled by SoCal's banks; that SoCal could nov
point out where the reduction in bank charges appeared in its estimates
in these accounts; and that he considered that the additional
expense of these employees versus the reduction of interest charges
would be a wash and hence did not adjust the account.

| We adopt the staff’'s $343,000 adjustmens, a $907,000

postage adjustment, and Sofal's estimate of uncollectibles adjusted
due to the increase in the heating values of gas-

h. Sales Expenses

SoCal's sales expense estimate of $7, 244, 000, equal to one
percent of its estimated operating and maintenance expenses, is one
of the more controversial elements in this proceeding.

SoCal contends that the Commission must support its
voluntary load reduction plan because the plan is responsive to our
mandates to conmserve natural gas; that the $7, 244,000 is needed o




Alt.-IR o
A.55345 RE/lw %/dz *

reduce £irm usage by 14,285 M?cf, or 3.13 percent in 1976; that 50Cal
and its customers are faced with the possibility of £irm curtailment
in 1978 if it is a cold yeax ox during an average temperature yéa: in
1979, unless such firm 10ad reduction occurs, due to delays in
bringing in new ga3 supplies; that it is necessary to have planS

if firm curtallment becomes necessary; that this reduction in firm
demand is needed to keep the southern california economy viable; and
that its voluntary load reduction pian, 2 creative comnservation effore,
was well under way at the time comservatiom admonitions were fncluded
in D.84729, D.84902, and D.84121. In 2ddition, its prograd

satisfies the Federal Energy'Adminiétra:ion's UCAN Progwam requize-
ments published on Octobex 24, 1975. SoCal contczds,thpz'thﬁ cost of
its pregram divided by its estimated savings iz £irm usage ozuzals 51
cents por Mcf which is cost effective whan compazed to the 5 ‘ffs
estimated gas puxchase price of 70 cenzs per X=£f; that tcis comservas
tion has helsad it to postpome the meed 3% smother underground
storage facility which ascoudts for significant szvings in test year
1976; that cost benefit comparisons should be 0 practical

energy alternatives such as the fuel oil equivalent of approximately
$2.50 per Mcf ox cloost £ive times as much as the £33 mede available
as 2 result of its consrrvation Programs, or of mew supplies of gas
£rom Alaska, or from synthetic coal gas, whizh couid be two or three
times as expensive as current supplies.

Socal's witness, Mr. Shea, estimated that the conservation
goal could be met at the level of expense requested; that the studies
underlying the estimate were rhe results of the work of an experienced
staff that has been highly successful in promoting load by SoCal over
' many years; that SoCal has a higher degree of saturation of gas usage
for cooking, beating, water heatiné, and clothes drying than othex
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utilities in the counbrys; that this expertise and long history of
success when turned to producing & conservation progran should produce
equal success; that the staff used outdated comparisons with the level
of conservation programs for PGKE and Southern California Edison
Company (Edison); that both EZdison and PG&E have sharply increased
their forecast of expenses for conservation Programws; that SoCal's
conservation progran will directly reflect the 1evel of expenditures
authorized in this proceeding- _

SeCal points out that staff witness Copeland agreed that if
jts conservation programs achieve a 3.13 percent reduction in firm
usage in 1976, its estimated expense would be 3 good investment-

Mr. Shea testified that nis original sales estinate focused
on the objectives of promoting conservation of energy and of supplying
snformation to SoCal's customers on the efficiency of gas appliances
and that the revised program eliminated the latter prograd and
jpereased the conservation pudget; that SoCal revised its _estimates
pecause subsegquent o the preparation of the original estimate the
company became aware of a further deterioration in the gas supply
situation because the Pan Alberta project was aborted and it becane
apparent that other gas Supply projects were nov goi.b.g o be carried
out to meet the expected delivery dates to southern California; that
clements in SoCal's planning were cutting down 10ad to push back
the possibility of firm curtailment, continuing with efforts W
bring in new supplies, and planning how To carry out firm curtailment
if 4t became necessary to do so; that he was aware of and discounted
public criticiso concerning the ratepayer’'s bearing the buxrden
- of paying for SoCal's advertising expenses bub he was more smpressed
by the fact that they did not represent & high percentage of
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SoCal's customers; that the expanded home insulation program expenses
were anticipated to be below the line; that SoCal was helping to train
equipment supplier saleszen and the general public to more

efficiently utilize equipment; that SoCal was giving awards in
recoguition of improved gas efficiency and was disceminating research
information atout more efficient types of equipment; that SoCal was
subsidizirg panufacturers and the promotion of pew, more efficient

types of gas using equipment and pilotless eqpipmenbz to reduce uSage;
that subsidies were mecessary because panufacturers would BOT voluntaxr-

ily go into the rescarch or imstallatios of such facilities due to the
extreme competitiveness of the market; that a continuation of SoCal's
consexvation program would increase £irm conservatiorn to 25,330 et in
1977 by carrying forward current programs and eliminating pilot usage
on appliances; that new housing is required to have insulation
installed: that there are approximately 1.1 million older howes which
could be insulated within SoCal's service area both through. i1ts own
program and those of other coupanies, the largest of which

are those being carried out by Sears, Roebuck and Co. and

Montgomery Ward amnd Co.; that for a typical home of 1,100 te

1,300 squaxe feet, the cost would range £rom $185 to $225 and that
savings of approximately 13.8 Mcf per year per house could be obtairved,
representing approximately 20 percent of the gas being supplied to the
nouse; that the cost of such imsulation could be amortized through gas
savings in approximately 1l %o 12 years at cuxrent rates; and that
significant gas conservation could be realized by using -automatic
controls on thermostats which reduce temperatures when aot peeded for
comfort control, by an overall reduction im heating temperatures, bY
jmerease in cooling temperatures, and by water control devices on new
types of showerheads to reduce the amount of kot water required.

7/ Sepate Bill 1521'mandates pilotless new equipment in 1977.
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Mr. Copeland's testimony points out that the amount
sstimated by SoCal is equal to the $8,746,000 authorized in D.83160
with increases for wages and materials, reduced by trapsfers o other
more appropriate accounts. Mr. Copeland's original estimate was
$3,435,000 less than SoCal's estimate, excluding & $173,000 wage
adjustment. Mr. Copeland restified that his estimate allows SoCal
a reasonable allowance %0 inform the public of energy conservation
needs, reasons for the rate hike, changes in billing practices and in
meter reading schedules, of procedures to follow in case of emergencies;
¢hat the intent of the staff estimate is 0 exclude expenses used for
solicitation of mew customers Or of maintaining SoCal's market status;
that the dwindling supply of gas from present sources is of grave
cqncern; and that the utility be discouraged from actively ‘soliciting
new customers until new sources of supply are found which will
guarantee existing and potential customers with an adequate gas
SuppLy-

The staff argues that Nr. Shea's estimate was exactly the
same as the agount disallowed by Mr. Copeland and was submitted as 2
voluntary load reduction plan; that the plan itsell was elicited
through cross-examination of Mr. Shea; that SoCal failed to submiv
any evidence o support its contentions; that the clajimed reduction
of 3.13 percent in £irm load from advertising is pased upon 2
midpoint between tWO curves shown in Exhibit 6L, which would not be
achieved until Juiy 1, 1978; that ome of the curves depicted is 3
product saturation curve for £4ve household appliances; that
Mr. Copeland restified that there wWas no relationship between a past
sales program for houschold appliances and an enexrgy reduction
compaign; vhat Mr. Shea's testimony chat constant reiteration of
conservation messages Was pecessary to achieve its goal and the
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failure to utilize repetitive communications would dilute the entire
program was not supported by a survey, Exhibit 23, performed by
SoCal's consultant, the Marylander Marketing Research, Imc. (QOR);
that the MR study indicates that the opposite 1s true for
saturation {n advertising; and that Mr. Shea contends that he did not
rely on the MMR study.

1A argues that SoCal's program {s nelther fiscally prudent
nor related to conmservation; that the comservation unit was forwerly
responsible for encouraging the profligate use of gas. LA suggests
that if SoCal was interested in comservation, it would immedia;ely
end preferential air conditioning rates,g/ would stop promoting
gas air conditioning through advertisements on their trucks, and would
stop free-footage allowances for swimming pools.gj 1A objected
to SoCal's conmservation advertising of $3,030,000 including $340,000
to manufacturers, distributors, %3? dealers and $407,000 for American
Gas Assocfatfion (AGA) publicity,~

- The preliminary MMR study points out that the thrust of
SoCal's advertising campaign was almed at areas where the potential
gas savings were marginal and indicated that SoCal's message was
recognized and responded to by its better educated and more affluent
customers. Neither the MMR study nor any of the witaesses could
quantify the effect on demand of SoCal's advertising progranm.

The arcas of greatest potential reduction im £firm demand
axe In space and water heating and in eliminating pilot lights, Space
heating represents approximately half of the residential load and
ceiling Insulation of older buildings could reduce the space heating

D.85354 terminated ailr conditioning discounts.

SoCal also gives free-footage allowances for space heating,
cooking, water heating, air conditioning equipment, garbage
incinerators, gas refrigerators (which are not cuxxently
nmarketed) and'clothes dxryers.

Expenses Iincluded in Administrative and General Expenses.

~40-
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load Dy approximately 20 percent. Reduction in heating temperature
settings and increased cooling temperature settings, retrofitting of
appliances to eliminate pilot 1ights, and reduction in the temperature
of hot water could result in major reductions in gas usage which

would be reflected in customer bills.

Some of the criticisms of SoCal's program raised by the
staff and 1A are valid. There is & fine line between promotion and
conservation. TFacets of SoCal's program cross 1ato promotional
activities, and this may be necessary. There chould be a revamping
of conservation activities to reach all segments of ScCal’s customers.
SoCal should try limited experiments using dz £feroat methods to
reach its customers, possibdbly through direct contacts rather than
through additional advertising, asd should measure the effectiveness
of its programs. The expenses for an augmented houme insulation
program should be 3 part of sales expensés.

SoCal should report in detail its activities in sales
expenses and conservation prograns contained in administrative and
general expenses &s & part of the reporting mechanism in €.9884.

The Commission's Conservation Team should review these Teports
and advise SoCal and this Cotmission of its objections to any
aspect of the program. The cost benefit expressed ac dollars per
MEcf of reduced usage should be shown for all progran elements. The
free-footage incentives for nonessential gas uses which were not
sentioned in the lifeline legislation, i.e., for clothes dryers,
air conditioning equipment, gaxbage fncineration, swineing pool
heaters, and gas refrigerators will be elimimated. WC «ill wake the
same kind of adjustument for other gas and clectric utilicies ac the
eartiest opportunity. '

1t appears that SoCal is meeting its 1976 average firm usage
goals. We will adopt $7,244,000 for SoCal's sales expenses LO assist
SoCal in meeting and exceeding its conservation goal and to meet the
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other informational requirements described by Mr. Copeland. We
expect the changes in exphasis described above both in sales and
in administrative general expenses. SoCal should pbase out
sndustrial or cooperative advextising support when specific
jmprovements are required by law, e.8., £oT the insulation of
new buildiags, but it should continue to promote jnsulation of
existing buildings. This amount jucludes $2,500,000 for advertising
expenses.

Our staff analysis of the SoCal conservation program
£iled on Merch 31, 1975 indicates that 2 substantial redirection
in conservation programs is being accomplished. Sotal is placed
on notice that the Commission expects a continued expansion of
efforts in conservation. Concurrently, any efforts to advise the
public relative to SoCal's supply plans should be undertaken in -
such a manner so as not to confuse the public about the need to
conserve and detract from conservation efforts. Payments to the
AGA should be examined and conservation expendituras carefully
accounted for separately. AGA expenditures are hereinafter discusses
and appropriately adjusted.
| In subsequent proceedings, a moxe detailed analysis will
be undertaken and SoCal's xate of return wiil be adjusted, upward
cr cownward, as the evidence indicates. Tn connection with thae
£i1ling of its 1577 conservation programs, Sofal shall clearly deteil
its various.comnservation advertising expenses.
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SoCal shall perform follow-up studies to determine the
effectiveness of its conservation programs and shall inform the
Commission of the results. Included shall be an assessment of
the degree and effectiveness of efforts to distribute information
and to market comservation hardware, with estimates of cost
effectiveness and resulting emergy savings. Justification shall
be provided for relative emphasis among media for information
transfer, among, efforts dirested toward behavior change as compared
with hardware, and among variouws hardware options promoted.

SoCal should also take the initiative to develop and bring
before the Commission programs of incemtives, including but not
limited tosubsidies, low-interest loans and modified rates, for
inducing conservation-oriented behavior and investment by end users.

The Enexgy Conservation Team shall review these programs
and advise the Commission of any action vhich would be appropriate.

i. Administrative and General (ASG) Expenses

In addition to the effect on pensions and benefits
associated with the wage increase there is a $535,000 difference
between Solal and the staff resulting from SoCal's adopting the
aggregate cost method for funding its pension fund, The staff
contends that SoCal should have continued utilizing the modified
aggrezate cost funding method, which las been used since 1954, and
thet the additional cost of SoCal's switching its funding method
should be disallowed. S$olal contends that it could not affoxd to
walt and see if the Internmal Revenue Service (IRS) would disallow the
modified agsregsate cost funding method which could lead to a2
disqualification of its pension plan because it is required to use 2
recognlzed actuarial technique, one of which is the aggregate cost
rethod; that the change was made effective January 1, 1975 and was an
ongzoing cest being currently experienced by Sofal; that SoCal caanged
its funding method as a result of the 1974 Pension Reform Act; and
that the new funding method £is.specifically approved in the Act.

=43~
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The authorized A&C expense includes pension funds and

benefits related to authorized wage levels. We do mot concux with

the staff adjustment of $536,000. SoCal has adequate reason to Le
" concerned with the validity of its continuing to use its old
funding method under the Pension Reform Act of 1974,

SoCal witnesses were unfamiliar with much of the detail a2nd
methods used in preparing thelr original estimates and testimony
on poxtions of ASC expenses. They subsequently prepared revised or
additional exhibits to reflect changed circumstances, to more
cdequately explain the basis of their estimates, and to correct
errors in the original estimates.

The staff witness relied primarily on verbal informaticn
requests and wos unable to determine the basis of the company's
estimates in several fmpcrtant areas. He was not familiar with
some of the uacerlying allecations between accounts. He testified
about protracted delays in SoCal’s supplying answers and of lack
of specific answers to his requests in several areas.

Vritten data requests and answers would bave limited the
argunent on whether the problem was Solal's fallure to supply
infoxmation or was due to the witness' lack of umderstanding.

Cn mimeo. pages 20 and 21 of D.83160 there is a discussion
of ScCal's public relations programs, of its legislative advocacy, cf
its expenditures for socilal objectives, and of California Assezbdly
Resolution HR 56 dated May 22, 1972 urging this Commission to mzintain
dovmward pressuxe on the overall level of advertising expenditures, to
examine and to require the utility to demonstrate, within Zuideliines.
sudbstantial benefits to the ratepayers for allewed expenses. We
stated that SoCal has the burden of proof inm justifying any portion of
its request for a rate increase; that it should be explicit in
expleininz the need for each of its public relations programs and of
showing berefits for the ratepayer as well as for the enbancement of
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its corporate image; and that Commission staff estimates should
be based upon greater familiarity with specific programs. We
authorized $650,000 for advertising concexning gas safety and the
gas supply situation and suggested that an information program
focusing on the cost impact of reduced gas supplies might have 2
salutary effect on SoCal's energy comservation program. In
analyzing this record we find that neither SoCal nor the staff
adequately considered these admonitions.

SoCal requests that $2,987,000 of public relations
department expenses and $991,000 of jmstitutional advextising
should be charged to operating expenses and borne by the ratepayex.
with respect to imstitutiomal advertising, we axe of the opinion that
these expenses should more properly be borne by the inveszoré than
ratepayers. Our policy is clearly set forth in D.84902 of
Septesber 16, 1975 on Pacific Gas and Electric Company's A.52279,
52280, and 52231.

With regard to public relatious, SoCal's witness,
Mr. Riffel, prepared an estimate of $2,987,000, almost double that
authorized in 1974. SoCal has actually gome SO far as to request
over one and one-half times the public relations funds allowed PGEE
in its last rate case whea SoCal's revenues are only 45 percent 3s
great. The staff, relying principally on levels previously authorizad,
recommended $1,895,000.

1A countends that the rationale for SoCal's public relations
activities, primarily the increase in institutional advertising, was
Mz. Riffel's testimony that SoCal as well as being in the gas business
was in the information business. LA alleges that SoCal has not
justified any public relations expense apnd that no allowance should be
pernitted; that the staff erred in making &ny allowance for SoCal; and
chat the staff has been taken in by the claim that public relations is
rolated to energy supply acquisitions which {nelude high-priced public
relations consqltgn:S'engaged {n endeavors all over the world.

b=




We note that some of SoCal’s proposed public relations
activities bear a strong resemblance to tne institutional edvertising
costs that we have eliminated as 2 part of the zllowed cost of service.
We also note that certain of SoCal's proposed expenses in this area
are similar to those disallowed PG&E in D.86281, and we have therefore
eliminated scholarships and facility and supply site tours.

We concur with LA's assessment ehat SoCal has mot fuily
justified ite public relations expenses and their benefit to the
ratepayer. Given the size of the company and our 1imited information
on its programs, we cannot make a £inding of reasonableness for any
amount exceeding $780,000. o

In futurs proceedings involving this and other utilities,
we shail expect the utility to justify, and our staff to verify, ‘
public relations costs in detail and to supply for the recoxnd
iaformation on each aspect of the utility's public relations
orograms so that we may make judgments regaxding the reaconableness
of each activity and of appropriate allowances. Failure by tae
utility to fully detail and justify its programs may result in
disallowance of all public relationms expenditures.
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SoCal estimated $4,502,000 for research and development (R&D)
projects in 1976. The staff's estimate of $2,087, 1/ 15 $2,415,000
below SoCal's estimate. In D.83160 mimeo. pages 23 through 25
and 75 through 77 we pointed out that R&D activitles are &
discretionary area; that SoCal's customers and society would
benefit froa having more efficient, more pollution~free gas
consuming appliances and processes; that to the extent that more
officient appliances are developed and marketed, more efficient uses
of gas energy are realized, there will be savings of gas; that with
such savings the requirements for expensive new sources of gas supply
would be lessened and the average cost of gas im the SoCal gas pool
might be reduced; that SoCal's interruptible customers would benefiv
to the extent that firm gas savings were utilized to meet
interruptible loads; and that this factor should be considered in rate
design. We noted objections to some of the new RXD projects devoted
to developing new uses for natursl gas rather than for conservation
and we ordered SoCal to keep the staff fully informed, in advance, of

11/ The staff witness increased his estimate by 5100,000 above that
. shown in Exhibit 69. |
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contemplated new R&D projects and of updated information on cuxrent
RED projects. SoCal has complied with that order and the staff
reviewed the filings.

The staff argues that SoCal should analyze Commission

decisions encouraging R&D programs; that we encourage innovative
R&D programs, not & continuation of projects which are archkaic both

in need and design; that SoCal's witness, Mr. Davis, steted that he
sees the goal of SoCal's R&D progran to be the same as toe RE&D program
of the Awerican Gas Assoclation (AGA); that review of the present AGA
program in Reference Item U shows that one of the main, 1f not the
overriding, puxpose of the AGA program is pemeztration and maintenance

of market; that SoCal sought to clothe all of its RiD activities in
" the rhetoric of comservatfion and pollution abztement; that Mr. Shea

discontinued the CONCERN program as a sales activity but that
$125,000 allocated to a similaxr R&D program was continued
under a new name; and that the staff witness analyzed the

projects individually and tested them utilizing the following
tests:

(a). Is the project for basic development of
a principle which will reduce gas
consunption or reduce pollution?

(b) Does the gfoject hélp develop new
sources of gas supply?
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(c) Does the project result in better
{instrumentation or operation
thereby reducing operating costs?

(d) At a time when there is not
sufficient gas available in the
near future for its customers, mO
program should be undertaken which
would result in additional .gas
usage.

(e) Any program undertaken must be
cost effective.

, Mr. Davis described the SoCal R&D projects listed iv

Exhibit 20, indicated when the results of the project might be
marketed, listed cosponsors of various projects, described the enexrgy
savings to be achieved from the various residential, commercial, and
{ndustrial projects, and the pollution abatement sought from some of
the programs. He indicated that many of these programs would not get
off the ground if SoCal did mnot back them. In the area of imstrumenta-
tion development, be described regearch which had various potential
uses in SoCal's operations and the developmcnﬁ of instrumentation for
coal gasificatioﬁ plant controls.

SoCal's operations improvement projects {nclude development
of a silent pavement breaker which would benefit both equipﬁen:
operators and the public in general, a leak pinpoioter, & pipe locator
permitting closer and more accurate location of buried pipes, and
fnvestigation of emergency'shnt-down systens. The {improved leak
detection and pipe location tools could bring about savings in
excavation costs needed to make repairs by SoCal and other utilities.
SoCal is continuing its research in coal gasification and in develop-
ment of low Btu fuel which would have industrial applications.
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The staff witness did not agree that some of the projects
would result in energy savings. He testified that SoCal was developing
products where there would be no gas avalilable, or that interruptions
of gas service would be unacceptable if the product development
was successful due to declining gas supplies, or that some projects
would promote usage in new areas.

The adopted results reflect a $250,000 reduction in Solal's
estimate for R&D expenditures for the test year. The reductions are
in the arcas of additional expenses above the authorized amortization
for the Target fuel cell, elimination of research for intermediate
power generation, and a cutback in pnew air conditioning applications.
We have eliminated the air conditioning discount from SoCal’s rates.
Development of new eduipmenz which reduces gas use for the replacement
air conditioning market should continue to be pursued. SoCal should
discontinue any promotiomal activities to encourage the development
of new air conditioning loads. It would be preferable to utilize
natural ventilation combined with insulation wherever possible rather
than promoting air conditioning applications. '

SoCal has budgeted $1,025,000 for applied industrizl R&
projects. In addition, it has budgeted $500,000 for reseaxch in low
Btu fuel for industrial applications; it has budgeted $350,000 foxr
HYGAS coal gasification which will bemefit industrial customers; and
it has budgeted $500,000 for instrumentation development, a portion
of which will be for coal gasificatiom. SoCal should continue to
evaluate the potential of developing fuel from marsh vegetation and
the capturing of gas from organmic waste disposal sites. SoCal should
consider future projects suggested by the staff evaluation of its
conservation program in C.9642 in planmning future R& programs.
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SoCal should continue to Supply the staff with data on
existing and proposed R&D projects on January 15th of each year
and should indicate whether the activities would assist in its
conservation efforts, in eavironmental improvement, in pollution
control, and in fmproving its operations. The data should include
jnformation regarding the engineering feasibility, cost-benmeflt
ratio, and other potential benefits for each mew project. The staftf
should evaluate the R&D projects and prepare 3 pemorandum to the
Comnission with its preliminaxy recommendation on the reasonableness
of the RED projects for ratemaking purposes. staff evaluation of the

reasonableness of the R&D projects should be judged by the zuidelines
listed below:

The project should support the R&D objectives
of SoCal and the Commission. SoCal must comply
with the then existing enviroomental regulations.

The project should 1ead to eavironmental improvenent
and/or increased safety.

The project should support the Comzission's
conservation objectives and promote comsesvation
by efficient resource use, andé by reducing
and/or shifting system load.

The project should help €O develop mew rescurces
and/oxr processes and to advance 'SUpr=Y tecknology.

The project should help to improve operating
efficiency.

SoCal's priority setting process should minimize
expense on those concepts which have a low
probability of success.

SoCal should provide the staff with an update cach Jume 1ith.
The report should imclude the expenditures incurred for each project

and any changes made to the original R&D programs included in the
Janwary 15¢h £iling. |
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Socal's estimate includes 570,000 for AGA dues, $407,000 for
AGA advertising, $341,000 for AGA research and communications,
$21,000 for Pacific Coast Gas Association (PCGA) dues, $21,000 for
National Petroleum Council dues, $15,000 foxr Merchants and
Manufacturers Association dues, and payments to taxpayers.associétions
and to nonutility related organizatioms.

Staff financial witnesses were critical of SoCal for mot
using the most economical, reasomable air transportation available
and for faulty recordkeeping, e.3., salaries of employees engzaged in
GEDA activities, not om SoCal's payroll, were reported'in General
Order No. 77-H filings but their expenses were mot.

The staff recommends that where a PLC subsidiary is
financed by rates established by this Commission that the expenses
associated with their activities be reported. We concux.

The staff engineering witness recommends disallowance of
$£0,000 contridbuted to nonutility related organizations, of
expenditures for legislative advocacy, and $149,000 of the AGA
contribution. He was unable to determine whether a portion of
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‘the $340,000 AGA contribution purportedly for research and development
included communications expenditures. He recomuended the AGA
disallowance based on either past historical allocations or on the
ground that a substantial portion of AGA's research and deyelopment
programs was aimed at increasing the gas industry's position in the
parket or in creating new markets. |
SoCal contends that the AGA and PCGA provide 2 forum through

working committees, conferences, and conventions where each segment of
the industry can contribute to the kpowledge of the others; that
through mutual sharing of information SoCal's operations would be
pore efficient and its ratepayers would bemefit from improved service
and performance of its employees; that {ts employees wish to provide
thenselves with periodic refresher courses on current utility

problems but that such courses are not available through Schools
but only through the workshops and conferences of AGA and PCGA; anc
that the potential benefits to SoCal and its customers far outweigh
the costs. SoCal also argues that its use of a private plane is
necessary for its executives to reach rexote places and vo effectively

«ilize their valuable time; that it uses commmter air lines for
California flights; and that its executives needed the space in
first—class flights to work on long flights.

LA argues for total disallowance of all R&D, public relations,
ané organization wembership expenses; of expenditures for clubs, for
sporting ¢vents, for a Disteyland party for employees, for travel
expenses in excess of the daily allowance allowed state employees,
and for first-class air travel; for the use of a private plane by
SoCal; for the expenses assoclated with the attendance of 32 SoCal
employees and one of their consultants at 3 PCGA coavention in
Hawaii; and for amounts spent for legislative advocacy. We bave
considered this argumeat im ouxr reduction of SoCal's ASG expemses.
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There is validity to SoCal's argument concerming the
functions of the AGA and PCGA. However, an examination of Reference
Items U and V indicates that a substaantial portion of the AGA's
activities are for developing new markets and of expanding gas usage.
AGA research is also directed at conservation goals, development of
more efficient gas using equipment, pollution controls, exploration
activities, and developiag new sources of fuels. The record clearly
demonstrates that recordkeeping activities separating utility and
nonutility related functions need {mprovement, 1.e., there are instances
where there is no salary allocatfon commensurate with the defraying of
travel expenses for nonutility related activities. We also concur
with the staff financial examiner's recommendation that scheduled
first-class air travel not be utilized at the ratepayers' expense,
except those flights of more than three hours' duration. It is
reasonable to reduce SoCal's estimates by $350,000 related to AGA
and PCGA expendituwes, the amounts contributed to nonutility and
noncharitable oxganizations, and the reduction in other mistellaneous
expenses described above.

SoCal's estimate for outside services for 1976 was
$3,256,000 which includes charges by PLC of $1,840,000 for legal
sexvices and $1,400,000 for tax audit and gas supply finance
services.ig/ PIC allocates expenses of its persomnel who are engaged
in work for SoCal, for 1its own operations, and for its other subsidi-
aries. The 1976 allocation to SoCal was 75 percent of the estimated
. expenditures of the legal department, the tax department, and the
avdit department, and 80 pexcent of gas supply finance charges. The

12/ A $300,000 duplication in expenses which should have been
eliminated was not made by SoCal in Exhibit 69.
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staff engioeer recomended a $1,000,000 adjustment to $2,256,000 £or
these allocations. A staff financial witvess recompended that 50
percent of the PLC billings or $1,628,000 be disallowed. SoCal's -
witness did not make any analysis of the services assertedly performed
by PIC £or SoCal or attempt to determine whether the charge was
reasonable. A steff financial witnes3 discovered that SoCal
had been charging all vacation and nonbillable hours of PIC's legal
department to SoCal and after discussion with PLC attormey's, was
1nformed that future allocations would be made on & pro rata work
activity basis. The staff witness cestified that legal expenses £or
projects such as Western ING, Pacific Alaska LNG, the coal gasifica-
tion project, the Gas Arctic project, and Indonesia LNG, were charged
to SoCal and that these expenses ghould be charged to the affiliates
responsible for the projects. The staff wituness reviewed time sheet
allocations from SoCal's legal department and prepared Exhibit 63, the
time sheets of PLC attorneys and law clerks for December 1974. No
time sheets were kept by the othex PLC departuments allocating charges
to SoCal.

The $3,256,000 sought by SoCal for outside sexrvices
sncludes allocations from PLC of $2,710,000 and $546,000 for fees
to outside consultants. The state of the record does not Support
the billings from PIC; and for purposes of this decision, we will
adopt the recommendation of the Finance and Accounts Division that
50 percent of these billings be disallowed. We are reducing the
$3,256,000 o0f£SoCal's estimate for outside services by 50 percent of
the billings from PLC, which reduction is $1,355,000, to allow only
that portion of time spent on utility business in expenses.
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The burden of proof of proving the reasonableness of
affiliated transactions rests squarely om SoCal. 7t has not borme
that burden in this proceeding. If SoCal desires to continue this
type of working relationship with its parent, adequate time, payroll,
and expense records should be kept for all of the sexrvices performed
where allocations are made to SoCal or PLS or to entities financed by
rates established by this Commission, e.8., the GEDA adjustment.
These records should not only specify service to SoCal but should
sndicate the pature and identity of the work performed (e.8., legal
services for settlement of particular vehicular accident claims, oF
for right-of-way acquisitioms).

A The staff's estimate of ASG salaries and office supplies
and expenses is $1,408,000 lowex than that of SoCal's estimate. The
staff noted large increases @hich were not explained in the record.
The staff witness also compared executive salaries to other uti{lities
and found the percentage of higher paid employees is higher for
SoCal than other utilities im California. |

We have reviewed these items and will adopt a $634,000
adjustuent downward for ASC salaries and for office sﬁpplies and
expenses.

ASG expense transferred cxedits 2re capitalized. The
adopted ﬁlan: in service estimate incorporates most of the staff
adjustments. The estimated staff ASG expense transferred credit Is
reasonable.
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Taxes Other than Income ,

Adopted ad valorem taxes reflect the staff as-expected
creatment of HR, the gtaff treatment of capitalization of ad wvalorem
taxes on mnonoperative construction work {n progress, and an adjustment
to cepitalized payroll and penefits consistent with the adjustment tO
payroll and benefits expenses. .

‘ SoCal's estimate of its average 1975-1976 ad valorem tax
assessument rate of $12.35 exceeds the staff's estimate by $0.20. The
1975-1976 rate used in the adopted tax computation 1is $12.23. SoCal's
~ estimate of an ad valorem tax rate of $12.76 for the 1976-1977 tax
year does not give adequate consideration to the tax 1imitation
provisions of Senate i1l 90. The corresponding staff estimate of
$12.30 appears to te overly consexvative, Tbe average rate

utilized herein for SoCal's 19761977 ad valorem %taxes is
$12.60.

Adopted payroll taxes reflect the use of the higher
estimated staff estimate for state unemployment insurance and
{nclusion of payroll taxes pased upon the payxoll levels {incorporated
in the adopted amounts shown in Table 1.

Income Taxes
Differences in operating revemues, operating expenses,
payroll taxes, and in the plant base for the computation of ad valoren
' eaxes all effect the income tax estimate-
 Both SoCal and the staff used accelerated depreciation
following the double declinivg balance method or the 150 percent
declining balance method based upon Internal Revenue Service (IRS)
guidelines, {pcluding the lower 14{mits or shorter 14ves available
under the asset depreciation range systen for eligible properties in
estimating income tax depreciation, and inelnde an allowance for 2
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£ive-yesr amortization of $1,619,000 in California Corporation
Franchise Taxes (CCFT) less Federal Income Tax (FIT) effects through
1676. SoCal was authorized to switch from paying CCFT on taxable
income for a prior year to a current basis. An ad valorem tax
amortization previously authorized was fully extinguished at the end
of 1974 and is mot reflected in either of the estimates or in the
adopted results. This methodology is reasonable.

The differences between the company and staff estimates for
the optional repair allowance (ORA) flow from the staff using 2
three-year average compared to SoCal's use of its test year estimate.
The staff brief stated that the ORA treatment followed in D.84569
dated Jume 17, 1975 4n A.55676 should be followed. We will adopt
SoCal’s flow-through estimate for the ORA.

However, the $5,100,000 deduction in gross revenue impact
computed for D.84569 in the A.55576 PGA was made for calendar yeax
1975 and since SoCal's rates were reduced correspondiangly, It is now
necessary to restore that deduction so that SoCal is not continually
penalized by that emount. TFor that xeason, $5,100,000 is added to the
revenue requirement authorized here, for rate design purposes.

The staff did nmot include any amount for amortization of
TARGET (fuel cell) payments. We are putting SoCal on notice that
edditional commitments for the TARGET progran will mot be recognized
for ratemaking purposes, absent 2 compelling showing based on changed
cireumstances to justify continuation of this program. However, since
we authorized the amortization of earlier expenditures for TARGET to
achieve a normalized level for such expenditures, it would not be
appropriafe to disallow the authorized amount during the anortization
period which includes the test year. ‘

The methodology followed by the staff in deriving the tax
deduction for long-term interest was consistent with that adopted in
D.83160. We will adopt this staff approach modified to reflect
updated interest rates for nmew long-texm debt {issues, which are
discussed in the rate of return section of this decision. The short-
term interest deduction assumes a 7.25 percent rate (the June 7, 1976
rate) and reflects adjustwments to shoxt-term borrowing resulting
from SoCal's accelerated processing of its recelpts.

-S7=
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In a supplement to our recent PG&E rate decision we
expressed our concern over the reasonableness of taxes. (D.86360
dated September 1, 1976 in A.55509.) We have this same concern
in regard to SoCal and expect SoCal and the staff to explore thig
tax field in deteil in SoCal's next rate case in which taxes are
an issue.

Investment Tax Credit (ITC) o :

PLC f£filed with IRS, on bdehalf of Solal, its election to
flow through the six percent additional ITC permitted by the Tax
Reduction Act of 1975 (TRA) ratably over the useful life of the
qualified property as a reduction in its cost of service of $295,000
annually. SoCal estixates its ITC, including its use of Option II in
the TRA, will be $3,270,000 for 1975. The revised staff estimate of
SoCal's ITC tax deduction is $6,339,000.l§/ The staff used a five-yecar
average flow-through. The staff also proposes a $3,832,00C rate base
reduction, 80 perceat of the additional six perceant credit which was
not flowed through at the end of 1976. |

Both SoCal and the staff arc.using a five~year average
flow-through of the four percent ITC authorized by prior legislation
and of the ten percent ITC on transmission and storage facilities
presently authorized. ,

SoCal contends that the staff treatment results in a faster
than ratable flow-through which would result in its loss of the
additional credit to SoCal under Section 46(£) of the Intermal Revenue
Code; that authorization of revenves on the stafi basis would be
based on 2 hypothetical level of income not realized due to the loss
of the extra ITC; that a rate base reduction would result in 2
reduction of the revenues it needs and is entitled to; that these
cffects would impact negatively on its cash flow; that the staff
wi:nes$ indicated that SoCal would lose the credit if his treatment
was followed; and that the Commission must act prudently to avoid
Solal's loss of the additional credit. ‘

12/ Sec Exhibit 89.
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The staff argues that since the staff method was followed
{n D.85354 at the request of SoCal, SoCal's rates were set oo a basis
other than Option II; that for purposes of calculating tax expemse in
getting rates D.85354 1z a final oxder within the meaning of the TRA;
that Congress cannot regulate sctivities reserved to the states; that
SoCal was imprudent in sponsoring the 17C legislation; and that it
risked losing its eligibility {n electing Option II and in restricting
the Commission's ability to meet soCal's needs. The staff concluded
that SoCal's imprudence, coupled with the acknowledged reduction in
risk and financing requirements, might also be considered in determin-
fng rate of returnm. o

LA srgues that proper catemaking treatment of ITC will mot |
cesult in a disallowance of bemefits to SoCal; that even if SoCal
loses the benefits of IIC such loss will be caused by the imprudence
of SoCal and must be boxme by it mot by its ratepayers; that SoCai
proposes a $295,000 reduction {in rates whereas 1ts actual revenue '
requirements decrease by $7,026,000; and that the Commission should
adopt the §$7,026,000 reduction or set rates on a normalization basis
{ocluding & $295,000 reduction in revenue requirements and rate of
return reduction of 0.35 percent, due to SoCal's imprudence in failing
to elect flow~-through and in giving consideration to the following
statements £iled in SoCal's brief iv A.55444: "The cash flow
generated by the ratable flow-throvgh method will reduce SoCal's
external f£inancing requirements and will bhave an-actual and favorable
effect on SoCal's cost of money."” And n5oCal’s election will have &

positive impact on jts bond ratings and cost of debt and equity
capital.” . ' '
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Several of the parties referred to thelr arguments on the
1TC issue in C.9915, the {nvestigation on the Commission's owp movion
into the ITC provisions of the 1975 TRA and to arguments filed in
A.55676 and related matters. We disposed of the 1975 treatment of
1TC in D.85627 dated March 30, 1976 where we reduced SoCal's rate
of return by 0.25 percent. )

LA further argaes that the staff estimate of SoCal's total
ITC income tax savings of $11,548,000 should be recognized in full
for ratemaking Purposes; chat the five-year (1972-1976) averagisg
method used for calculaving vhe ITC under the 1971 tax law apnd for
transpission facilities under vhe TRA is not reasonadle O justifieds;
and that if a five-year average is used, it should include both
past and future years, €8« for SoCal's test year 1972 the years
1971 to 1975 were used. |

' SD joined in LA'S recommendation and characterized the
choice of Option II as a forced contribution of capital by the
ratepayer to the utility companyl'i‘/ citing City and County of
San Francisco v Public Deilities Commission, (1971) 6 Cal 3d 119
at 129.

The staff witness restified that there were large year—to-
year variations {n new plant additions. There was & large increase
in plent expenditures in 1976 compared to prior years. A major
portion of the 1976 plant additions are related €0 the construction
of facilities necessary %0 operate HR. SoCal witnesses testified
. ¢hat in the future SoCal planned to lease rather than purchase
additional gas storage fields.

14/ SD's reply brief iz A.55676, et al., refers %o ratepayer
contribution toO SDG&E. :
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The timing and cost impact of the storage leasing policy is
not readily discernible at this time. It should result in a lower
level of plant expenditures.

The five-year averaging method for the classes of plant
agreed to by SoCal and the staff is reasonable for test year 1976.

We will utilize ratable flow-through for the additional six percent

ITC on distribution plant in computing SoCal's FIT. The above-mentioned
arguments will be considered in our determimation of the reasonable
'rate of return for SoCal and PLS. Ve will not adopc a rate base

. adjustment related to the ITC. '

The differential in the additiomal IIC on distribution and
miscellaneous plant between ratable flow-through used in calculating
adopted taxes and full flow-through 1s $3,204,000. The revenue
requirement for this tax differential {s $6,884,000,

Reacquisition of Dedt '

SoCal and PLS realized gains through reacquzsition of thei*
debt at discounted market prices for sinking fund purposes. The
utilities did not pay any income tax on these gains as they utilized
the provision of the Internal Revemue Code allowing an offset of the
gain (ID1), against depreciable property, which in turm reduces the
depreciable property basis for computing income tax deprecilationm.
SoCal and the staff treated the gain as a below the line transfer to
surplus, but did not Increase tax expense, This issue was before the
Commission in the recent PG&E rate case (D.8628l) where we recognized
the anticipated gain on reacquired bonds in 1976 as deferrxed income
and interecst-free capital to be amortized over the remaining life of
the individual bond issues affectedby sinking fund retirements. We
adopé the same methodology in this proceeding. A further discuSS£on

of this issue is contained in the rate of return portion of this
decision.
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Depreciation Expense
‘ SoCal originally proposed changed lives and revised

assumptions Iin calculating depreciation expense based upon a study of
1ts properties made by a consulting firm. This study resulted in a
decrease in the weighted average plant life and an increase in depreci-
ation expense. SoCal considered 2 reduction in lives duc zo lesser
economic life caused by reduced ges supplies. The staff disagreed with
the latter contention and recommended that distribution main lives be
decreased from SoCal's earlier 4h4-year estimate to 42 years rather
than to the 40 years proposed by SoCal, agreed with SoCal's reduction
of service life for services from 33 to 30 years, and recommended

that salvage values be increased for certain classes of plant. The
staff witness used his judgment in estimating changed distribution
facility lives giving consideration to the increasing proportion of
plastic pipe, with a shorter life than steel pipe, being used by
SoCal. SoCal agreed to these changes. Distribution mains and
services account for over half of SoCal's plant investment.

LA contends that the staff witnesses' judgment absent a
mathematical study is invalid; that SoCal's capital reduction program
will increase plant lives; and that no change in depreciation xates Iis
waxrranted,

' The evidence supports the use of the staff's estimated plant
lzves applied to the depreciable plant in the ddopted rate base in
calculating depreciation expense.

Rate Base :
: The adopted rate base incorporates the HR and capitalized
wage adjustments, and the staff transfer of ASGC expenses to capital.
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Other staff rate base adjustments reduce plant in service
by $1,410,000. A staff engincer adopted the recommendations of a staff
accounting witness who recommended that: (2) $776,000 in gains from
the sale of operating facilities should be used to offset the
investment in a new centralized facility; three items of property be
transferred from operating to nonoperating property, including a .
$72,000 property used as a rod and gun club by approximately ten
percent of SoCal's employees, an $88,000 facility, and a $117,000
property; (¢) transfer of compressor station Spare parts from plant
to materials and supplies; and (d) disallowance of interest during
construction of contract retention fees that represent coumstruction
costs not yet supplied by SoCzl.

"~ The staff accountant did not guarrel with SoCal's accounting
treatment in (2) but distinguishes between flowing a nomoperational
gain to shareholders when an operating system is disposed of through
sale or condemnation and the replacement of like facilities. He testi-
£ied that SoCal reduced the tax basis of the new facility rather tben
report 2 gain. SoCal argues that reduction of the gain was arbitrarys;
that the staff witness testified that the transaction would require a
Commission resolution or a change in the Uniform System of Accounts;
that the rod and gun club was SoCal's largest employee activity
organization; that its investment was for the health and welfare of
its employees and is properly includable in rate base; that the staff
witness was not aware that the $88,000 facility is still being
used; and that it concurs with the remaining staff recommendations.

All of the staff adjustments except for the deletion of the
' still operative property are reasonable. Therefore, we adopt 2
31,322,000 plant adjustment and an increase of $244,000 in material
and supplies.
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The pet revemues derived from the adopted swmary of

~ earnings at present rates, shown in Teble 1, of $45,292,000

vield a rate of return on the adopted rate dase of 4,91

percent which is unjust and unreasorable. SoCal’s met revemues at
proposed rates would be $117,253,000 and would yield a rate of return
of 12.33 percent which is excessive.

Pacific Lighting Service Company Results of Operation

The adopted treatment of differences in estimates for PLS'
cost of service parallels the treatment afforded Sofal for similar
issues. Table 2 shows SoCal's and the staff'’s estimates of PLS'
cost of service and the adopted cost of service at the §.50 percent
rate of return authorized in D.83169.

Adopted production expense is based on the scaff s TW
estimate and SoCal's estimate of Californfa and offshore purchases.
Exchange deliveries-are affected by the higher adOpted level of:
igniter gas deliverxes. .

‘ ALG expenses (consisting of franchise taxes cba:ged to PLS)
‘reflect adopted sales at the 8,50 percent rate of return authorized
in D.83160. :
SoCal's estimate of ad valorem tax rates for PLS are SLl.L5
for 1975-1976 and $11.92 for 1976~1977. The corresponding staff

estimates are $11.30 and $11.67. We bave used rates of $11.40 and’
$11.83. ' :

Rate Base
The staff adjustment of $55,000 in plant for interest
during construction is reasonable.

SoCal estimated PLS' working cash allowance in rate base a;
the $878,000 amount authorized in D.83160. The corresponding staff
“estimate of $442,000 is based on a staff lead-lag study. The adopted

vorking cash allowance of $432,000 is based on the staff lead-lag
study applied to the adopted results. PLS' working cash allowance
should reflect changed conditions., The end of year carnings £iling

' —Elom




Tadle 2
PACIFIC LIGETING SERVICE COMPANY

Results of Operations Under Present Rates
Test Ymar 1976

. SoCel : Stafs :
Ttem : Exh., 60 & 91 - Bh., & & 92-1 < Adopted

(Dollars in Thousands)

© Operating Revenues

Operating Expenses
. Production
Admin., & Geperal
. Taxes Other than Income
Income Taxes
Depreciation

Total
- Net Income

Rate RBase
Plaxt in Service
Working Caszh
Other

Rate ¢f Return

$185,6%0

$151,687
155
5,110
2,536
6,941

$188,927
853,523
145
4,887

4,215
6,0k

$191,036

$155,52
153
5,000
4,206
6,941

$166,429
$ 19,261
$260,012

878
(34,293)

$160,731
$ 19,216
$259,%17
L42

(%4 ,293)

$171,821
$ 19,215

59,017
131
(3L.283)

$226,557
8.50%

( ) Red Figure

$226,066
8.50%

$226,065
8.50%
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for PLS shculd contain an adjustment to reflect a recomputation of
working cash based upon a lead~lag study and recorded experience for
the year. '

A staff finencial witness testified that PLS' rate base
erronecusly included interest bearing projects (ING ships, land
transactions, and miscellanecous work orders) between January 1972
and April 1974 which inereased PLS and cost of sexviece to SeCal by
$390,065. Since this transaction has no ¢ffect on the ratepayer,
there 1s no compelling reason to correct it at thic time; however,
future tramsactions of this nature should be reviewed.
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The adopted gross operating revenues for PLS which are
incorporated in SoCal's production expenses are $191,035,000 =t
the £.50 percent rate of rsturn authorized ia D.83160, ani $194,097,000
at the 8.8 percent rate of return authorized herein.

B. RATE OF RETURN

‘In determining the appropriate rate of return in this
proceeding, the Commission must balance the interests of Solal°'s
customers and those of the investors furnishing the funds necessary
to meet the public utility service needs of SoCal and PLS. The
financial requirements for the integrated operations of SoCal axnd
PLS, designed to meet the needs of SoCal’s customers, are appropriavely
treated as a single entity, PLU.

_ We strive %0 give the customers the lowest rate practicabdle

and at the same time to provide SoCal with the funds necessary

o construct the PLU system and to provide Sofal’s customers with
reaconable service.

All of the common stock of SoCal and PLS is owned by PLC.
SoCal, the Commission staff, and LA ascribed PLC's preferred stock
to the PLU capital structure. The funds derived from the preferred ¢
issues have been utilized for the same utility purposes SoCal or

PLS could have utilized had they issued preferred stock in their
own names.

SoCal and PLS are constitutionally entitled to an
opportunity to recover their operating costs and to earn a reasonabdle
turn on that portion of the PLU systém which is lawfully devoted

to public use. The rate of return on rate base provides for the
payment of interest on debt, dividends on preferred stock, and
earnings on common equity. A company's earmings level should be
sufficient o permit it to attract capital on reasonable terms and
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to adequately compensate its investors. After considering all of
the evidence, the Commission ¢oncludes that a rate of return of
8.8 percent is fair and reasonmable for SoCal and PLS. We will
now proceed to consider the evidemce which assisted us in arriviug
at the rate of return we judge to be fair and reasonable.

Testimony and exhibits concerning the fair rate of return
for the PLU system were presented for SoCal by witness Jensea who
recomaended a 10.25 percent rate of return and by rebuttal witness
Frenchlé/ who testified that the 10.25 percent rate of return
approximates a falr rate of return from the investor's viewpoint and
that the Commission should authorize a rate of return of mot less than
9.6 percent in order that PLU be assured of being able to continue
to furnish adequate service and to undertake necessary'expaasion
without jeopardizing its financial standing; by Comnission staff
witness Scheibe who recormended a rate of return between £.85 and
9.15 pexrcent; and by witness Kroman for the city of Los Angeles who

recommended a rate of return of 8.90 percent or of 8.75 percent if
IDPI gains were used to reduce debt expense.—=

15/ SecCal states that its decision to present Mr. French, a market
expert from Argus Research Corporation (Argus), was reinforced
by the Commission's criticism of the lack of market price
evidence in D.84902 (PG&E).

16/ Ee recommended a reduction in rate of return if the Commission
utilized SoCal's ratable £low-through treatment of its
additional ITC to give recognition to PLU's increased cash

flow, decreased outside financing, and increased interxest
coverage. .
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SoCal contends that the rate of return for itself and
for PLS must be at a level whick will enable them t0 maintain their
credit ratings, to attract capital on favorable terms so that the
PLU systems can be expanded ©o meet the energy needs of Solal's
customers, and to provide investors with an adequate retura. Solal
points out that there is no significant difference between the PLU
capital structure developed by it, by the Commission staff, anc by
LA; but that significant differences exist between the embedded costs
of debt and in the rate of earnings <o be allowed on common equity.
SoCal states that long-term debt assumptions should be based on
estimaved debt costs at the time a decision is reached in this
proceeding which reflects differences in terms, average life of the
rarious issues, the total ¢ost to the issuer, and the Type of
utility; _ '
Testimony of Mr. Jensen : ,

Mr. Jensen cites Supreme Court decisions establishing the
principle that rates should be sufficient to permit the company %o
esarn a return on its property equivalent to returns generally being
earned by other similarly situated companies. Ee states that rates
should be adequate to allow earnings which will maintain the
financial integrity of PLU and enable PLU to maintain its credit and
attract capital; that in evaluating these principles it is necessary
to consider each company whote rates are under review in the light
of prevailing economic conditions in general and in the region where
that company is located; that factors such as comparative risk,
inflation, cost of capital, regulatory lag, conservation, service
area, quality of service, and size are all important and have been
considered in his recommendation; that he has made an extensive
comparative analysis of various utilities relative to returas of




Alt.-1R

A.553L5 wvg/dz *

equity and total capital, market value to book value relatioaships,
institutional holdings, operating ratios, and size; and that he
investigated returns for 30 industrial groups, money market movements
of selected short~-term rates, capital market rates for Aa and A
rated utility bonds (orn a newly issued and on a distriduted basis),
and eredit rating changes. | |

Mr. Jensen compared PLU to 15 natural gas distridution
companies, 15 integrazted natural gas holding company systems, L0
straight electric utility companies, and major Californiaz utilities.
He considered the change in emphasis from SoCal's competition with
clectric utilities to the current emphasis on conmservation.

Mr. Jensen concluded that on the basis of size and compara-
bility of operations that the most meaningful comparisons are between
PLU, the five largest natural gas distribution companies, and ten
electric companies, which are tabulated below:

Iten

Five Largest Gas
Distribution
Companies

-
-
-
-

Ten
Electric
Companies

Pacific

Lighting
Utility Systenm

Capital Ratios

Debt
Preferred Stock
Commen Equity

Comperative
zamrings

Debt

rreferred Stock

Common, Equity

Total Capital

Times Interest

Earned

Pre-tax
After-tax

1967-71

5hel%
2.6
433

1968~7L 1974

1967-71

55.50%
2.7
35.8

1968-7L  197L

5.8% 7.1%
5-2 6-3
12.5 1l.L

8.1%

2.L5%
2-0'

8.4%

1967-7L

1975
2.7
37.6

1968-7L

5.5%
51
3.3

6.9%

3.6%
2.7
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Mr. Jensen testified that compared to industry group
averages utilities rank near the bottom on return on total capital
and on return on common equity; that over the foreseeable future
utilities will require unprecedented amounts of new capital and will
be in direct competition with all industrial sectors for the invesior's
dollar; that in the past there was a trade-off in that utilities had
lower risks and greater predictability of operations than industiry
but that more recently the utility industry has experienced
~considerable supply probleﬁs; that while supply cost increases have
‘been mitigated somewhat by fuel adjustment and purchased gas adjust
ment clauses these merely offcet some cost elements but do aovhing
to improve the overall supply availability; that increased costs of
capital and of operation caused by inflation azf regulatory delays
have contributed to instability in earnings; anc thus the trade~cff
that investors formerly accepted is no longer viable and. investment
is likely to continue t0 g0 to other sSectors unless utility earnings
and outlooxk are improved.

He testified that institutional investors are nod overl
enthusiastic about PLC; that future sales of PLC stock are likely
to result in dilution of stockholder equity and that if this situa-
tion continued future financing plaas of PLC's subsidiaries could
be in jeopardy; that PLU has not been able to achieve the level of
earnings contemplated in Comuission rate orders; that investors have
generally not recognized the merit of regulatory support of supply
programs, such as GEDA; and that one of the rating services has
derated SoCal's bond rating from A4 to A.

The record shows that the recent earmings of PLC's non-
utility operations have been negligidble. This fact could influence
the investmernt choice of some institutional and of some noninstitu-
tional investors. SoCal's earnings stability should be improved by the
rate spread and PGA‘reVisions adopted in this decision which should
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serve to lessen the risk assumed by investors in securities of PLU
and of PLC.

Since 1970, the PLU financing mix hau shifted from predomi-
nantly internal financing (depreciation aceruals) to predominanuly
external financing. PLU's debt ratio increased from L3.5 perceat in
1967 to a 55.2 percent peak (with PLC preferred stock allocated
to PLU) in 1973. Mr. Jensen estimates a debt ratio of 51.7 percent
at the end of 1976 and a 35:65 ratio of new internmal %o external
financing, excluding any comsideration of ITC.

Increases in the weighted average cost of debt and the
amount of debt have exerted upward pressure on PLU's revenue
requirements. These increases coupled with past increases in PLU"s
debt ratios have decreased the times interest coverage oa its debt.
Mr. Jensen seeks to reverse the decline in times interest earned from
the 2.43 times interest coverage set forth in D.83160 to 2.71 for 1976.

PLU's earnmed times interest coverage is higher for the
five-year period from 1970 to 197L inclusive than the coverages of
the ten largest gas and ten combination gas and electric compary
groups used by Mr.Scheibe. Table 20-U of Mr. Jensen's Exhibit 3-3
- shows that PLU's pre-tax times interest coverage of 2.9 is higher than
the coverage of ten electric companies (2.4 times) and below that
of the five largest gas distridbution companies, O of the 15 largest
gas distribution companies, and of the ten conbination companies
(3.5 times, 3.3 times, and 3.6 times, respectively).

Mr. Jensen estimated that in 1975 PLU would issue
1$60,000,000 of new debentures (335,000,000 had been issued at the time
he testified), make a $13,000,000 sinking fund deposit, increase
comrion equity by $15,000,000, and decrease short-term debt by $38.3
million' ‘and that in 1976 PLU would issue $80,000,000 of new mortgage
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bonds, make a $13,000,000 in sinking fund deposit, and decrease
short~term debt by $24.7 million {see second revision of Table 22 -
in Exhibit 3-2). |

Table 3 contains the capital ratios, ¢ost rates, and
welghted cost used in the rate of return determinations for PLU
adopted in D.77975 for test year 1970, in D.304L30 for test year
1972, in D.83160 for test year 1974, and SoCal's revised estimate
for 1976. The table also includes times interest earmed data.
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TABLE 3
PACTFIC LIGHTING UTILITY SYSTEM
Rate of Zarnines on Capitael

: Capital
: Ttem : Ratios

Return :
Commonents

Qeouested - Test Year 1976
Debte:

Long Term
Short Term
Total

Preferred Stock
Commons Equity
Totel Capitel
Times Intergst Earnec
Deci.zion No. 83160 -~ Test Year 197L
Debi:

Long Term
Short Term
Total

Preferred Stock
Common Equity

Totel Capital
Times Interest Earned
Decision No. 80430 - Test Year 1972
Debus '

Long Term
Shoxrt Ternm
Total

Prefef%ed Stock
Common Equity

Potal Capitel
Times Interest Eammed
Dectsion No. 77975 — Test Year 1970
Debt: - '
Long Term

Short Term
Total

Preferred Stock
Common Equity

Total Capital
Times Interest Zarned

3.72%.
06

3.78

59

5.2
10.25
2.7
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: The Chairman of the Board of PLC, Mr. Miller, reviewed
D.83160 during the period that SoCal was assembling its showing for
tais proceeding and concluded that under the circumstances it was
imperative that SoCzl seek a substantially higher level of return
than had been sought or obtained including a 15 percent return on
equity. Mr. Miller was concerned at the downward drift in PIC's
stock price velow book valuz and he felt that a better return vas
nezded to make PLC's stock more attractive to meet tae large
caplzal requirements that its gas supply projects will need
(IR 362 £2).

Zor to that review rates of return in the rangé of 13 to

15 pewcent were dbeing considered by SoCal. 22sed on PLU's crigiaui
capital structure, 2 return of 15 percent on equity tcgether with
the other elements resulted in an overalli rate of return request of
10.25. SoCal's new financing requirements and cost of embedded debt
declined due to the cancellation of its plans to acquire 2 szecond

terage facility in 1976, dues to the capital limitation program, and
due to changes in the bond market. There was aiszo a sharp decline
in the prime rate during this period. Mr. Jensen anticipated that
SoCal would have an addirional $5.7 million available through the
additional ITC at the end of 1276 as result of the TRA. SoCal
revised its new financing requirements downward but kept its
requested rate of return of 10.25 constant. This resulted in
successive increases in its estimated return on common equicy to
15.58 percent and to 15.64 percen:.

Mr. Jeasen justified the increase in the common equily
return as a recognition of statements by Commissioners that it woulid
be appropriate to give recognition to SoCal's conservation efforts
in establishing its rate of return.
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Under SoCal's rate proposal, the results of comservation
in firm usage would be additional sales to interruptible custcmers
at lower commodity rates. The rate authorized herein, giving
consideration to lower residential lifelime rates and to the increase
in level of research and development activities which are focused at
providing additiomal quantities of gas to interruptible customers,
will narrow the differential in unit rates and gain public support to
promote conservatioa. ‘

Testimony of Mr. Scheibe

Mr. Schefbe's study of the cost of capital end rate of
return showed changes in interest rates and debt issues; changes in
PLU's capital structure and financing; earmings rates on average
total capital and on average net plant investment; revenues, expenses,
and net income; per custemer net investment, revenues, expenses, and
vet operating iacome; and nominal interest paid by majoxr Califorania
utilities. He compared PLU to ten gas companies,lzf ten combination

gas and electric companies,lg/ and PG&E.

Mx. Scheibe testified that rate of returm is an expression
oi the capital cost of a utility including debt, preferred, and commen
eGuity; that the final determination of a rate of return is on

Both on a combined basis and on a split basis showing five gas
holding companies and five gas distributing comparndies.

Both on a combined basis and on a split basis showing the five
largest and the next five largest companies.
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the basis of judgment, not on the basis of any formula, or

on any averaging of comparative earnings;  -that his recommenda-

tion £or an individual utility gives comsideration o the
ccquirements of that utility and to its customers; that there are
three major primary areas In a rate case and 3 major secondary area;
that the primary areas are rate base, revenues and expenses, and
rate of return, and the secondary &rea is rate spread; that in view
0f the continuing inflatiomary txends which are high even though they
have subsided from theixr peaks it is difficult to hold dewn rates
even with the most stringent allcwances in the above-mentioned
primery areas and there is 2 need to deterxrmine in greater detail
that each customer group receives fair treatment.

 Mr. Scheibe recommended 2 range in the overall zate of
return between 8.85 percent and 9.15 percent resulting in a rate on
common cquity between 12.15 percent to 12.94 percent. His recommen-
daticn at the lower end of the common equity range is 0.2 pexzcent
befo? that authorized in D.33160, the return on common equity It

the Top of his range is 4.8 percent above that last authorized. He
noted the higher equity ratio in this proceeding compared to 1974.

His recommended allowance for debt cost of 7.15 percent is 10.34
vercent higher than the allowance in D.83160. He gave comsideration

to 15 statistical fzetors and 15 nonstatistical factors in making

his recommendation on return on common equity. He testified that

PLU has not been having any difficulty in meeting its indenture
coverage due in part to its maintenance of a balanced capital structure
on 2n overall utility basis; that while coverage to maintain a bond
rating is important it must be considered a secondary factor because

if the trade-off in cost to the ratepayer becomes oo great, & rigid
coverage requirement camnnot be maintained, and maintenance of a rigid
debt coverage may not be necessary as the rating agencies themselves
say that secuxity ratings are not a precise science because there

are so many variables; that the range of return should give an interest
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coverage of 2.4 to 2.5 times after taxes and approximately 3 fo 3.1
tives before taxes; that the need for funds for gas utilities has
been less than for combination utilities but is still substantial,
that SoCal's slower relative customer growth places it in a relatively
better financial position; that while SoCal is concerned with huge
exploration and deveIOpment programs for new gas supplies, there have
been no absolute determinations of the wmanmer in which such costs
will be handled but that all proposals indicate that the company's
customers will be required to finance such programs to a great
extent; that while risk increases because of gas supply ;equitemencs

. 1t will be covered by additional payments from SoCal's customers and
therefore mo additional return requirement is appropriate for
exploxation costs.

Mx. Scheibe testified that attrition affecting SoCal's
equity earnings is caused by the addition of plant at higher cost
per unit of additional revenues, the increase of expenses at a
faster rate than corresponding revenues, and the increase of fixed
charges, primarily intexest costs, which may be partially offset
(between rate hearings) by tax savings; that the rate of return is
an allowance for the capital needs of a company for debt, preferred,
and ¢ommon equity and should not be a catch-all for every possible
adjustment; that expected near-term rapid changes in expenses or
plant, the so-called operational attrition, either absolutely known
or reasonably assured, should be handled by weans of specifically
stated attrition allowances or offsets or by use of a sufficiently

advanced rate year;lg/ but that such attrition should not be justifi-

cation for excessive allowances to avoid future rate cases.

19/ The January 1, 1977 offset authorized herein offsets the remaining
revenue rxequirement for HR.
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Mr. Scheibe testified that he had always given coasideratioa
to below-the-line income in his rate of return recommendations,
Aincluding income resulting from the discount on reacquired bonds,

e.g. he discussed IDI in three earlier rate cases commencing in

1970 involving the PLU group; that other income includes all such
income not merely IDI; that the other major source of below-the-line
income is the allowance during comstruction (ADC), or capitalized
interect; that the Commission gave recognition to IDI income in -
D.E3160 where we stated "These dedvt issues were authorized by the
Cezrission and the interest paymerts on that debt are lawful obiiga-
tions of PLS and SoCal. We will not adjust the debt expense of PLU
in this decision because of the gains realized on the reacquired dc <.
thet he recommernded a lower allowance for equity in PGEE's A4.53118
thcn In its prior rate case and one of his relevant considexations

was that while he regarded othex income as less solid and moxze
volatile than operating Income, even discounting it considerably

will still indicate the possibility of a utility's realizing a

higher rather than a lower return; that since this ircome Is noncesh
income care must be taken that it not be given the undue enphasis
which, in other jurisdictions, has resulted in some utilities being

in a cash poor position and a loss of bond ratings; that the amount

of PLU's IDI income is not of a magnitude to make this a likely
possibility; that an alternate treatment of IDI would be to spread

the discount over the average remaining life of the issue or spresding
it over the life of theoretical replacement bonds; that had he made
such an adjustment it would have been no greater, if as great, as

the consideration he gave to other income in his rate of returm
recommendation; that another alternative would be o treat the dis-
counts as a reduction in rate base; that the effect on earnmings of

a rate base adjustment would be approximately ome-twelfth of the rate
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base adjustment and even if these earnings were discounted drasti-
cally, his consideration would be greatexr than to be derived by 2
rate base reduction; that rate of return ratuer than 3 rate base
adjustment would be appropriate because the plant investment

would not change; and that in the cvent az edjustment is made to
the debt interest rate (as was done by Mr. Kroman) or to rate base
that his equity return should be adjustad upward by at least enough
to offset the deduction in the interest rate or in rate base, aad
that this consideration of other income applies to all income not
simply to IDI.

In wmaking his recomwendation, Mr. Scheibe gave censidexaticn
to the state of the economy, to the high level of unemployment, and
of the need to moderate the recovery and avoid another boom and
bust period through the exercise of restraint Iin price and wage
actions. He was influenced by and quoted Arthur Burns, Chzirman
of the Federal Resexrve Board, by Mr. Rees, Director of the Council
on wage and Price Stability, and by a statement of President Ford
that "It is esseatial, particularly at this time, that all seguents
of the economy, industry, and labor exercise restraint in their
wage and price actions.' He testified that these are compelling
reasons for comsexvative eaxaings recommencations in utility rate
cases; that he was not primarily concerned with the market; that the
Commission could not influence the market zny more than King Conute
could influence the tides; that while many utilities are sclling
below book velue, over half of the industrials are slso selling
below book value and the Commission cannot bese its decision on

market prices or attempt o set a rate of return high eﬁbugh to
attempt to bring a utility's market price up to book value; that PLC's
market price was affected adversely by its nonutility ea:nings} and
that it was true that utility risks have increased but irdustrials
Lave also become more risky.
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The staff brief motes that Mr. Jeasen admitted that SoCal
has had no problem whatever with indenture restrictions because of
saterest coverage. The staff argues that ScCal's decline in interest
coverage has been no greater than that of comparable companies and
thus it is in no worse competitive condition than it was f£ive years
ago; that the arrest in the decline of intexest coverage is a
positive factor in evaluating PLU's financial condition; that the
utility's contribution to PLC's f£inancial condition was far better
rhan that of the nonutility activities. ‘

Mr. Scheibe testified that he did not give any consideration
to the effect of the inmcrease in IIC from four to ten percent in his
rate of return determination because he thought that the current
wagnitude of the additiomal credit is minor and should not affect
the allowance on rate of return, but that the amount of additional
1TC could become a significant factor in the future.

SoCal estimates the total PLU capitalization at
$1,229,400,000 at the end of 1976 imncluding approximately $626,1.00,000
in long-term debt and $9,600,000 in short-term debt. Mr. Scheibe
estimates that the PLU long-term debt would equal $631,108,000
representing 51.5 percent of PLU's capitalization at the end of 1976.
This would equate to a total capitalization of approximately
$1,225,000,000. SoCal's revised estimates of additional IIC amounts
to $2,060,000 in 1975 and $3,270,000,000 {n 1976. Thus SoCal's
need for new capital through the end of 1976 is reduced by approximate-
ly $5.1 million, approximately 0.4 percent of PLU's capitalization,
because of the availability of additional ITC not yet flowed through
co its customers. We will give this reduction in SoCal's fimancing

requirements consideration in establishing the adopted rate of
return. '
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The following tabulaﬁion'sbows Mr. Scheibe's determination
of PLU's capitalization and earnings requirement on common within

his recommended range of rate of return of 8.85 pexcent to 9.15
percent: | |

Capital
Iven ‘ Ratios

:§§§%§gsibmﬁ:mmmt-mmmmu
RB.WS :12-15 :lz-l&lb 2125 Y :12-914-"0:

H Weighted Cost Totals :

Long-term Debt 5L.5% 71556  3.68% 3.68%  3.68% 3.68%
Preferred Stock 10.8 5.47 -59 59 .59 -59

Common Equity 27.7 | 4.58 L.68  4.78  L.82
Totals 100.0% 8.85% 8.95% 9.05% 9.15%
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Testinony of Mr. Kroman

' Mr. Kroman reviewed Mr. Jensen's testimony and exhibits
and concluded that Mr. Jensen's approach resulted inm an invalid
conclusion in regard to the return on common equity.

He testified that SoCal overstated {ts estimated embedded
interest cost by assuming a higher level of interest rates for new
long-term debt than is supported by recent experience; that SoCal's
IDI gains varied from $250,000 to $500,000 per year between 1960
and 1966 and subsequently increased to an excess of $2 million
annually to $3,090,000 for 1975 estimated and $2,806,000 for 1976
estimated; that if the $2,806,000 is deducted from PLU's interest
charges, the adjusted embedded cost of debt would be reduced frem
7.26 percent to 6.8l percent; that if the IDI realized from 1952 to
1976 of approximately $25,200,000 were amortized over 25 years the
annual amortization would be approximately $1,007,000 and 1f this
amount were averaged with the estimated 1976 discount of $2,806,000,
the adjusted embedded cost would be 6.96 percent. He recommends
utilization of the latter procedure for reducing PLU's cost of debt.

He testified that the New York Public Service Commission,
the Nevada Public Service Commission, and the FPC had reduced
embedded cost of debt by annual IDI savings; that a 1970 FPC decision
states '"...the discounts on repurchased debt under comsideration
here represent a savings which is virtually automatic. Columbia is
required to repurchase its debentures for sinking fund purchases.

So long as interest rates continue above the levels of the eérly
1950"s, such repurchases will continue to be made at discounts each
year. Unless amortization of these amounts is required, the cumulative
effect will be to add sums to retained earnings, with no benefit to
consumers. Yet consumers will ¢ontinue to pay the cost of debt,
including new debt issued at higher rates to replace that retired.”
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+ (Re: Manufacturers Light and Heat Companv (1970) 84 PUR 3d 519);

" that the FPC has established accounting procelures for premiums,
discounts, and expenses related to issuance of loag-term debt
and for gains and losses related to refunding and reacquisition
of long-texm debt to allow accounting for them on a curreat basis
when a regulatory agency having rate jurisdiction over the utility
does not require amortization of the gains and losses and applies
thenm to embedded debt cost in determining the rate of return for
rate setting purposes. He did not meke a caleculation based on
the remaining life of reacquized PLU securities. |

He contends that Mr. Jensen predicates his requested

allowsnce for common equity at least in paxt upon an abnormally
higa interest rate and on abnormaily low stock prices; that Mr. Jernsen
wrote in the context of a prime interest rate in the range of 12
to 12-1/2Z percent; that at the time he prepared his testimony the
prime rate was 7-1/2 percent z2ad might drop further; that to the
extent the Commission relied on the prime rate in setting the
allowance on common equity for The Pacific Telephone and Telegraph
Company in D.831.62 dated Septembexr 19, 1972 in A.53587 that logic
would require a significart reduction in the allowance for common
equity earnings; that just as interest rates have dramatically
fallen since the prepaxation of Mr. Jemsen's testimony utility common
stock prices have risen; that the chart used by Mc. Jemsen in suppors
of his equity request on Chart K and Table 24 of Exhibit 3 is based
on utility common stock prices as of the end of June 1974 when
the Dow Jemes utility stock index stood at 68.22, virtually the
lowest level sinée 1967; that the indsx has subsequently recovered
o approximately 80;29 that Mr. Jensen developed a2 relatively high

20/ The index was at 85.95 at the close on Jume 23, 1976.




ez @ @

A.55345 wg/dz *

return on equity during a period of severely depressed prices and

if Mr. Jensen's method 1s used with the Dow Jomes utility average

at 80, the indicated equity return falls to about 12.95 percent at

a market to book ratio of 1.00. He further contends that Mr. Jensen
failed to develop objective independent data on a reasomable level
of interest coverage as a basis for his requested rate of return
figure; that he is not suggesting that the fair rate of return shoul
be based solely upon a predetermined level of interest coverage but
if an acdequate level of interest coverage is as important as

Mr. Jensen suggests them an attempt should be mzade to establish that
ievel for use as an independent input in the process of arriving

at the figure to be used for the fair rate of return rather than
working backwards from the recommended rate of Xeturn.

Mr. Kroman prepared comparisoms of what he belicved to
be a xepresentative cross-section of privately owned public utilities
vhose service areas are in the western region of the United Stafes
showing that PLU's capitalization increased by approximately half
of the increase experienced by the other western utilities from
1970 to 1973 and testified that the increase in PLU's capitalization
from 1973 to year end 1976 will be far below the recent experience
of the western area utilities. He contends that there is an erromeous
implication given in Mr. Jensen's presentation that the PLU utilities
are unique in their need to obrain external financing.

Mr. Kroman contends that Mr. Jemsen's primcipal basis for
comparative earnings includes five gas distributionr systems which
arce for the most part mexely conglomeratioms of individual gas
distzibution couwpanies, some of which have anmnual revenuves as small

as one to three perxcent of SoCal's :evenues;gl/ that none of the

21/ The five all operate under several regulatory jurisdictioms.
There was a considerable difference in return between the multi-
ple subsidiaries of several of the companies listed.
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five companies'serve-in the western area of the United States; and
that Mr. Jensen did not present any evidence other than a general
statement of other comparative factors.

Mre. Kroman testified that he attempted to determine a
proper level of interest coverage independent of the rate of
return; that such coverage multiplied by the appropriate weighted
debt cost will provide one indication of the reasonable rate of
return; that the increasing importance attached by investors,
ratiag ageacies, and regulatory bodies to the level of interest
ccverage requires that the problem be examined more closely than
heretofore in rate of return studies; that a second approach would
be t¢ make an independent dexivation of a weasonable weturn on
commen equity weighted by the percentage of comron equity in the
capital structure, to add the equity cost to the weighted cost ¢f
debt and the weighted cost of preferred stock to provide a xate of
rezurn which should be reasonably close to returns dexived by other
methods used; that if a utility's outstanding senior debt is rated
Aa or A consideration should be given to attempli to prevent these
ratings from falling below A because of the unusually high spread
in cost between A and Baa debt issues and because of the more
limited market for lower rated issues; that based on kis analysi
a pro forma zfter tax coverage of approximately 2.4 times after
taz or about three times before taxes provides a rationmal basis for
developing a fair and reasonable rate of retuxrn; that he had givex
recognition to an inverse relationship between return on equily
and the equity ratio for PLU which Mr. Jensen had ignored, aithough
Mx. Jensen had utilized such a relaticnship in an earliexr proceeding;
that his adjustment of the 12.35 percent allowance on equity
authorized in D.83160, with a 35 pexcent equity ratio, to the 37.5
percent equity ratio he developed for PLU in this proceeding results
in a reduction on equity to approximately 11.8 percent; that the
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1973 xeturn on average common equity of 17 western utilities
adjusted to a2 37.5 percent equity ratio for the year 1973 is 11.22
percent; that the median return on common equity authorized for
telephone, electric, and gas utilitiec decisions primted in Public
Utilities Repoxts (PUR) is 11.91 percent, adjusted to a 37.5 percent
equity ratio, for companies operating in jurisdictions using
original cost rate bases, and an 11.55 percent median for all
companies. ,

Mr. Kroman testified that each million dollaxs of additionmal
cash £low resulting £rom retained ITC would reduce SoCal's require-
nents £ox new debt on the open market at prevailing interest rates
by a million dollars, and that SoCal's embedded debt cost and rate
of return should be reduced by 0.0035 percentage points per million
doliars of additional ITC. This adjustment would equate to
approximately 0.02 percent on rate of return for approximately
$5,000,000 of ITC retained at the end of 1975.

Mr. Kroman also called the Commission's attention to several
rigk reducing factors in that SoCal's claims of favorable impact
on its bond ratings, cost of debt and equity capital, and interest
coverage resulting from its retention of ITC would work toward a
_Lower rate of raturm. Mr. Kroman stated that while he was unable
to quantify the favorable impacts, and did not consider them in his
7ate of return recommendation, these effects loglcally require a
reduction in the rate of return requirement. We have considered these
risk reducing factors in our determination of a reasonable rate of
return for Solal.
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The summation of Mr. Kroman's recommendation for am 8.75
porcent rate of return deducting IDI fxom the cost of embedded
debt is tabulated below together with times intezest data:

Capital Cost Return
Item Ratios Rates Components

Debt 51.0% 6.9672/ 3.55%
»referred Stock 11.5 5.47 63

Common Equity 37.5 12.19 4.57
Total 100.0% | 8.75%

Times Interest Earned 2.46

a/ Enbedded dabt cost reduced by average
of 25-year IDI amortization and 1976 iII.
His corresponding recommendation on rate of retuxn using &
unadjusted embedded debt cost is tabulated below:

Capital Cost ReTurn
Ttem Ratios Rates Cornnnents

Debt 51.0% 7.26% 3.70%
Preferred Stock 11.5 5.47 .63
Common Equity 37.5 12.19 4&.57

Total 100.0% 8.9C%

Tines Interest Earned 2.41
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Rebuttal Testimony :

Mr. French partially supported the recommendation of
Mr. Jensen for a 10.25 percent rate of return. He felt that
adoption of Mr. Jensen's recommendation would result in a fair rate of
return and that 2 rate of return of 9.6 percent, which would yield
14 percent on equity was the minimum necessary £rom an informed
{avestor's point of view.

Mc. French testified concerning the greater risk in laxge
electric and gas utilities compared with past periods and of tie
risk to the investor related to the securing of additional supplies
of gac by SoCal; that if SoCal is largely unsuccessfuil 1t will
experience 3 very substantial shrinkage in its basic business; thet
2£ it is successful, the investor faces the financizl risks that
accompany the financing of the projects needed to bring gas to
southern California; that while projects may be financed outside of
the PLU system, the ultimate credit behind most of the projects
is SoCal's; that suppliers of capital going into new supply projects
obviously will closely evaluate the ability of ScCal To continue |
to function as a heclthy f£inancial entity; that in addition to
expenditures for long-term projects to secure a gas supply, SoCal
has normal conmstruction requirements which will require it to return
to the financial markets annually for additional outside capital
and investors recognize that this financing will be necded despite
the existence of a shrinking basic gas business; that this causes
tiex to {ncrease their return requirements for investing in PLU;
that investors currently perceive a significant political-regulatory
risk in investments in California utilities and the actions that this
Comzission takes in the near term will have an impact on investors'
perceptions of this risk; however, the impact will not be fully
reflected overnight; that investors are also somewhat apprehensive
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concerning possible action by the California legislature or by
voters in statewide referenda which may affect their interests
adversely; that irrespective of the ultimate inmpact of the
Commission's current activities related to rate design and rate
structure, the near term impact of this activity on investor risk
perception is to increase it; that the fact that PLU sexves a large
urban service area is also a risk enhancing factor rather thanm a
risk reducing factor as alleged by Mr. Scheibe; that investors do
not generally compare PLC c¢losely with the western regional utilities
selected by Mr. Kroman because PLC is not directly comparable to
this group of companies and investors do not comsider =hem to be
so (e.g., the majority of these utilities are telephone utilities
and foux or five electric companies whose principal energy require-
ments are supplied by hydropower); that he comsidered PLU to be
comparable to large gas distribution systems and the typical large
electric and gas companies and that it is to these groups of
companies that investors generally look when evaluating 2LU for
investment purposes; that the electric utilities will generally
experience rising enexgy sales in the coming years compared to
PLU where declining sales are expected; that the most optimistic
forecast one could reasonably make for SoCal would be that its
energy sales slide would be halted; that the typical large utility
is financing a growing business while PLU 1s required to finance a
basic business that is shrinking; that if PLU is allowed to earn
a minimum return on equity of 14 percent some I{mprovement in
~market performance of its common stock™=would undoubtedly result;
that while he would not expect it to permit the utility to Issue

22/ Mr. French did not distinguish between SoCal and PLS common
stock, which is owned by PLC, 2nd PLC's own common stock.
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new shares without dilution in the near term it should eventually
lead to significent improvement inm utility wmarket to book ratio to
enable it to at least keep its per share dilution to modest propor-
tions upon the sale of new common stock; and that a 14 percent
earnings level would enable PLU to achieve afzer tax times interest
coverage of 2.55 which should reasonably assure FLU's ability te
issue additionzl debt securities without risking further downgrading
of its credit standing by the rating agencies or by investors in
general.

Mr. Scheibe testified that he read Argus' reports to inves-
tors when possible and was impressed with them particularly
because there is far less equivocation than is often found in such
advice, but be pointed out total misses inm Argus' precictions of
an upturn ian 1974 stock prices, of an increase Iia 1974 and 1975
housing starts, and in its recommendations for certain stocks; that
Mr. French attempted to attribute the sins of PLC to PLU and pointed

out some of the risk factors ignored by Mr. French, partictlarly

the poor pexformance of PLC's nonutility operations; that Mr. French
did not consider the reactions of the consuming public to
continually escalating costs; that this Commission made a statement
regarding the nature and weight to be given the recommendations

of strictly investment oriented witnesses in D.67269 dated

June 11, 1964 in C.7409 (Re Pacific Tel. & Tel.) i.e.,

"

...that respondent's present earnings axe ot
excessive and should be higher; that respondent's
common stock Is not an attractive investuent
either for their own portfolios or for trust
accounts under their directions; that respondent
plays an importanmt role in the ecconomic growth of
California; and that under respondent's present
earnings it would be difficult to <dispose of
debentures at favorable rates and, should the
Commission establish a lower rate of return,
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respondent would be put in the position of having
to dispose of its debentures at very high rates,
if indeed, it could find interested buyers in the
market place. . . . We must also note that
without exception these witmesses expressed the
investor viewpoint as it relates to respondent's
earnings and to the extent that the Commission must,
in determining rate of return, equate the interest
of respondent's ratepayers with those of its
investors, these witnesses have contributed toward
informing the Commission of the interest of
respondent's investors. The common thread rumning
through all of these witnesses' testimony is the
urging that respondent should be allowed either
higher earnings oxr that its rates should not be
reduced. We can accept as self-evident that the
investor interests lie in the direction of higher
earnings and it certainly is respondent's pre-
rogative to advance such interests through the
urgings of these witnesces. However, the pudblic
interest goes beyoné merely satisfying the
investors’ interests in higher eaxnings even
though from the viewpoint of the investor such
higher earnings are variously charactexized as
reasonable or ‘optimal'."

Mr. French attacked Mr. Kroman's testimony in a number of
respects. Mr. Kroman in tura submitted surrebuttal testimony,
together with updated and new studies which chzllenged
Mx. French's arguments om risk or on quality of i{avestment in
comparin§37he ratings of PLC to the Dow Jones 15 utilities by
Yoody's,~'by the Standard aand Poors Stock Guide, and by Value Line
in its Safety and Beta ratings, and by his 1973 and 1974 studies
of earnings on equity which show that the median of Forbes'
Industrials and of the median earnings of Fortune's 500 largest

| 23/ There is a minor exception in the difference between the median
investment grade of Moody's 24 utilities whick is between A
and A- compared to PIC's A-.
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industrials, 50 largest banks, 50 largest diversified - financial,
50 largest retailing, and 50 largest transportation companies are
far below SoCal's request.

.Mr. Kroman testified that he initially did not use 1974
data because the information was not available and that he would
not base his recommendation on a year in which the economy was in
the depths of a recession.

- Mr. Kroman's updated PUR listings of return on common
equity showed an increase in the median to 12.41 percent adjusted
to a 37.5 percent equity ratio and an average return of 12,20 percent.
Me. Xroman testified that if he followed Mr. French's advice and
excluded telephone companies, the average would be reduced from
12.20 percent to 12.02 percent and the median weuld be reduced from
12.41 percent to 12.10 percent. He concluded that these figures
support his recommendation for a 12.19 percent return on equity.

Mr. Kroman testified that his most recent data showed
utility times interest coverage far lower then che minimum 2.55
times interest coverage recommended by Mr. Freach, that FLS can
maintain its A rating with an abnormally low coverage because of
its cost-of-service tariff, and Mr. French did not take this into
account. (

M¢. French's testimony Ls characterized by the
staff and by 1A as consisting mainly of generalizations and
conclusions regarding the utility industry which were not supported
by any studies, oxr statistics, or charts. The staff points out
that one of the few specifice mentioned by Mr. French, that indus-
trials earned 15 percent on equity in 1973, differs from Mc. Jensen's
figure of 12.3 percent; that Mr. French indicated that he had volumes
of material with him in support of his conclusions but none of it
was ever introduced into evidence; that he ignored the effect on
PLC's earnings caused by its nonutility operations; that Mr. Freceh
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i% not a specialist in the natural gas industry nor has he been
the analyst directly analyzing PLU at any time; that Mr. French
had previously testified on behalf of PLC at Securities and Exchange
Commission hearings in support of PLC's diversification progran,
which he admitted had turned out unfortunately.
Other Parties

The cities of Camarillo and SD supporved LA's
recormendation on rate of return but presented n¢ evidence. SD
recommends the £.75 as being the highest which should be alliowed.
Adopted Rate of Retumm '

We again note, as we have in D.85354 that "SoCal and
PLS have and will continue to require outside financing for a large

proportion of their capital needs and the potential of achieving a

reasonable rate of return is necessary to attract this capital at
reascnable costs.
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We will adopt a rate of return slightly lower than the lower
end of the range recommended by Mr. Scheibe and slightly ezbove that
recommended by Mr. Xroman, and we will adjust Mr. Scheibe's
recommended ‘capital structure for the 1975 test year by transferring
from retained earnings to deferred income the estimated IDI of
$2,810,000. We consider these gains to be interest-free capital
which shall be amortized over the remaiming life of the individuzl
bond issues affected by sinking fund retirements. Similar ratemaking
treatuent will be given to any such gains realized in the future.

As we observed in D.56281, there is no basis for continuing
to consider these gains as non-opezating income. Their realization
stems from momey maxket conditions rather than management's business
acumen. Furthermore, the high interest rates responsible for the
gains are part of the embedded cost of debt paid by ratepayers;
therefore, the benefit of such gains should be shared by ratepayers.

Mx. Scheibe estimates that the three issues of FPLU debt
totaling $110,000,000 will be issued between October 1975 and
‘October 1976. PLS issued $25,000,000 of debt in October 1975 at .45
pexcent: and SoCal issued $50,000,000 of debt in May 1976 at 9.26
perceat. We will assume ScCal will issue the remaining $35,000,000 az
9.26 percent in arriving at an overall cost of debt of 7.20 pexcent.
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The adopted cost rates and capital ratios result in an
overzll rate of return of £.8 percent and a return on common equity
of 12 percent. The appllication of an 3.5 percent rate of
return on the PLU rate base would provide interest coverage before
taxes on income 3.23 times and after taxes ¢f 2.37 times.

In-reaching that return we are recognizing not only the
reduction in SoCal's embedded debt cost because of the additional
Six percent IIC on distribution plant, ancunting to approximately
$3.3 million. We are also mindful of the benefits described by
SoCal’s Mr. Goodenow who stated that because of SoCal's election
of Option II, cash flow would be maximized, interest coverage
inereased and the financial requirements in’ constructing facilities
and acquiring gas supplies relieved.

In addition, as we noted at page 59 above, SoCal's brief
in A.35444 described certain benefits which would result from its
election of Option IX. All of these benefits reduce SoCal's risk.

In D.86281 issued August 24, 1976,we adopted a rate of
return of 9.20 pexcent for PGSE (a2 flow-through utility) equating
to a2 12.83 percent return on equity with an equity capital of about
37 pexcent. In doing so we noted that 4t has been our experience
that investors expect higher returns on equity from £low-through.
utilities and that on a comparable risk basis PGS&E is entitled to 3
higner rate of re¢turn than a company which does not fiow-through its

tax savings. The following table shows the adopted rate of return
compucation:
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PACIFIC LIGHTING UTILITY
Adopted Rate of Return

Captial Cost - Return
Item Ratios Ratios Components

Long-term Debt 51.5% 7.207%
Preferred Stock 10.8 5.47
Unamortized Gains
on Reacquired Bonds. -
Common Equity 12.0
- Total

C. RATE DESIGN
The staff's lifeline rate design, incorporated in the
steff's Exhibits 45 and 45-2 was usilized when we authorized a
partial general rate increase in D.853354. SoCal requests that its
zate desiga be adopted in this final decision. However, SoCal

indicated thet if the Commission should continue the rate structure
authorized in D.$5354 that it concurs with the staff that 60 therms
per month for lifeline use rather than 75 therms per month be adopted
for general service customers. \ .

The followingz tabulation summaxrizes SoCal's rate proposal
Zor gencral matural gas service under Schedules G-1 to G-5:




- Per Meter Per Month
g1 G2 G=3

Monthly Customer Charge*

Use Twelve Months Maximum One Month
Band Use, TU , Use, TU

o 500 166 or less $3.80 $ 393 804,13 $§ L8

501 2,000 167 through 666 4,19 459 5.07 579

2,001 - 14,000 667 through 1,332 491 5.92 7.05 8454
Over 12,000 over 4,000 10,85  15.45 20.30 26,25

Comnodity Charge (Additive to Monthly Customer Charge)

Regular Use

Por thetmal Unib cesescsssssrarsnsnvnresnssssersscsnersnanse

11.0¢

Air Conditioning Use

Applicable to 53 thermal units per rated ton,
May through October billing perieds only, per untt sessenens 93¢

*This i3 also the oinimum charges For 'space heating only" cuslomers, .
the monthly customer charge is multiplied by 2 during the six "wintex"
billing months November-April, and there is no monthly customer charge

in the other months. :

$ 5.92
7.6
11.08
18.81

33.10

% ZP/3A . GUESSeY

JI=-"3TV
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SoCal proposes establishment of service charges for
general service customers in each of its five rate zomes. SoCal
weuld estzblish five use bands governed eitkher by 12 months of cumu-
lative gas use or by use in a maximum wonth. The proposed monthly
customer service charge would increase with increased use in
successive band levels. SoCal contends that the service charge
would only defray customer charges and would not include any consump-
tion. Scfal proposes a uniform commodity chazge for all gemeral
service consumption of 1l cents per therm, except for a 9.3 cents
oexr therm charge applicable to 53 therms per rated ton of air
conditioning capacity during the coéling period of May through
Dctober. SoCal estimates that approximately 19 percent of its cus~
toners would be billed under band 1, the lowest use baad, and 72
percent of its customers would be billed under band 2. Solal proposes
to bill new customers under use band 2 until 12 monthly biliings
demonstrate that the service charge should be dropped to band 1.
S0Cal would immediately move the customer to a higher use band if
use during any month exceeded the monthly limit for band 2.

SoCal contends that its proposals would recover a bigher
proportion of its fixed charges in its monthly customer charges,
commazed to present rates, which would lessen the impact of Tevenve
loss flowing from further curtailments of interruptible sales in
future years. SoCal proposes to simplify {ts interruptible rate
schedules, to maintain a declinizng block rate schedule for regular
interruptible customers, and to maintain a differential commodity
charge varying with the priorities of its regular intérrupcible
customers. SoCal proposes that igniter gas service supplied fox
:tility electric generation be sold at a premium compared to othex
sas service supplied to electric utilities. Igniter sexvice bhas
a2 higher priority than any other interruptible use.
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- All of SoCal's proposed menthly customer charges for firm
general service exceed the minimum charge in SoCal's present rates,
as defined herein, which includes two therms of usage, and they also
exceed the lower service charges including no consumption
authorized in D.85397. SoCal's proposed rates are incompatidle
with lifeline principles beacause larger residential customers wouid
not be entitled to the lower lifeline rate for a portion of their
usage and all general sexvice custemers would recelve increases
in lifeline rates before the required 25 percent rate differentizl
hed occurred. o

The contention of SoCal and CMA that Solal's revenves
and carings would decline to a greater extent uzder the staff's
proposed rate design than under SoCal's decilinimg priority related
ratss is correct.

D.86087 in C.9988 dated July 13, 1976 sets zorth, on an
interim basis, lifeline volumes necessary to supply the minimum
energy needs of average residential users for cooking, water heating,
and space heating, by season and by c¢limatic zomes on an individuzi
basis, on metered units of multi-unit complexes, an on unmetered
units of multi-urit complexes.
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CMA argues that Commission implementation of broad socidl

licy is improper wherxe such actlion requires it to abandon its
regulatory responsibilities in the establishmwent of just and
reasonable rates; that such rates must be set and allocated to the.
various customer classes on the basis of cost-of-service; that
the staff has incorrectly concluded that the Commission has rejected
cost-of~sexvice in the setting of rates; that the extreme peak~day
method most accurately reflectc cost incurrences among the verious
classes of customers secved by SoCal; that the rates prepesed by
the staff for lifeline usage are not compensatery on any sllocation
basis; cthat the cost of providing 75 therms, excluding return and
taxes, 1s greater than the billing for that sexrvice at staff proposcd
rates uncer cither the base supply and load equation method, the
cecincident extreme peak-day metnod, or the annual average-day
metiacd; and that rates proposed by SoCzl and the staff which £2il
to meke any contribution to return necessitating increased rates
to other customer classes in order to make up the revenue defizit
not only £ail to meet the test of veing just and reasonable but
create an unlawful discrimination affecting SoCal's other customers;
that such discrimination exceeds the limits of the Commissioa's
discretion to make economic classifications and set rates based
cbereon;'tbat even if these rates were lawful they are certainly
act prudent and in the best interests of SoCal or its ratepayers;
that the 1lifeline quantity proposed by the staff is both too large
and a2pplicable to too many customers due to the failure to set up
2 ¢efinition of residential customers. CMA recomwends that life-
line be offered on a separate schedule on a voluntary basis and that
the rate for usage above lifeline have a very steep inversion similax
to the structuring of Sofal's terminated G-10 schedule so that a
customer would find it less expensive to purchase quantities above
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the lifeline amount under the normal general service schedule, aad
that the revenue deficit created by lifeline rates bz absorbed
by other than lifeline firm genexal service customers te better
maintain existing class relationships and help focus customer
attention on the cost of usage above lifeline.

CMA believes that all customers would nmot receive the
same conservation signal uader the staff proposal nor dces it
believe thet it is particularly desirable that they receive the
same signal; that the magnitude of the comservation signal received

by various customer classes should be proportional to the cost of
sexving those classes.

£tMA contends that valuc of cervice consideratioas are
inappropriately used by staff to justify increesed isterruptible
rates; that in D.55614 dated Septembexr 24, 1957 in PGSE's A.3866€8
the Cormission refused to increase gas costs due to competitive’
factors (an increase in fuel oil costs) but sprecad the rate increase

on g cost basis, which included an iacrease in the interrzuptible
rate; that in A.38668 CMA argued that a fuel oil cost escalator
is a competitive factor to enable the utility to market its gas
and that the market value concept represents a ceilling on 2 price,
not a floor; and that the Cowmission refused to raise the celiling
on PG&E's fuel oil escalation clause to place all of the increase
on PGSE'S xnterruptible customers.
We again note that we have never adopted any gzven
Llocation method for SoCzl. Tae base supply and
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load equation method,which SoCal contends 1s the best allocation
method for its operatioms, contains allocations of purchased gas
on a demand and on a commedity basis. This meXely represents a
formalistic restatement of the charges included in SoCal's purchased
gas expenses. SoCal's potential demands are f£ar in excess of the
quantities its suppliers can meet. They are not supplying coatiracted
quantities. SoCal would buy quantities in excess of contrace
‘quantities if they were available from its out-of-state suppliers.
There might have been a true demand cost at the time PLU executed
the corntracts, but at this time all puxrchased gas costs are in
essence commodity costs with the exception of pe-kzné 830 ;urcb sed
from Ca_zfo*nza suppliers.

The General Services Administration (GSA) contends that
the Commission's cleaxr intent to provide a master-metered military
housing with a quid pro quo in rates is evidenced by the language
in D.83160 where we noted that there is a cost differential advantage
to large master-meter customers supplying 2 number of aousing units
because most of their consumption is purchased at the tail block rate;
thet 1f SoCal were to own and operate a system which provides a
netex for each separate housing unit, the average bill per unit would
be higher; and that this differential in cost per housing unit weuld
offset or exceed the cost of operating and maintaining a private
distxibution system. GSA contends that the purpose of the lifeline
concept is to help the poor or small volume users and o promote
conservation; that in this scnse lifeline is the antithesis of cost
related pricing; that lifeline is an income distribution method
rather than a pricing system; that the Commission could restrict
recovery of lifeline sale deficits to the residential class only or
to all classes of customers; and that if the Commi.ssion restricted
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recovery to the residential class, it has the option of extending

the basic flat lifeline charge to all lifeline billing units or could
restrict that rate to those demands not surpassing the basic lifeline
entitlement by disqualifying the customer for amy lifeline benefits
if his monthly consumption exceeded the lifeline entitlement.

GSA raises questions ¢oncerning the adequacy of the life-
line volumes and requests an in-depth study, which was carried out
in C.9988. GSA recommends that the extra costs of providing
residential lifeline benefits £all on large volume xesidential
users only because spreading the surchaxge over all billing couid
result in lowering residential bills which could frustrate cons2rva-
tion efforts. GSA proposes that separate schedules by customer
classification be utilized in lieu of an outmoded all purpose schedule
concept. GSA requests that master-metered military housing be
afforded the same rate treatment proposed by staff for multi-fumily
dwellings. GSA recommends that since interruptible sales do not
satisfy the function they once performed, there is no reason to
artificially restrain prices from floating to a true market or replace-
ment cost price; that after stripping away the sophistry of alloca-
tion it is recognized that interruptible volumes do.in fact use capac-
ity, and therefore should make a certain contribution to fixed costs;
and that equity as well as the econowmics of the gas industry dictate
‘that interruptible volumes be priced at a true cost reflecting
present market conditions.

LB -~ SeCal Dispute ‘ _

LB showed the difference between the demznd~commodity
relationships under which it purchases gas at wholesale vis~-a-vis
SoCal's other wholesale customer, SDGS&E. LB supplies a much greater
proportion of its total gas deliveries with its own supplies compared
to SDG&E. LB pays higher demand and total costs per be‘than does
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SDGEE. LB's witnesses testified that an analysis either on & cost-
of-service basis or on a comparative basis with SDG&E shows that it
is entitled to a lesser increase in rates.

LB also seeks a finding that there was a deficiency of gas
deliveries by SoCal to LB as a prelude to negotiations between L3
and SoCal to establish an appropriate amount of compensation.

SoCal argues that LB is attempting to interpret the SoCal-
LB service agreement phrase "shall not exceed the equivalent of
42,500 Mcf per day" to mean ""shall equal the equivalent of 42,500 Mcf
per day" and that LB attempts to reinforce this interpretation by
reference to an entirely separate section of the service agreement
which provides for makeup volumes arising due to an entirely
different reason, an oversupply of LB's own source of gas; that.
deliveries of makeup gas were made in 1971-1972 and 1972-1973 strictly
on a best-efforts basis in order to treat LB equitably with SDG&E;
that during those periods SoCal was delivering to SDG&E in excess
of a 100 percent load factor; that im no manner do these best-effort
deliveries to LB support the contention that SoCal was under an

obligation to make such deliveries; that LB's argument that it was
- not until 1974 that SoCal stated that it was not obligated to
deliver the annual contract amount refers to its letter of October 16,
1974 which was written during the time consideration was being given
to the appropriateness of continuing the SDGE&E "£loor" in Phase II
of A.53797; and that in light of SoCal's position in A.53797, which
was subsequently supported by D.84512, and the worsening gas supply
situation, it denied LB's request for 3 credit related to
alleged deficient deliveries for the prior comtract year. Solal
claims there is no basis for LB's claim for indemnity for failure

to meet an obligation that never existed and that LB's rates. should
reflect the system average inczease.
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CMA concurs with SoCal that no reduction in a G-60 xate
is justified. CMA argues that a reduction in system load factorzé
does not nccessarily indicate that a reduction in the demand chaxge
is justified; that it is necessary co look at the cause of LB's
reduced load factor, which is going down due to parity treatment
of interruptible curtailment accompanied by increased firm require-
nents; that the demand charge which LB pays is related to its right
to demand gas on peak-days to supply its firm load; that L3's right
~ is not diminished by interruptible curtailment and consequently the
charge is still justified; that LB's daily contract demand amount
is nmuch higher than its contract amount while for SDGAE th; two are
the came, which means that LB can demand relatively g*eate* voLumes
of gos to meet its peak requirements and this ic a further illus-~
tration of its lower load factor; that LB ¢an expect Lo rcceive
a higher proportion of its annual contract amount than can SDGLES
and that given the parity treatment of interruptible deliveries to
LB and SDG&E this indicates that LE has a greater overall higaerx
priority of service on its system than does SDGS&E and LB's xates
should reflect these differences.

LB contends that its load factor is not a function of the
demand charge in the G-60 schedule and that L3's demand charges
are based entirely on its level of service. LB's estimated amnucl
load factor is 48.5 percent compared to SDG&E's 72.9 percent annual
load factor.

24/ The ratio of average daily demand durxng a year and the
contract demand.
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Section I1I.B of the SoCal-LB service agreement provides
for £irm parity in the event of a gas supply shortage. This

provision has never been implemented. Section IX.C of the contract
provides in part:

"L. ... It is the general intent that curtailment
by Buyer of gas for resale to steam plaats
shall be integrated with curtailment of sales
of Seller aad its affiliatelS/ to steam plants
and other large interxruptible customers....

... Deliveries of gas to Buyer hereunder for
resale to interruptible industrial and commer-
cial customers other than steam clectric
generating statfons shall be integrated with
delivery and curtailment of gas to similax
interruptiole industrial and commercial customers

- oyt

of Seller and its said affiliate on a volumetric
basis...

... Curtailment of inzerruptible sexvice by
Buyer hereunder shall be effective only during
such time as Buyer shall be receiving some
natural gas hercunder from Sellex."

LB has not contended thot there was a period of time during
which it received no gas from SoCal. In the event that LB procuses
large additional increments of supply and is in 2 position to meet
all of its demands during a portion of the year without xeliance
on SoCal, it would be undesirable to afford LB the opportunity €O
deliver volumes above that which it could deliver by reason of the
interruptible parity provisions of its contract and to rely on
SoCal for seasomal or peak demands. Section II.C.3 should be
deleted from the contract.

The daily contract demand set forth in SoCal's gas service
agreement with LB was increased from 42,500 Mcf to 72,000 Mcf

25/ Southern Counties Gas Company which was merged with SoCal.
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between December 1, 1969 and Decembexr 1, 1975. The original contract

executed in 1961 provided for 50,000 Mcf per day. Section I of the

current contract states in part:

”Amzél Daily Contract Demand and Annual Contract Quantity.

The daily contract demand celivery rate shall be a
maximum of 72,000 Mcef Eer day commencing with the
first day of December 1975, and deliveries during the
contract year December 1 through the succeeding
November 30 ('amnual contract quantity') shall not

exceed the equivalent of 42,500 Mcf per day taken
each day of the contract yeax... ‘

% Kk

"D. ALl of Seller's obligations to sell and deliver
gas hereunder shall be subject to..., the available
natural gas supply, and such other limitaticne
as are set forth in this agreement. However, Seller
now believes that it is in a positicn to make delivexry
of the quantities of gas called for hereunder and
expects to keep itself in such position during the
term hereof...

* k%

"F. If during the contract year December 1, 1975
through November 30, 1976, Buyer is required to
reduce its xeceipts from Sellexr below its annual
contract quantity in order to maintain parity of
curtailment with the gas system of Seller and its
affiliate, and solely to the extent that such reduction
in receipts is occasioned by a temporary excess of
local own source gas available to Buyexr, Buyer shall
have the right to take deferred delivery of such
volumes in excess of its annual contract quantity
at the regulaxr commodity rate then in effect at any
time mutually agreeable to the parties within the
contract year following such reduction in receipts.”

26/ Prior amendments bad a similar text but different daily
contract demands and different dates.
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Cost allocation may bave been a major consideration in the negotia-
tions leading to the drafting of the SoCal-LB service agreement
but the Commission was subsequently requested to and authorized
increases in LB's rates to yield the same percentage increase in
revenues to LB as to SoCal. Even if the oxiginal rates represented
the application of an adopted cost allocation method, authorization
of rate increases on an average percentage inmerease basis constitutes
departure from that cost allocation method. 1B desired the
mﬁltiple commodity rates in the past so that it could wheel gas
through its system to Edison at a profit. The usefulness of this
rate structure to LB went out with the decline in gas availzsble
fer resale to Edison.

In the context of declining gas supplics the parallel
curtailment of LB and SoCal assumes a dominant role in the service
agreement. The annual contract quaatity is for all practical
purposes a ceiling on SoCal's commitment to supply gas to LB on a

firm basis in conjunction with LB's own gas supply. SoC2l &

providing gas for interruptible uses under parallel curtailment
provisions.

1B's annual load factor of 48.9 percent requires SoCal
to provide a greater relative peaking and seasonal load to LB
compared to SDG&E, with an annuzl load of 72.9 perceat, for each
Mcf of contract demand. There are expenses incurred by SoCal in
meeting these demands which should be reflected in rates. LB should
not receive a lesser relative increase in rates than SUGEE.
Discussion

The following actions taken ia D.85354 and D.85397, based
on tbe rate design criteria set forth in D.85354, axe just and
zeasonable and should be retained in the rates authorized herein:
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(1) .All commodity billings should be made on
a therm basis;

(2) Schedule G-10 should be terminated:

(3) Thexe should be a single commodity rate
for gas engine service;

(4) The rate forms for LB and SDGSE should be
continued in effect; and

(5) Air conditioning discounts should be
terminated.

The refund provision set forth in Section E.5 of the
Preliminary Statement should be canceled as of the date the new
rates go into effect since it applied only to the interim rates.
This section states:

"E.5. Refunds of Interim Rate Increases

"Interim increases in rates should be
subject to refund to the customers on a like
basis plus 7 percent interest, to the extent that:

(1) The subsequent total xelief
authorized is less than $M 39,323 or

(2) 1I1f subsequent restructuring of rates
results in some customers’' interim
rates being higher than subsequent rates."

The total revenue increase above present rates authorized
ia this application is $69,590,000 or 8.3 percent. The rates
authorized in this decision increase SoCal's revenues by $17,993,000
above present rates, or 1.7 percent.

The rates authorized in Appendix A incorporate all changes
in SoCal's rates from those at present rates to the effective date
of this decision. The partial rate xelief of $39,323,000 authorized
in D,85397, which includes the increase authorized in D.83881, are
not additive to the increase authorized herein, but are included.
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‘The partial rate relief of $39,323,000 effectively becomes
$51,597,000 when xelated to the volumes adopted in this decision, to
zoning changes, to establishment of master-metered lifeline

schedules and to changes in lifeline quantities. ($17,993,000 +
$51,597,000 = $69,590,000,) -

| SoCal originally proposed that changes im GEDA or im its
PGA made during the processing of this application would not be
considered in the determination of its revenue requirement, but that
any such changes be made additive to the revenue requirement at the
adopted rates. However, the $5,100,000 PGA adjustment related to
SoCal's prior treatment of its ORA occurred after this application
was filed and is not incorporated in the Summaries of Earnings
Tables 1 and 1-A. Since the application was filed, PGA procedure
revisions make it impractical to now restore the $5,100,000 in the
foxrm of a PGA adjustment. The PGA revisioas include elimination of
iifeline quantities from PGA increases and changes in the amount of
gas included in the lifeline exemption, and will be affected by our
adoption of new master-metered lifeline schedules. The total
revenue increase of $69,590,000 authorized in this application, and
shown iz Table 4, is the sum of the $64,490,000 showm in Table 1-4
plus the restoration of the $5,100,000 disallowance ordered in
D.84569.

We are authorizing establishment of GM and GMS schedules
to permit an extension of the lifeline discount to multiple
residential units, It is not appropriate to apply Section E.5.2. of
SoCal's preliminary statement in this situation. Customers

receiving service under GM and GMS schedules are new customers
undexr these schedules.
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SoCal proposed redefining "E" customers, changing the
accumlated "E" customer billing limit from 11 to 20 therms, and
making zoning changes. These changes are reasonable and should be
adopted. Refunds should be made to customers In rezoned areas
pursuant to Section E.S5.2. of D.85397. The anaual impact of rezoning
changes increases SoCal's revenue requirement by $284,000.

The rates adopted herein iz Appendix A will conform to the
specifications of D.86087, Ordering Paragraphs 2, 3, 4, and 5.

The HR offset £iling should be filed at the earliest
possible time, no later tham December 1, 1976 to perm:.t an adequate
review,

The staff rate design gives consideration to the lifeline
concept. It containsan inverted rate structure in which consumption
above the lifeline quantity is priced at higher unit commodity charges
than is consumption below the lifeline quantity. The staff recommends
an ultimate rate design which would equalize the commodity rates fox
all retail service classes with the commodity rate under the genexal
service schedules for consumption in excess of the lifeline quantity.
Table & contains the sumary of authorized increases for test yeaxr
1976. There is no increase for consumption under the lifeline
quantities. The charze to a residential customer in SoCal's Schedule
G-1 Zone 1 with a consumption of 100 thexms per month during the
heating season would decrease from $15.81 to $15.66, a decrease of
0.9 percent. The comparable change for a residential customer with a
consumption of 200 therms per month during the heating season would
be from $30.01 to $29.86, a decrease of 0.5 pexcent.

. In addition to the above changes in rate design we will
adopt the lifeline rates set forth in D.86087 and we shall increase
rates by increasing tail blocks only, except for wholesale customers.
After increasing wholesale rates by the system average percentage
increase, we shall increase the lowest tail block (intexruptible or
firm ¢lasses) until it is at the level of the next lowest tail
block, then increase those tail blocks umtil they are at the level
of the mext lowest tail block and so forth umtil tail blocks are
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eliminated., As a practical matter, the rate Increase authorized in
this decision is not sufficient to eliminate all tail blocks. This
procedure conforms to our rate treatment of PGE&E in D.84902 dated
September 16, 1975 in A.54279, and D.86281 dated August 24, 1976 in
A.55509, wherein we increased tail blocks to the extent possible

to equalize and/or eliminate them.

In an earlier SoCal offset rate increase proceeding we
spread the increase to the wholesale customers by the system average
increase pexr therm and to the other classes of service on a uniform
cents-per-thern basis, excluding lifeline quantities. (D.86048
dated June 29, 1976 in A.56540.) 1In this decision we shall modify
that rate design to conform to the rate design authorized for PGEE.
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TAZLE &
SOUTEERN CALIFORNIA GAS COMPANY

Summary of Avthorized Increases
Test Year 1976

H Rev.
¢ Adopted
: Adopted @ Sales

Sales : Fresent

Class of Sexvice : MMef :Rates Mo

Avthorized _/ tAvg. Rev. :Avg. Rev.
In¢rease : After : After

Anount :Per-: Cents :Inc. Cexts:Izc. Cents

MG :cent:Per Mef: Per Mef :ler Thernm

A AF 98 an MN

" an MM N

Generel Service

1ifeline 173,548 $316,8k3 ¢ ,967—/ ...9% 3. L¢ 186.0¢ 17. 67¢
Nonlifelire 267 228 287 sS40 111. -

Subtotal LLO, 770 @I,%B

Gas Exgine 7,142 6,343
Regular Interr. b/ 198,365 157,085
Steam Plat. Elect. 18,311 11,813

WholesaleP./ 7%ﬂ72 sgzoqg,
Subtotal T » 3 3 » 717

Other Opr. Rev. N.A. 2,47
motal RCV- N'.A. l,d-92

a/ Includes offset restoring ORA disallowance
in D.8L569. : '

Zacludes ter gas.

D.83881 4in A.55117 awarded an offset increase
effective 1/1/75 on a percentage-of-revenue
basis to all clasces, prior to estadlishnment
of lifeline levels. The 35,967,000 is “he test

year revenue ellect 0f the increase authorized
ir D.53881.

MS 64,490 authorized increase - Table L-A,
plus M$ 5,100 due to restoration of 2GA
ORA disallowance, see text for explenaticn.
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TABLE 5

: M M3 s
Mth :Fev. at : Increasge ' :
Sales :Decisign:at Decision: #/Tn | jrPercent
Classification . Volume :Ratect/ : Rate 1 Increase= :Tnoregse:

Cenersl Service

Lifeline , 1,826,887 322,810
Non-Lifeline
G-1 thru G=5
Tail Blocks 897,645 98,298
Other 1,901,169 200,148

Gas Engine (G=45) 75,348 7,966

Regular Interruptible
(6-50, 502, & 537) 2,092,75L 199,742

Teility Electric
(c-58) 193,181 15,3L4

Wholesale
(G-60 & 61) 841,595 63,99

Due 40 Rounding Rates - 3

Totel 7,828,576 908,307
(Red_Fizure)

1/ Does not include GEDA axnd PGA increases to
10/1/76.

2/ 1Increased rates due to this decicion only.
Does not include interim increases.

3/ Based on present revenves st 8/1/76 rates
inecluding interim and all GEDA and PGA
increases to 10/1/76.
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D. MODIFICATIONS TO PURCHASED GAS ADJUSIMENT CLAUSE

SoCal witness Stanley testified that he deducted SoCal's
ORA from taxable income in 1976; that this treatment is a full flow-
through of the benefit to its ratepayers; that the Commission
reduced SoCal's 1975 gas offset request in D.84569 dated Jume 17, 1975
in A.55676 by $5,100,000, SoCal's estimated 1975 ORA; that if the
Commission does not allow it to collect the £full offset, 4t will suffer
a double deduction for the ORA. As mentioned, since rates determired
herein are based on a revenue requirement increased by $5,100,000 no
PGA revision is necessary.

D.86048 dated Junme 29, 1976 in A.56540 modified SoCal’s
PGA to include the following provision:

“The semi-annual April and October revision of the
PGA shall include an adjustment to offset any over-
or under-collection of gas costs for the six-month
period ending three months prior to the requested
effective date of the mew PGA."

Prior to the issuance of D.86048 SoCal had to absorb all of the
downside risk relating to recovery of offset revenues in the PGA,
i.e., 1f differences in the gas mix and pricing from that predicted
oceurred and there was a revenue deficiency in the authorized offset
SoCal absorbed that deficiency. If there was a surplus of revenue
realized from the PGA, SoCal was obligated to refund the over-
collection, with interest. The mew adjustment account of accumulated
over- or undercollections from SoCal's PGA is in keeping with the
energy cost adjustment clause adopted im D.85731 dated April 27, 1976

in C.9886, the Commission's inmvestigation into electric utility fuel
adjustment tariff provisiouns.
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SoCal's PGA contains a provision that "PGA increases are
subject to refund and reduction i£...(3) the end of year temperature
adjusted rate of return exceeds the zuthorized rate of return up
to the amount of the authorized increase, ... " Exhibit 36 shows
that there would be a difference in zevenues of $28,939,000 at
present rates between a hot year and a cold year and that this
overall inerease would be decreased to $16,204,000 at SoCal's proposad
rates. The revenue shift between 2 kot and a cold year for gemeral
sexvice schedules is $92,159,000 at present rates and $105,591,000
at SoCal's proposed rates. The major revenue shift results from
changes in firm use, related to temperature differences, waich
results in either more or less gas being available for salie to
SoCal's regular. interruptible (including utility electric generaticn)
and to its wholesale customers for their interruptible uses.
Interruptible and wholesale deliveries are sold at lower unit costs
thon zenmexal serviece. This situation will continue although the
Sifferential world be reduced. If there was a colder than normsl
year, SoCal's revenues under its present znd proposed rates wouid
increase both on a gross and a net basis arnd would result iIn an
increzsed rate cf return. The above quoted tariff provision weuld
srevide for refunds on an average temperature year basiz. Sclal is
faced with the possibility that during an actual hot year its
reveates would decline and its rate of return would drop below
that authorized due to Increased sales to interruptible and wholesale
customers at iower commodity rates, and SoCal would be faced with the
possibility of having to meke refunds when its revenves are adjusted
on 2n average temperature year basis.
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SoCal should not have to pay refumds due to its earning
a rete of return in excess of that authorized. In fact its retum
is below that authorized. The temperature related shift of gas
from customers coverad under the lifeline exemption tovintefruptibleA
and wholesale customers would be relatively small compared to the
shift of gas from firm customers using amounts adove lifeline
quantities. Tae magnitude of the revenue shifts and changes in rat
of return related to the PGA are declining. Centinuation of the
temperature adjusted rate of returm clause is inconsistent with our
treztment of the electric utility emergy cost adjustment clause and

f"—" -

Dals provision shiould be deleted from the PGA.
Other Matters

Exhibit 94 shows SoCal's estimate of increased costs
associated with recent expansion of regulatory reportirs requirements
related to the FPC end-use priority system, to C.9¢4Z, So weports
supplled o the Energy Resources Comservation and Devalopmaat
Comnicsion, and to reports to the Federal Emergy Admislicstration.
These estimates were $147,000 in 1974, $509,000 in 1975, and $252,000
in 1976. SoCal anticipates that further expansion of its »epertirg
activities may be necessary. SoCal's witness testifled thet many of
these requasts nover the seme general area of inquiry bzt each scems
to have a slight twist of its own requiring a totaliy Jifferent '
program. He expressed the desire that the invelved agencies get
together to avoid unnecessary overlapping in informaticn gathexing.
we comcur., Our staff should consult with other affected governments
agencies to standardize data requests in areas of xutual comcern.
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 In the event that Solal is successful in obtaining
additional gas supplies for electric genmeration purposes to mitigate
adverse air pollution effects these additional volumes of gas should
be priced outside of the normel rate schedules on an incremental

cost basis including transportation charges, taxes, and the cost
of gas.

Findings of Fact

1. SoCal originally requested a general imcrease in rates
of $151,450,000 above the rates in effect om October 1, 1974. During
the course of the proceeding SoCal modified its exhibits to show
that an increase of $118,609,000 would yield the 10.25 percent
return on rate base requested.

2. 1Tt is reasomable to adopt the staff's TW and EP gas supply
estimates and SoCal's California and offshore gas supply estimates.

3. The adopted estimates in Tables 1 and 2 of operating
revenues, operating expenses, and rate bases of Solal and PLS for
1976 test year sales of 744,366 M?cf are appropriate to determine
SoCal's gross revenue deficiency under present rates. Present rates
as defined for purposes of this order are those effective as of
October 1, 1974, excluding that portion of the rates relating to GEDA
charges of 0.061 cents per therm, and including the November 1, 1974
G-61 and December 1, 1974 G-60 wholesale gas service agreement
adjustments between SoCal, SDG&E, and LB. Except for the $5,109,000
reduction of SoCal's offset im D.84569, all other rate changes which
have occurred since that date should not be utilized in chg revenue
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deficiency determination, including the reduction oxdered in D.86118.
Tabl.e I includes the expenses attributable to the HR Storage Tield
and SoCzal's rate base, including interest during construction during
test year 1976 attributable to HR, on an as expected basis.

4. An allowance of $7,244,000 for SoCal’s 1976 sales expense
is reasovable for comservation programs; this amount includes
$2,500,000 for advertising expense. In ASG expenses, $7£0,000
7.5 a reasonable allowance for public xelatioms activities including
safety information. SoCal should test the efficiency of its
consexvation programs and of its programs to inform the public of
the cost impact ¢ new sources of energy to maximize the impact of
its programs within its budget.

5. SoCal's earnings undexr present rates from its operatioms
during the 1976 test year produced a rate of return of 5.62 percent
on a rate tase of $921,933,000. |

6. A xate of return of 8.2 pexcent for the PLU cystem is
just and reasonable to arrest SoCal's erosion of ezrnings and to
materially improve its financial performance, to enhance its ability
to raise additiomal capital required for fimamcing its continuing
censtruction programs, (which are required to provide peaking and
season locd requirements), to provide better investor acceptance
of SoCzl's and PLS's securities, and to reduce the risk of derating
SoCal's and PLS's securities. A corresponding return on common.
equity under the adjusted capital structure would be 12.0 percent.
Thiz xate of return determination is based upon imputing PLC
preferred stock to PLU and the use of end-of-year capital ratios.
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7. The 1ITC treatment adopted for computation of income taxes
and in the rate of return determination is reasomable.

€. A fixed rate of return of 8.8 percent on its rate base
of $225,941,000 is recasonable for PLS for application in its cost
of service tariff.

9. The rates and charges authorized herein are just and
reasonable and present rates and charzes, insofar as they differ
therefrom, are, for the future unjust and unxreasonable.

10. SoCal is ectitled to an increase of $69,590,000 in gross
annual revenue to raise Iits test year rate of return from the
present 5.62 percent to the 8.8 percent found reasonable. This
increase includes the restoration of the $5,100,000 deleted
from Solal’s PGA increase in D.84569.

11. All classes of sexvice, excluding sexrvice provided under
lifeline, should bear a portion of the required revenue increase.
Table & of the foregoing opinion shows the amoumt of increase
authorized herein, by class of service. The rates authorized by
this Commission, set forth in Appendix A hereto, reflect a £air
snd reasonable apportiomment of the authorized increase to the various
classes of service. The rates contained in Appendix A incorporate
the net authorized changes in SoCal's rates from tkose included at
present rates to October 1, 1976, including the effect of the paxtial
rate relief of $39,323,000 authorized in D.85397, which includes
the increase authorized in D.83881. The partial rate relief of
$39,223,000 effectively becomes $51,597,000 when xelated to the
volunmes accepted herein; consequently, the additional increase
authcrized by this decision is reduced by $51,597,000.

12. This decision will increase revenues by approximately
$17,993,000.
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13. We will fully implement rates based on the 1ifcline
criteria in D.86087 at this time.

14. New multiple residential schedules GM and GMS should de.
authorized to extend lifeline bemefits.

15. SoCal should vigorously pursue its insulation progzan.
Revenues received by SoCal through its insulation program should
be included in other operating revenues.

16. SoCal should be authorized to make an offset £iling to
include the full effect of HR in its operating plant as of
Janvary'l, 1977, providing that its £iling is made on or before
December 1, 1976.

17. The reduction in SoCalls rates to deduct the 1975 ORA
2llowance should be rescinded.

18. Refunds should be made to customers ia rezoned areas
pursuent to Section E.5(2) of D.85397.

19. 1In the event that SoCal is successful in obtaining
additional gas supplies for electric generation purpcses to mitigate
adverse air pollution effects these additional voiumes of gas
should be priced outside of the normal rate schedules.

20. If SoCal and/or PLS sell gas transmission £acilities
to Sohio, SoCzl, and/or PLS should provide sufficient information

to the Commission to ascextain whether or mot a rate adjustment is
necessary. ‘
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21. SoCal should report in detail on its comservation program
as part of the reporting mechanism in C.9584. The Commission's
conservation team should review those reports and advise Solal
of its objections to any aspect of the program. The cost benefit
relatiouships should be shown for all program clements. SoCal
should phase out industrial or cooperative advertising support.

22. SoCal should be guided by our comments and guidelines
concerning its own R&D program and of the AGA RED program it supports.
SoCal should comnsider future projects suggested by the staff
evaluation of its conservation prozram inm C.9642 in planning future
R&D programs. SoCal should continue to supply the staff with data
on existing and proposed R&D projects and should indicate whether
the activities would assist in its conservation efforts, in its
environmental efforts, or in improving its operations. The staff's
evaluation of these current and proposed projects saould be performed
and the staff should prepare a memorandum to the Commission with its
preliminary recommendation of the R&D projects for ratemaking purposes.
SoCal sihould be advised of the result of such evaluation.

23. 1B should receive a system averaze increase in rates.
Section II.C.3 should be deleted from the SoCal~lB service agreement.
24. If SoCal desires to continue to receive legal services,

tax audit services, and gas supply finance services for PLG, it
should keep adequate time, payroll, and expense records for all thae
services performed where allocations are made to SoCal or PLS, or to
entities financed by rates established by this Commission, e.g.,

the GEDA adjustments. These records should not only specify service

to SoCal but should indicate the nature and identity of the work
periormed.

25, The free footage incentives for nonessential gas uses
which were not mentioned in the lifeline lezislation, i.e., for
clothes dryers, air-conditioning equipment, garbage incinerators,
and gas refrigerators, should be eliminated.
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26. When the activity of a FLC subsidiary is fineonced by
Tates established by this Commission expenses associated with such
activity should be reported to the Commission.

The Commission concludes that the application should be

granted to the extent set forth in the following order and iz all
other respects denied.

IT IS ORDERED that:

1. Southern California Gas Company (SoCal) is authorized to
file the revised tariff schedules with changes in rates, charges,
and conditions as set forth in Appendix A attached hereto, and
concurrently to cancel its present schedules for gas service. Such
filing shall comply with General Order No. 96-A. The effective date
of the new and revised tariff sheets shall be one day after the date of
£iling. The new and revised schedules shall apply only to service
rendered on and after the effective date thereof.

2. SoCal shall:

a. Vigorously pursue its insulation program. Net
revenues after expenses received by it through

its insulation program shall be included in other
operating revenues. :

b. Be authorized to make an offset £iling to
include the full effect of Homor Rancho in
1ts operating plant as of Jamuwary 1, 1977,

providing that its £iling is made on or beforxe
December 1, 1976. ,

-120-
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¢. Price outside of the normal rate schedules
additional volumes of gas for electric
generation purposes to mitigate adverse
air pollutiom effects.

d. Provide the Commission with sufficient
information to ascertain whether a rate
. adjustment is necessary in thke event SoCal
l and/or Pacific Lighting Service Company sell
‘” gas transmission facilities to Sohio
Transportation Company of California.

e. Report in detail on its conservation prograwm
as paxt of the reporting mechanism in Case
No. 9884. The cost benefit relatiomships
shall be shown for all program elements. |
SoCal shall phase out industrial or cooperative
advertising support. The Commission's
conservation team shall review those
reports and advise the Commission and Solal
of its objections to any aspect of the
consexvation progran.

£. If it desires to continue to receive legel
sexvices, tax audit services, and gas supply
finance services from Pacific Lighting
Corporation, keep adequate time, payroll, and
expense records for all other services performed
where allocations are made to SoCal or Pacific
Lighting Service Company or to entities financed
by rates established by this Commission, e.g.,
the gas exploration and development adjustwment.
These records shall not only specify service
to SoCal but shall indicate the nature and
{dentity of the work performed.

g. Report expenses associated with the activity
of a Pacific Lighting Corporation subsidiary
when such activity is financed by rates
established by this Commission.
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3. New multiple resideatial schedules G and @5 are authorized
to extend lifeline benefits. '

4, The modifications to the puxchased gas adjustment clause set
forth in this decision are adopted. \

5. SoCal shall be guided by our comments and guidelines
concerning its own research and development programs and of the
American Gas Association's rezeaxch and development programs it
supports. SoCal shall comsider future projects suggested by the
staff evaluation of its conservation program in Czse No. 9642
in plamnning future research and development programs. Solal shall
continue to supply the staff with data on existing and proposed
research and development projects and shall imdicate whethexr the
activities would assist in its comservation efforts, in its
environmental efforts, or in improving its operatioms. The staff's
evaluation of those current and proposed projects shall be prrformed
and the staff shall prepare a memorandum to the Commission with its
preliminary recommendation of the R&D projects £or ratemaking purposes.
SoCal shall also be advised of the result of such evaluation.

6. Solal shall cancel Section E.5 of the preliminary statement
in its tariffs effective the date that the rates in Appendix A are.
effective. |

7. Refunds shall be made to customers in rezoned areas
pursuvant to the preliminary statement provision in (Section Z.5(2))
authorized in D.05397. |

S. The free footage incentives for nonessential gas uses
which were not mentioned in the lifeline lezislatiom, i.e., for
clothes dryers, air-conditioning equipment, garbagze incinerators,
and gas refrxigeritors, shall be eliminated. Within thirty days of
the effective date of this order SoCal shall £ile revised tariff
pages eliminating these £ree footage allowances. | |
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9, The city of Long Beack shall recelve a system average
increase in rates. Section II.C.3 shall be deleted from the
SoCal-Long Beach service agreement.

The eEfect:we date of this order is the date hereof
Dated at Sen_Frapelaco , California, this a %
, 1576,
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RATES

G=1 -2
Non-Lifeline  Lifeline Norn~lifeline

Lifeline

Mo. Charge

First 30 therzs
Kext LS therms
Nexct 925 therwms
Over 1,000 therws

$ 3.13226
1L.760¢
11.7604

N.A.

$ 3.13226
12.782¢
11.760¢
1h.202¢
13.698¢

$ 3.17870
13.031¢
12.272¢
12.1.72¢

N.A.

$ 3.17870
13-O3l§
12.172
1L.6144

13.698¢4

G=3 G-L
Nonlifeline Lifeline NoneLifeline

$ 3.21949°
13.562¢
12.599¢
15.061¢
13.698¢

G=5
Non-liteline

Lifeline

' $ 3.30431
14.463¢
23.112¢ 13.212¢
13.112¢ 15.554¢
Nk 13.698¢

$ 3.215L9
13.562¢
12.5994
12.599¢
N.A.

Mo. Cherge

First 30 therms
Next LS therms
Next 925 therms
Over 1,000 therms

$ 3.30k31
14.463¢

Lifeline

Mo. Charge
First
Nexy
Next 925 therms
Over 1,000 therms

$ L.19873
30 therms 16.01
LS therms 13. Sg%

$ L.19873
16.01 i
13.5
16.0384
13.698¢

N.A. - Not applicable as lifeline allowances do not
enter the over 1,000 therms block.

G=45, G=50, G=50T, and C-537

3.5
N.A.

G~-30

(Charge per lamp
per month)

$1.88
2.27

2
~.
H

er less
Lo ef/nr
9

-

.99 ef/ar 2.TL
.99 ef/rx 3.19
.99 of/nx 3.
49 of/nr L.57 -

.00 ef/nr 5.70 o
over 10 of/hr 0.5%

CALL usage, per tﬁerzp - 13.6098¢

883843%

»
S LI A I R I |

&3¢

All usage, per million Btu - 136.98¢
G=50 G-61

/

[~

SJQ\JI {:":ONNP
L]
s \Nn
o
Hgﬂ WD

¥

Mo. Dermend Chg. per Mcf of Dally Contract
Denmand

Commodity Charge per tnit shown .
Minimum snnusl cherge for additioral
peaking demand ‘ ‘

Additional peaking demand ges -
commodity charge

$ 3.0136 $ 2.2217
9.T2lf per therm 97.65¢ per MVBtu

$205,000 $317,000

llT.h?gf per MMELu
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AFPENDIX B
Rate as of October 1, 1976

G=-1
Non-Lifeline

$ 3.13226
12-782¢
11.760¢
1k, 202¢
13.58 ¢

G=2
Non-Lifeline

$ 3.17870
13.031¢
12.172¢
1L.610¢

13.58 ¢

G-k
Non~Lifeline

$ 3.30L31
1L L3¢
13.112¢
15.55u¢
13.58 ¢

Lifeline

$ 3.13226

Lifeline

$ 3.5.7870
13.03%¢
12.172¢

Mo. Charge
First 30 therms 12,.782¢
Next 45 therms  11.760¢
Next 925 therms ———

Over 1,000 therms

=3
Non-Lifeline

$ 3.21949
13.562¢
12.599¢
15.0L1¢

13.58 ¢

Liteline

$ 3.2194%9
13.562¢
12.599¢

Lifeline
$ 3.30431
14,4634
13.112¢

Ma. Charge

First 20 therms
Next - L5 therms
Next G625 therms
Over 1,000 therns

G5

Mo. Charge

First 30 tberns
Next 45 therms
Next 925 therms

Lifeline

Non=-Lifeline

$ 4.13873
16.018¢
13.596¢

- mman

*ear
13.59%6¢
16.038¢

Over 1,000 therms 13.58 ¢

G~30
{Czarge per lamp
per month)

$1.85
2.23
2.67
3.1%
3.7
%.50

G5, 650, G=50T, and G-53T

cf/ar or less

All usage, per therm - ‘12.89h¢

NV Ew PP
3888%88

6-58
AL usage, per millisn Btu - 128.5u¢
60 ' G621,

- 50 61
f 0.68

3

c

Mo. Demand Chg. per Mef of Daily Contract . S
Demand $ 2.0691
96‘°§ ¢ 25ee
$294 ,000

$ 2.7624
9.565¢ per therm

$190,000

Commodity Charge per unit shovm
Minimum azpual charge for additional
Peaking demand
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M8

Authorized increase - see Table 1-A 6L ,keo
CRA restoration from PGA 5.100

Total authborized imcrease over 10/1/74 ,
gee Table L 59,590

Zffect of incresses authorized in H.8535L
and D.85397, effective 1/1/75 and 1/27/75 (5L597)

Net revenue increase of this Cesision 17,993

Adjustment Due To Changes In Rate Desipgn Since
10/1/74 Necessary To Achieve The 317,093 Net Revenue Tnoresse

Adjustament L-restores Loss due %o rezoning
Adjustment 2-restores losc due o GMS discount

Aljustment 3-restores loss due to D.86087
lifeline levels

Increase for rate design purpeses only

(Reg Figure)




company regulation: the accuracy of cupply ostimates
and the. question of how the Commizsion should deal wish
the Lflerent estimates in'sectting ratez. The possi

that gas will become adbundanstly availadle or

e
adn b b

*

cue +to éonditions outside the control of the utility o
¢ prodlem. No one (the customer
1%y) 415 well served by whatever short—ters

gadns oceur 1 the adopted estimates prove %o be signil~

lcantly erroncous Under present p

erroneous estimate ¢an involve a; z sum of money -

far more than is involved 1 other issues combined.
in a« on, we cc’ that the the orig;nal
dralft opinion 15 unsatiszfactory on zeveral cruciel 1zsues -
including potential phantom taxes, promoticnal 2dvertising,
pubiic relations.  We have modified that draft to make’
adjustaents for unjustified promotional expenditures and
vO take Into account the effect of tax pr’vilcggé‘on‘the

risk experlienced dy the company and on it appropriate -

rate of return. The net effect of theee adlustments 43

to reduce the revenue increase from 2 proposed $27.7 million
to 318 million. . Obviously, this belatéd method of opinion~
wrlting Lo unsatisfactory. We are signing this only because
2t 13 lesz obJectionadle in Zts results than the original
revision. Ve hope all parties will de battew zcrfcd-in the
future by a full, analyvical concideretion of the 1sauca

we have mentloned.
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Decision No. 86595 e
A.55345

COMMISSIONER VERNON L. STURGEON, Dissenting

The 8.8% rate of return and the resultant
12.00% xeturn on équity adopted by the majority are grossly
inadequate. It is apparent that they are inadequate for
the simple reason that a rate of return of 8.8% in 1976
tést yeaf results in a return on equity lower than the 12.35%
return adopted by this Commission in SoCal's 1974 general
rate case (D.83160). Gas supply risks alone in test year
1976 are substantially greater than similar risks iz year
1974. Certainly the need to attract substantial sums of
capital inm 1976 is crucial and will comtinue in that state
as domestic supplies diminish. A 12.00% return on equity,
not having beeh found adequate in 1974, cannot by any measure

become adequate in 1976.

On page 96 of the decision reference is made to
the recent PGEE decision which reads as follows:

"In D.86281 issued August 24, 1976, we
adopted a rate of return of 9.20 percent
for PGE&E (a flow-through utility) equating
to a 12.83 percent return on equity with
an equity capital of about 37 percent. In
doing so we noted that it has been our
experience that investors expect higher
returns in equity £from flow-through utilities
and that on a comparable risk basis PGEE
is entitled to a higher rate ¢of return than
& company which does not £flow-through its
tax savings.” ' .




That statement clearly infers that SéCal is
not a flow-through utility. The fact is that it is such 2
utility. It is a flow-through utility with the exception
of the 6% additional investment credit allowed by the Tax
Reduction Act of 1875. This additional ITC amounts o
$3,000,000 whereas the so-called flow-through ITC amounts to
about $11,000,000.

Even if we accept arguendo the majority's
reasoning that SoCal not being a flow-through utility, is
less risky and therefore investors will expect a smaller
return on equity, such reasoning is specigus because PGEE -

is a combination utility whose risks are fﬁfinitely smaller.

Conclusion:

The rate of return and the return on equity
adopted herein is only attained by inaccurately characterizing
SoCal as a non-flow-through utility and improperly comparing
its risks with those of a combination utility.

In general terms no one is served (the customer

or the utility) by a rate of return and return om equity which

will not provide adequate funds for debt and preferred stock
and dees not allow earnings for common stock equity sufficient

to produce retained earnings for suitable dividends.




In the case of a2 gas utility the problems are
compounded by reasons of the diminishing supply of domestic
gas. SoCal must be allowed earnings to attract sufficient
capital which it will be required to invest in high risk and
expensive supply projects while meeting its regular capital
needs.

An £.8% rate of return and 12.00% return on

equity cannoet provide SoCal with funds sufficient to meet

such requirements.

San Francisco, California 2/// a«’&t;xéZ;Zf:;??ycv\__,
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