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• 
OP'INION .......... ..-,----

I. Introduc~ion 

Southern Califociia Gas Company (SoCal) seeks aut-non t.y 
-:'0 i!lc:-ease its :-ates 't9 provide addi tionaJ. gross revenues of 
S2S9?OB5?OOO for tb.e 12 months ending September ;0, 1978', to· 
o:f'!'set the illcreased cos't of purchased' gas of S3 28' ,.6 50'? 000 under 
i~s approved Purchased Gas Adjus~ent (PGA) procedure and to 

re:.'lec~ a Supply Adjustment Mechanism (SAM) reduct.ion in the 

a=OU!l~ of S39,565?OOO. 
A£ter due notice, public hearings wereheldb~fore 

Administrati ve Law Judge Patrick J. Power at Los Ang.eles on 
October I5? 16, 17? IS, and 19? 1979. The' matter was submitted 
on oral argwne::.~. 

"Testimony was presented on behalf of SoCal by its 
::'la%lage:- of rates and tariffs? M. J. Douglas, and by a revenue 
se:-vice sys~e:ns coordinato:-, R. L. Ballew.. Testimony was 

presen-:.ed on behalf of t.he Commission staff by senior utility 
e::::.g-:-=.eer, J .. L. Fowler, Jr. The entire record of the' most recent. 
SoCal PGA-SAM ?roce~ding, A.58724, was incorporated by reference .. 

Three members of the public, Her:nan Mulmari, Edward: Novikoff, 
and Jules ~ett :nade statements on the record. 

Oral ar~ent was received from SoCal~ the~CoMmission 
st.aff, the city of San. Diego (San Diego}, California Manuf'acturers 
Assoc::'at.ion (CMA), Cali.fornia Gas Producers Associati·on (Producers),. 
Southern California Edison Company (Edison), San Diego Gas. &:' Electric 
Cocpany (SDG&E), t.he ci t.y of Long Beac? (Long Beach), and. Tehachapi­
Cu:mnings lllat.er District· (Tehachapi) • A wri t ten s ta temen twas· 

recei ",ed fro:: Valley Ni t.rogen Producers, Inc. (Valley) and the. 
Union Chemical DiviSion of Union Oil Co. (Union), together hereafter' 
identii"ied as "A:m:lonia' Producers. '" 
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II. Background 

SoCal filed A.59l46 on September 17. 1979~ seeking to 
:-ecover i:::.creased revenue sufficient to offset proJected changed 
gas costs C,u....-i!lg the period Oc~ober 1, 1979 through September 30,. 1980, 
as well as ~o eli:ninate th.e. Und.ercollection balance in the peA 

balancing account. The filing follows by less- than a week the 

Commission's final decision in A.5S72.4., D.90822 (September 12,. 1979), 
and SoCal :equests that this proceeding. not be similarlY' delayed. 

The entire :ecord, of A.58724 was incorporated in this proceeding 
without objection, and the extensiveness and freshness of' that 
record allowed. the parties in Ulis proceeding to- relate their 
positions to. the larger record, allowing for timely submission. 
We observe that the decision in 'ehis proceeding must be reaci in . 
the con~eX'C of the lengthy deciSion in A. 58724 .. , This decision 

is intended to be consistent with. D.9Q822, except as 'Where, . 
expressly noted. We recognize that several petitions for rehearing 

of D.90S22 have been filed. Those petitions will be judged 
indi rldually in the ordinary course of process and are not 
disposed of by this order. 

Official notice is taken of the following orders of the 
?ederal Energy Regulatory Commission (FERC), all issued September 28, 
1979: Order No. 49 (Docket No. BM79-14), Order No .. 50 (Docket 
No. P.M79-21), a:l.dOrder No. 51 (Docket No,. P.M79-21). Order No. 49 
add.resses -:he regulations for implementing the inc-re.cen:c.al: priCing 
?rovisions of th.e Natural Gas Policy Act' o~ 1978:. The substance, 

of Orders Nos. 50 and 51 is smnmarized by FERC' in'this quote. from 
Order No. 51: 

"In a companion t Final Rule r issued today in ~his 
docket~ the Commission has proc.ulgated a three part 
ceiling system. (tllree-tierapproach). Dependi:lg,upon 
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A.59lk.6 • ks • 
a facility's installed capability and legal 
authoti toy to use cereai.:. fuels, an incrern.entally 
priced facility would have its ceiling price for 
.:.at':lral gas set at the level of the appropriate 
regional price of No .. 2, low sulfur No .. 6 or high 
s~l£~ No. 6 fUel oil. The Commission found that such 
a syste:l best :::let th.e Congressional purpose embodied 
in Title II of the NG?A .. 

"However, the COmmission also concluded that this 
syst.e:: rAay result in significant investment 'cy 
facili ties in order to install No·. 6 capability 
to gain the adva.. ..... tage of a lower ceiling price 
for natural gas. The amount of this induced 
~ves~ent c~ot be est~ated with ~recision at 
this ti:le, but t.'i.e record. indicates it could be 
a sizable amount. More imporcantly, the public 
be::.efi ts, if' a.. ..... y, that would result from a significant 
amount of the nation."s capital being devoted to this 
pu~ose re=ains unclear. Thus,~e Comcission is 
extre:ely concer:led about the three-tier approach 
beco:ing effective without more ti=e to- gain 
familiarity with the incremental pricing program, 
the incrementally priced industrial facilities, 
and the extent to which the three-tier approach 
would be likely to result in an inducement to- install 
othe:"Nise 1..:.nl'leeded No. 6 oil burning equipment .. 
Therefore, ~e COcmission 'celieves it would be in the 
public interest to hold the upper two tiers of the 
system in abeyance for 10 months - from January 
through October, 1980 - to provide a pe~od 
du~ng which a 'cetter understanding of the impli­
ca-:ions of the three-tier approach can be obtained .. " 
(Pages 2-3.) 

III.. S'I.lI!lmarv 
This decision authorizes. SoCa1 to i::.crease its rates 

to ~ecover an additional $287,041,000 for the forecast year . 
enc.i::.g Sept.amber 30, 19$0. TIle increased· revenue offs·ets increases 
in the cost of gas fro::: So Cal 's suppliers, and amortizes existing. 
PGA and SA-V! balancing accounts. It does not contri'cute to 
additio::.al profit for the utility. 

, -..,-



• 
The central issue in the proceeding is the rate design. 

':'he adop~ec. ra:ee structure reflects the policy considerations 
supporti:.g,t,b.e Co:::mti.ssio:J/s decision' in SoCal" S las·t PGA-SAM 

proceeding, D.90$22 in A.5872k. I:ldustrial gas rates are set by 

reference t,~· alternate fuel prices. A two-tier rate is established 
~or industrial customers, depending OD. the type of .fuel oil that' 
is the al te:r-:.a't.e .fuel. The third tier residential rate remains 
the highest in the tariff. A Uniform rate is- adopted for GN-l, 

GN-2, and t:b.e second tier residential block. The lifeline rate' 
is priced :"esidually. ~b.olesale rates· are raised on an average 
baSis. A:;. 'extension of the special rate for a::monia manufacturing 
is denied. 

IV. Revenue Recuire~ent 

S':lCal originally requested overall relief of" $2S9,085,000'. 
S't.aff foune: So Cal , s forecast period gas· supply es·timates reasonable 
and adoptee i'tos purch.ase volu.::.es and cOStS and assoc'iated 
sales volum,es • 

. , 
~ta.!'f i:.dependently caJ.culated the resulting revenue 

requirement and derived a figure of $287,041,000, .a difference of 
$2,01...4,000 from SoCal's. I:l oral argument counsel fo·r SoCal 
stated that it would accept 'tob.e revenue requirement found 

reasonable by 'tob.e staff. The adopted revenue is $287,041,000 .. 

. " 
' .. 
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)..59146 • 
The ~hree members of the public who appeared and' mace 

s~tece~ts all advocated that the relief requested be denied. 
They all cite the hardship. for the poor and elderly i~ utility 
rates are raised. The tegislatu~e has expressed its concern by 
~~.act.ing Section 739 o£·the ?ublic Utilities Code, providing for 
lifeline rates. :0 the ex:ent that parties are of the opinio::J. 
tha:c: lifeli::.e ra'tes are not an adequate remedy, we urge' that 'a 
legisla~ive solution be explored. 

·v. Rate DeSign 
A. Introduction . 

The major contested issue in this proceeding is the 
::".att~r o! the rate design to be applied to the esti::lated sales 
to recover the authorized revenue requirement. Within this 
broads~oject there are vario~s sub-issues which are raised by 
~e contentions of the p~ies. 
3. Positions of the Parties 

SoCal proposes a uni!o~ commodity rate applicable to 
all retail sales. This effect· is achieved in the context of the 
eXisting residential rate blocks by way of weighted averages. It, 
proposes to base its wholesale rate schedules on a method .it 
descl"ibes as based on "allocated costs'''. This rate design 
proposal is depicted herei::J. as Table 1. 
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TADLE 1 ~ 

3oOa1 PropOsed Rat.es 'fhrough 12/'JY79 '[ • Dasc t;ffective 

Tyve of COImlOd1t.y CAM Cot.'IJD()dl t.y 

Service Unit nates SAM POA OEM 'I'CAO . ~B.~tes _ 

Residential 

Lifeline ¢ per thenn 16.381 (2,?92) 13.651 .257 ,131, 2.'{ ~ 1,37 

lion-Lifeline 
.·irs~ 100 ~ pel' t.helOn 2.0,'187 (1.,601~ 13.651 • 25'{ .1119 29.937 

Ov~r 100 ¢ pe t' t.he l1n 25.88', (7.507 13.651 .257 .1"9 32.'137 

lion-Reside nt-tal 

I 011-1 .,. per thell!l 22.025 (7. '.27) 13.651 ,257 .1~4 2.8.650 

~ 011-2 f. pel' thel'U\ 20.913 (6.299) 13.651 .2~7 ,128 28.650 

011-'"3 ~ per th~rll'l 20.913 ~6.299) 13.651 .2')7 .128 28.650 
Gil_I, ~ per thel'ln - 20.913 6.299) 13.()51 ,257 .128 28,650 

OU-5 ¢ WI' HI·rotu 2.09. 13 - (62.91) 136,51 2.57 1.2.8 2.86.50 

Ullo1esal~ 

0..,60 ¢ per thenn 11, r 550 (=:.9{)2) 13!65;t .257 .m 25.Wl 

0-61 
Commodit.y of, ~r HHBtu 1'15.95 (~1.81) 136.51 2,57 0,9'1 26',.19 

pcakl.ng ¢ Per J.ll·lB\\l lU,.OO (21.81) 136.5,1 2.57, 0.97 284.2'. • 



• 
SoCal opposes the introduction of differential rates for 

i::.c.-.:.s'Crial C'C,s'Comers, depending on the tY!'e of alternate fuel oil. 
!~ po~ts ~o :ERe Order No. 51, which post~ones ~e, implementation 
of three-tier pric~g ~til November 1, 19$0. It warns or the 
:-isk of i.:lc.u.cec. i::.vest::ent, the percei vee. economic wast'e that" 

" 

~d result i~ ~~s~omers install e~ip=ent :erely to qUalify for 
a lower gas rate. 

I~ suppo:--es its own. :-ate design proposal as reasonablY,' 
calc-.:.la.'tee. to preserve its i::.c.i:sttial :narket so as not to cause' 
a:.y loss of load. It suggests that its residenti"al rate desig=. 
will :OSt effectively promote conservation. It p:-oposes·a 
slight, U!li!or:n reduction effective January 1, 19S0,when the 
te:::lporary klmonia Prod.ucers' rate is set to expire~ 

Staff argues that its :-ate d.esign reco~endation is 
co=sis~ent with the policy pronouncements of this Commission in 
D.9QS22 and should be ad.opted. It bases its low priority rates 
OIl alter:lat.e fuel costs and proposes 'that a differential be established 
bet"""een ind.ustrial customers, depending. on wheth.er No.. 2 or No. 6 
fuel oil is the alternate fuel. It observes that the existing 
d.ifferential -fli thin the residential blocks is about 10 cents per' 
ther.:, ~c. proposes to maintain that relationship. the'staff 
rate d.esi~ proposal is shown herein as Table 2. 
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TABLE 2 

Statt ~~sed Rates 

: · : : 'oU ," ~ · 
: · . ;l-1-80 to 5-31-8 • Beginning 6-1-8 : · . 
: Se!leCul~ : Ra.t.~ :lncres,se :? ! Ra:t~ :lnc:"ease 2 : 

l\~s!<l:e~ti.o.l 
(C~nt,& '~:" The:m) 

I.!!cl1:ae 20.669 23·025 1,.4% 22~8S4 (o.6)~ 20.762' 
Non-l!!'eli':'!~ 

~r!O't 100 ~e::":ls 25 .. 217 27 .. 809 10.3 27~668 ( .5) 25,.;;,'7 
$xCC;5$ 30.ol7 33·209 8.5 33.063, ( .4) 30.71,7 

GN-1 26 ... 3l8 28.964 10.1 28.823 ( .5) 26:.639 
ON ,.1/ .-c- 25 .. 506 27.835 9.:1 27.695 ( .5) 25 .. ,5" 

GN-32 25 .. 506 40.000 56.8 ' 40.000 40.000 

GN-36 25.506 34.000 33.3 34 .000 34 .. 000' 

Gi~-;).I 25.506 40.000 56 .. 8 40.000 "", 40.000 

GN-46 25.506 34.000 33.3 34 .000 34'.000 

CN-5 25.506 30.000 17.6 30.000 30.000' 

G-60 20.063 23.808- 18.7 23.667 ( .6,) 20.361, 

0-61 Reg,. 20.100 23.845 18:.& 23.704 ( .6) 20.398' 

0-61 P~..g .. 22.105 25.850 16.9 25.709 ( .. 5) 22.403 . 

(R~d F1~re) 

~I Sup,le::e:lUl.l se:-v:1ee to A.::.::l0n1.e. PrO<!ueera e.t 2l.l7'!/t~erm 
t.h:'oug,h Dece::ber 31 r 1979',. 

Y: Perce:'!. inere&ae (decreo.se) baGed O:l prior er'!ect,1ve 'ro.te 
reat!1ng trom lett to right. 

(9.3)% 

(8.-5) 
(7'.1;) 

' '(7.6) 

(7.,9.)' 

C'4~O) 

'(13~9) , 

"2.9) 

If ,',.A:p:prox~..",te dates; actual dates vill be dete-r:.ined by the et!ective 
.:'t.a':'1!t date revision dUe-to Q decit10n ill thls tiling. , 
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sta!'f' also proposes a slight reduction on January 1, 1980. 
:-: proposes a fu!"'ther change in rates effective in six months 
to :-eflect tl'le complete amortization in the balancing account. 

The cities of' San Diego and Los Angeles expressed general 
support for the staff rate desi~ proposal, on the basis· that it 
is consistent with D.908'22 and supported by the evidence.. They 
~:-ge that the Co~ssion proceed cautiously with regard to the 
i:.p1e.centation of the differential natural gas price and allege-
a hypothetical anticompetitive effect that should be investigated. 
Sa::. Diego objects particularly to SoCal"s wholesale rate proposal 
a=.d describes it as discriminatory and unlawful. I-: contends that 
the cost allocations underlying SoCa1's proposal haye not been 
ade~uately tested and. should not be utilized. 

CY.!A repeated its support of cost-based rates and the rate 
deSign principles defended by its witness, Mr. Burt, in A.5$72L. .. 
!t did not offer complete rate design calculations, but rather a 
description of a methodology from which rates may be derived.. The 
baSis ,of its li:'e1i:1e proposal is tha~ sales to a residenti;a1 
~stOQer using exactly the lifeline quantity yields exactly a 
zero rate of retu~, asSuming CoMA's cost allocation method. The 
resulting revenue deficiency would be made up largely within ~~e 
reside:1tial class. The proposed cocmodity charge for li£e1ine 
service has been calculated; it is 29.166 cents per therm. cr~ 

thenp:::-oposes ~hat 'the residual revenue requirement should be 
spread to other customer classes as necessary to produce the 
additional revenue, based on the an...'"luaJ. average-day cost -­
allocation :ethoci. 

-10-
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. CMA observed that at page 39 of D.90S22 this Commission 
o!fe;ed a t.ho:-ough state::lent. of rate design considerations •. CMA 
compa:-ee. the various rate design proposals submitted in this pro­
ceeding in te:-:ns of these ttattributes" a.t.d "i"actors,r, and con-eends 
that in. all i=.stances i'tS proposal is superior or at least equal 
to the ~ro~osals of SoCal and staff. .. .. 

CMA also offered a nUI:lbe:- of critical comments regarding, 
this Com":"':SSio::!s :-easollingt as expressed in D.90S22. It objects 
to the use ::lade of the concept of value of service and contends 
that competition is an appropriate factor only when it results 
in rat.es b~ing less than fully allocated costs,. It argues that 
the at:lOUllt of expensive Canadian gas purchased by So-Cal is 
i":,sig:.ificant for cost allocation pu.:-poses, and does not support 
the Commission· s :-esu! t. OiA rea.ffir:led its view that it' the 
Commission is to adopt a policy that bases the rates for industrial 
c~stomers on the cost of incremental supplies (including LNG) 
that is :aterially highe:- than the system average cost of gas, it 
·,.,ould :-eco:::r:J.end that the high priced supplies not. be purchased. 

CMA ca'l.:.tions ~at to the extent that alternate fuel 
p:-ices are used i::. setting ind.ustrial rates, this Commission 
Should be g:.id.ed. by :ERe Order No. 51. II! particular it warns 
against inQ.'l.:.ced investment by establishing a large differential 
between gas p:-ices a.!lc :-ecom=lends thao: this Commis.sion exempt, those 
classes of custo:::::.ers (stea:n electric plants and agricul tu:-a! users) 
-:hat a:e exe:tl?t froe. -:he surcha:-ge to be i.:nposed by :ERC regulations. 

?reducers s~tes that its interes-: is to m~ze the 
!:la:"ket !o:- r.atural gas i!l California in order to' allow California 
gas produce~ to sell as much gas as possible. It argues that 
the staff rate design proposal could have serious adverse 
effects on large natural gas customers., particularly relative to 
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com?e~ition from o~her states. It proposed two alternative rate 
desig:ls - a unifor::l cents-per-ther:n increase, or a "FERC.type" 
i::.c:-ease -Hi th one i::.dust.-ial rate, based on No. 6 fuel oil prices. 
It wa.-:J.S of the potential for induced i::.vestment and supports 
co::.ti::.uing the reduced rate fo:- Ammonia Producers. Its rate 
design alte~atives are the subject of late-filed ex..1Ubits .• 

Edison objects to the use of value of serVice for 
se~ti::.g low priotity rates, where the value of service 
exceeds t!:.e fully allocated cost of sex-lice. It observes that the 
Natural Gas Policy Act exempts electric utilities from the 
::la:ac.atory i::.cremental prici::.g prOviSions, and argu;es that 
it should be similarly excluded. It suggests that the initial 
i::.qt:.i:-y should be to consider allocated costs of service, 
i'ollowed by ac.just:nents.which the Com."llission may deter:li.ne are 
justified, in the exercise of sound discretion, based on evidence 
a:d ade~uate findings. 

~ison complains that staff's proposed rate design 
p:-oduces an excessive rate of retu:-n from the GN-5 class. It 
says the:-e are ::'0 conservation facto·rs that justify this result 
a:lc. that the:-e is no intention to cause GN-5 customers to reject' 
gas. It poi:l':S out that it will have to pass on its. higher costs 
to its electric customers. 

Edison cr..a.racte:-izes the SPJ-1 p:-ocedure as coming 
"u:.co:::fo~ably closet~ to a gu.aranteed rat~ of return for .SoCal 

a=.c. objects that SA:.'! ove:-collections are not ":-eturned"'to; the 
custome:- classes who contributed. 

-12-
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SDG&E points out that the rates authorized will be 
passed. on -eo i-es cus-eome!"S by way of" its own purchased gas 
ad.just:le::::: procedure.. Its interest is in the wholesale rate, 
and it objects to the SoCal rate proposal for wholesale" on 
-ehe g:"ou::.c. t.b.at it is the only rate propos'ed to be based on cost 
o! service.. San Diego points out that cost" '0£ service requires 
cOt:l?lex ~alysis and extensive examination into the assumptions 
~d accuracy of the allocation ~ethoc. with the potential :for 
delayi:g these offset proceedings. It supports the staff" 
proposal as the better choice on this record. 

Lo::.g Beach. expressed its support for the sta£f proposal 
a::.d agree::.e:.t -Nith Sa:l Diego and SDCi&E. It points out" that whole~ 
sale custo::ers are si"l'!j la:ly in a position where rate st:::-uctures· 

Tehachapi-CUmmings. supports the Staf:f rate design. 
p:"oposal as consistent wi-eh D.90S22. It says that the staif 
proposal appropria-eely considers -ehe particular posi-eion of" gas 
customers ·Ni-ehout alte~a-ee fuel capability, while adequately 
provid.ing pro-eection against loss of load." 

The. A.t:n:lonia Producers filed a written statement asking 
~a-e the Co~ssion extend -ehe expiration date of the special 
rate for a.::.::lonia manufacturing from December 3l~ 1979, to April 30, 
1980. i'Jh.ile they believe that it is the responsibility of the· 
Co~~ission to give special rates in special circumstances without· 
need -eo resort -eo special legislation, they s-eate that they have 
been working on such legislation since .the COmmission's order, 
D.90S22. 
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c. Ado~ted Rate Design 
1. Introduction 

The rate design adopted in this proceeding is based on 
tbe same policy considerations that support this Commission's 
decision in A.5S724, D.90822. The rates adopted' are shown in 
Table 3. 

'IABLE 3 

Adopted Rate Design 

Class 
Residential 

Lifeline 
Nonlifeline 

1st 100 the 

Present Rate t/th. Adopted Rate lith. 

Over 100 the 

Commercial - Industrial 

20.669 

25.217 
30.6l7 

GN-l 26.318 

N-32,*4V 25.506 ilAN-2 25.506 

• GN-¢2 ,--6- U,~~ 25.506 
~ GN-S 25.506 

Wholesale 
G-60 
G-61 Reg. 
.G-6l Pkg. 

20.063, 
20.100 
22.105 

-14~ 

22.270 

28.964 
:3 7 ~68'S 

28.964 
28:.964 
37.000 
34.000. 
30.000 

23.808:· 
23.845 
25.8'50 

% Increase 

-
7.7 

'10.1 
13· •. 6 
4S:.1 
33:.3 
17 ~6· 

18·.7 
18:.,6-
16-.. 9 
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The calculations supporting the· adopted rates show that 
purchased gas expense has been spread on a uniform basis,. while 
the SA..'! factor bas been adj usted to provide the desired .. spread in 
rates. '!his approach. is consistent with. the presentations of 
SoCal and staff. It is contrary to the pOSition of Edison that 
S&'! overcollections should be returned to the customer classes 
whose sales exceed test year estimates. We rej.ect this contention 
as based on the mistaken assumption that t~e rates to· these same 
custome=s would have been lower had the actual sales been as 
expected. In fact, so long as low priority rates are set by 
reference to alternate fuel prices, they are not a, function of 
sales estimates and will not be affected by either' S'AI."1 rate reduc­
tions or increases. 

SoCal and staff each. proposed that rates be slightly 
reduced January 1,. 1980, to reflect the increased' contribution 
from A:amonia Producers. We decline to provide for such a result. 
Our action is based on several grounds. 

First,. the delay associated with these proceedings makes 
undercollections certain. Prolonging the life of these rates beyond 
January 1, 1980 may contribute to lessen slightly: the effects of 
underco1lection. 

Second, we know that the. increases passed through in this 
proceeding are only part of a stream of in~reases and that addi.tional 
increases Will occur soon. In these circumstances a slight rate 
reduction would provide a misleading, signal to the public and is not 
worth the administrative burden to the utility. 

Third, the Legislature may act to provide relief,. thereby 
requiring further action by this Commis'sion. 

Fourth, we may be persuaded to continue- the rate when 
acting on the pending petition for rehl~aring .. 

-15- . .... .,. 
I "I" "'1 i .. , ...... Ii • , .... ,." •. 



• • A.S9146 ee 

2. Industrial Rates 
In this decision we continue our practice of pricing, 

natural gas for customers in low priorities with reference to 
alternate fuel prices. For customers iIl: tb.e GN-5 catego:ry, the 
reference point. is Edison's price under its long-term contracts. 
We adopt the staff proposed price of 30 cents per therm as 
reasonably related to tb.e oil price while preservins the" oppor­
tunity for Edison to maximize its gas purchases. 

With respect to priorities 3 and 4, in D.90822 we 
stated that "separate rate schedules for No. 2 and No. 6 fuel oil 
alternatives will be established by tariff filings as soon as 
feasible pu::suant to decisions on subsequent rate increase 
applications." (mime,o., p. 12~ Subsequently FERC has ~ssued 
Order No. 51, which postpones the mandatory implementation. oftbe 
~ulti-tiered industrial rate until November 1, 1980. In,the 
int.er~, FERC proposes to implement its incremental pricing' rule 
based on the price of No. 6 high sulfur oil. Several of the par'ties 
t.o this proceeding propose t.hat we act according,ly. 

FERC cites two grounds for deferring implementa t.ion o,f its 
multi-tiered pricing system .- the problem of l1induced investment;" 
and the administrative) data, and enforcement considerations. In 
deciding not to follow FERC's lead, we recognize that our situation 
in california allows·us to proceed. 

With regard to administrative) data, and enforcement 
proble:ns, these are matters well in control within California. 
The data has been collected, and the l?G&E experience supports the 
conclusion that administrative and enforcement problems are manage­
able. Obviously) PERC has a much greater burden to bear in 
attempting to impose its rate proposal on a national 'basisw . .. 

, >'. > ';: ..... 
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Induced investmen~ is ~he potential investment by an 
indust:ial entity in the capability to burn No~ 6 fuel oil in 
order to qualify for a lower natural gas rate.. Such investment 
would appear to be otherwise unproductive and should not be 
encouraged: 

FERC addresses this issue at some length. in Order No'.. 51. 
From its analysis it appears that the crucial factor is not whether 
there is a difference in the gas rates, but the amount of the 
difference. From our experience in California with PG&E we find 
that a difference of 3 cents per therm will reasonably distinguish. ' 
between the types of f"IJel oil, while minimizing, the risk of induced 
invest:nent. !be adopted rates for these classes of customers are 
34 and 37 cents per the~. 

The basis for these rates is staff's evidence of alternate 
fuel prices) using Plat'l:' s Oilgram. We find these published posted 
prices to be the best evidence available at this time as to the 
general state of the oil :aa.rket as it appears to a pro'spective pur­
chaser. We recognize that individuals may pay more or less than 
Platt's prices, and we respect the staff practice of pricing, 
conservatively, based on Platt's. 

With regard to the actual tariff prOvisions that will 
implement this rate design) we think that it is appropriate that the 
ctualifying language for the lower rate be uniform statewide. 
Therefore 'We'adopt the staff proposal that the service under schedules 
to be designated as GN-36 and GN-46 shall be applicable to customers 
whose "alterc.a.te fuel is exclusively oil with a viscosity higher' 

o 
than 150 Say-bolt Seconds Universal (SSU) at 100 F .. , (commonly referred 
to as Grade No.5 and Grade No.6 fuel oil) .. " 

The other issue that has been raised regarding industrial 
rates is the risk that load will be lost by the· 'gas. utility iftbe 

-17-



• • , 

A.59l46 ec 

gas price is set too high, relative to oil. We are satisfied that 
the gas prices herein authorized are reasonably set so as to avoid 
load loss. In future proceedings the risk of load loss will be 
balanced against the consequences; if the incremental gas supply 
is the bighes'C priced, we may assume the risk of some load loss ... 

In Ordering Paragraph 3(c) of D.90822 we ordered SoCal 
~o "present a proposal for separate rate schedules for service to 
ctlstomers with No.2 and No.6 alternative fuel capability." SoCal 
has responded with an "exemplary rate" which sets forth a differen .. 
:ial of over 16.5 cents per therm between industrial gas. prices ... 
~~~nation of SoCal's witness indicates that this is only an 
example and is not a proposal of the utility... Staff counsel has· 
characterized this action by SoCal as in ''bad' faith". We are 
clisappointed that SoCal has chosen to so interpret our plain 
language in D. 90822) with the resulting consequences for the :record •. 

3. Other Retail Rates 
!he residential rate design adopted in this proceeding 

continues our policy of inverted rates. It also reflects our policy 
considerations in providing for the inverted residential rates, by 
continuing to have the last tier rate che highest of all rates in the 
tariff. This reflects our determination that this tail block resi­
dential use is primarily for lu."'CUX'ious or extravagant purposes (such 
as swit:m:ling pools) which, though not necessarily wasteful, may be 
fairly characterized as low priority in nature... On this basis the 
adopted rate for the third tier is 37.685 cents per therm~ !his 
=ate is derived by taking the staff's proposed third tier ra'te and 
eli.minating the SAI.'1: reduction that s·taff proposed to· ap?ly.-

With respect to schedules GN .. l, GN .. 2, and the 2nd tier 0·£ 
the residential blocks, staff proposed three separate rates, with 

.. 18'-
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less than 1~2 cents per therm separating the high and the low. 
SoCal proposed that these rates be set on a uniform basis, and 
we find merit in its proposal.. Therefore we adopt a uniform. rate, 
based on staff's proposal for GN~l. Thus the adopted rate for 
GN-2 and the 2nd tier residential is higher than proposed by staff~ 

'!be lifeline rate is derived on a residual basis after 
these other rate calculations are made. The effect of these adjust­
:lents is that the adopted lifeline commodity rate is slightly lower 
than the rate proposed by staff. This is reasonable because· 'I 
combined with tbe increases from the staff's proposed residential 
rates in the second and third blocks, the adopted' rates show a much. 
greater difference between blocks. This greater inversion should 
promote greater residential conservation where the potential.is . 
g=eatest. The adopted rate is nearly 10 percent higher than the 
average cost of ,gas, whicb is 20.641 cents per. tberm. 

We again decline to increase_the customer charge in an 
offset proceeding. The existing customer c~~rgeis $1.90 higher 
than the charge presently in effect in the PG&E tariffs. This 
difference distorts comparisons of the rates between the two utilities; 
if it is allocated on a uniform. cents per them basis to lifeline 
sales, the reslllt shows that SoCal's residential rates have been 
relatively less inverted. !his is a matter to be addressed in more 
detail in the pending SoCaI general rate case. 

4. 'Wholesale Rates 
SoCal has proposed an increase in wholesale rates that is 

substantially greater tb.an the system average. Its proposal is 
opposed by SDG&E, San Diego, and Long Beach, who support the staff 
proposal. We fiud the staff proposal reasonable and adopt it for 
the ?U:t'pose of this proceeding. 

-19-
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SoCal supports its wholeS.lle r..:lte rccommend.:ltion ..:lS b.:lsed 
on allocated costs .:lnd therefore rcason.:lble. As statc,d in D. 90822') 

this Comlnission does not CO nsider cost of service as the sole' f3ctor) 
.'Jnd we decline to opply it here. We .:lre concerned about ehe· 
obility ofwhctlesale customers to 1'0$$ on .1 l.lrgerincrc.:l's.c, and 

". 
consider this .a tn.'ltter to be 3ddressed in detail in the general rate 
case. 

S. Am.'non:::a Producers ------------------
In this proceeding the Ammonia Producers offered no 

addi t.ional evidence. Their petition for rehearing of D'.90$22 

is officially noticed, and the substance of their position in tbis 
proceeding is .:t,$ st.:ttcd in the petition fer rche.:lring- th.:lt an 
extension of time should be gr.:tntcd in order to pursue legisloltion. 

By this oeder we deny an extension for purposes of this:. 
proceeding oni..y. We will .let en the petition for rehearing and 
g-:3:lt or deny an extension in th.:tt context by seporote order. 

ver~l comments are .:lpprO'priate with regard 
First, the original pl 

f any rate increase. 
Second, the rationale xpressed was' that 
higher than the wholcs3le te, there wa 
that rationale fails. Third, 

og as the rate W.:lS 

0' subSidy. By this order 
impressed that the Am.'Tl.onia 

ProGucers went to the! Legis1.:ltuy edi.'Jtely upon learning o,f our 1'Vt­
decision,. D.9CS22. Tile do no:,.;.mderst3 why the 1egis1.'JtiV'e solution 
W.:lS not earlie::: pursued, pa.r'ticularly in of this statement 

'/ 
from D.90322 (mimco, p .. ~ : 

"A decision/o grant such long-term prot\,! tion,. which 
might req~ire a subsidy of the ammoni.:l in cry by 
other .-e6'sco:uers in its class or by otber cus ers 
of SOCa1 1 should more .:lppropriately be ~de by 
~isla ture . " 
/ 

Since D:9.o'3 22 w.:ts c.:lted May 22, 1979, we are olt a 10'5s to 
why ~ction was taken during the intervening sevcr..:ll months. 

/ 
-20-
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6. Balancing Account Amortization 

!be adopted rates include factors for the amortization 
of the balances in the PGA and SAM balancing accounts. For 
accounting purposes we adopt as reasonable the staff calculations 
of the appropriate factors to be applied. This balancing account 
amortization is shown in Table 4. 

'!ABLE' 4-

Sow..he:u ~or.lia. Cas comp3.llY' 

:BALANCING ACCOU"N! .AMO~IZAl'ION 
; ......... 

. -
: 

.. . . · . .. . .. · .. .. 
: · .. . .. . 

:Line: .. .. 
: No.: ~~~ien.tiO:l : 

Resiclenti:!l 
1 cus'to:er On.'""ge 66,321 
2 Tier I Y l7395,745 228,721 0.05941 (O.O~;~) , 29,618 

3 Tier II 62.7,400 128,535 .06597 ~ oOOL\2 ) 14,750 

4 'r1er !!! 2l0:2l0 24~417 .. 065~7 C·ol;'2~62 4%242' 

5 To~ Re~identi&l 2,.233,355 478,000. .06187 ( .03979) 49,3J.0 

Nonresident:'::U 
6 cu::to:er Ch::.:'ge 7,189-
7 GN-l 678',093 141,810 .06187 ( .. 04oo~) 14,810 

8 GN~ 

9 R~ 423,492 88,565- .. 06187 (.OF3) 9,249 " 

10 AI:lr.lo:lia. 'Procl'llcer 6~~827 1~:~24 .. 06187 ~.o 00:22 1~~95· 

II Total ~-1 & CN-2 1,165,442 250,918 .06187 ( .04003) 25·,454 

vr.c.o1e""..::l.l e 
12 Long Ee:lcil 103,262 13,391 .06187 ( .0'2SS1), 3,414 

l3 San Diego 408:l02 62~8~6 .06187 ~ .. 02~~) 13::492-

14 Totul. io."h.ole:;:Ue 5ll,364 76,227 .06187 (.02801) 16·,906' 

15 Tot41 ~e$ 3,9l0,l61 805,145 .06187 (.03843) 9l,670 

(Re<1 Figu:e) 

y Includes GS di:;co'lmt of -2,838· Mth. 
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VI. Other Matters 

Several parties had difficulty understanding the manner 
of SoCal's presentation of its SAM account calculations. One 
issue associated with this difficulty and raised again by San Diego 
is the manner in which franchise fees and unccllecti~les 
are calculated for balancing account purposes. As we stated in 
D.90822 we are satisfied that the record supports SoCal's calcu­
lation as reasonable. We are optimistic that the committee formed 
by SoCal pursuant to Ordering Paragraph 4 of D. 90822 will develop 

I 

consistent balancing account formats that will be more readily 
understood by the parties. 
Findings of Fact 

1. Socal is entitled to additional revenue as estimated for 
the forecast period October 1, 1979, through September 30~ 1980, 
in the amount of $287 ~ 041,000, consisting of a PGA increase of 
$328,650,000 and a SAM reduction of $39,565,000. 

2. The autb.orization of tb.e above increase would offset 
increased gas costs and will not result in SoCal exceeding its 
authorized rate of reeurn. 

3. SoCal's treatment of fran:bise fees, uncollectible expenses, 
and company use gas is reasonable, pending further consideration of 
this ~tter with respect to consistent procedures among all gas 
utilities. 

4. Industrial gas rates are appropriately set by reference 
to alternate fuel prices, for the reasons discussed in detail in 
D.90822. 

5. It is reasonable to establish two tier alternate fuel 
cost pricing for Socal, based on No. 2 and No •. ~. fuel oil. prices. 

6. The adopted differential is not likely to induce sub­
stantial invest:nent in No. 6 fuel oil capability_ 

-22-' 
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7. The ",dopted r.3tes arc not likely to C.'luse a lo,ss of 

load. 
s. The third tier residentia.l block is propc';,ly. ch.lrgcd the 

highest rate OLl. the system, reflecting the low priority st.3tus o-f' 
ehe uses to which such gas is most likely applied. 

9. A uniform r", te is re",sonable for schedules GN .. l) GN-2" 
and the second tier resiclcr.tial block,. reflecting the relative 
eqU<ll priorities of such classific.'ltions. The adopted rate reason­
.lbly cO!'ltributes eo the inversion in the residential rate by 
incre.:tsing the differential between lifeline and nonlifelinc. 

10. The lifeline rtltc is reasonably derived residually, as 
it exceeds the system average c~st of gas, which includes the cost 

of expensive incremcne",l supplies. 
11. The wholesale rat.es are reasonably increased in 

accorda.."'l.ce ..... 'ith the method applied in D.90$22, pending further 

consid.eration in a general rate pro,ceeding-
12. There is no basis for spreading the S~~ commodity 

adjust::lent.s by recorded sales t.o cust.omer classes. 
1;. The ad.opt.ed balancing account amortization fairly re'covers. 

t.he undercollection. 
14. There is no new or additional evidence in this record that 

suppor~ an ext.ension of t.he special rate for Ammonia Producers .. 
15. The ra'Ces authorized by this decision shou~d remain in 

effect unt.il subsequent. order by 'the Commission. 
16. Since SoCal is already incurring the costs offset hereby, 

t.his order should be made effective the date hereof~ 
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Conclusions of Law 

1. The increases in rates and charges authorized herein are. 
reasonable and the present rates and charges, insofar as· they differ 
f:om ~hose prescribed herein are, for the future, unjust and 
unreasonable. 

2. SoGal should be authorized to- file and place into effect 
the rates found reasonable by this decision. 

ORDER 

~I--- r! IS ORDERED tha~~-tbe effective date of tbis order, 
Southern california Gas Company is authorized to file the 
revised rate schedules attached to this order as Append:L"( A and 
concurrently to. withdraw and cancel. its presently effective schedules. . . 
Such filing shall comply with General Order No. 9E-A. ~he effective 
date of the revised schedules shall be f,our days after the date of 
filing. The revised schedules shall apply only to service rendered 
on and after the effective date thereof. 

The effective date of this order is the date hereo.f .. 
Dated NOV 30 1979 California. 
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SO\.1.t.llc::ru Co.l:l.'orn:\.o. CAll comp~y 

1. S~t.ement. 0: RAt.es CP, per t.herm)Oo 

: ~cy ; ; : e:t:ect.ive : 
: COa:moc!.1 ty . ~ : COClmOc!.1ty . . 

!ype o"r Service : R!l.te:x PCA. SAM :GEtA :TCA.C : Ro.tc:: : 

Re~identia.l 

!.i!"el!ne 16.387 13.<)53 (8 .. 1 .. 61 ) .257 .134 2?.270 . 
n'onJ..!.:'el.ino 

1''1:: t alock 20.481 15 ... J~9? (7.426) .257 .149 28,.964 

E:xce".:t 25.887 15.1~97 (4.105) .25'7 .149 37.685 
Noo....--e::ident.iAl 

Ci!l-l 22.025 14.54,5 (8.007) .251 .144 28·.964 
C:-f-2Y 20·913- 14.545 (6.879) .257 .128, 28.964 
C~-32.- 42 Y 21 20·913 8.:;58 7.)ll.lt .257 .128; 37.000 . Y 
CN- 36.- 46 20 .. 913 8 .. 358 4.3J .. 4 .251 .128 3L~ .. OOO 

C:<-5 20·913 8<~58 0.3l •4 ".257 .128· 30.000 
· ... 'hole~a.le 

c-60 14.558 14.511 5 (5.6,'+9) .257 .097 23.808 
C-61 

Rc:~ 14.595 14.5J~5 C5.6L.<)) .251 .097 23.845 
P e D..":.:i.:.g 16.600 14.545 (5.6 /.9) .251 .097 25.850' 

11 A:; or A,:11 , 1979 per Decision No. 9Ol05. -. . y A---~~~~ ~~ucer~ ('reaxporu.""Y Supplecnentc'l.l Se:"V'!.ee) 

(;':'{-2, C;N-~2 20.91? 0 0 .257 O. 21.17 
)j ~e.... Schedules 

2. Al';)11c:s.::.t4 er!'ect!.ve co~ty nt.C::1 o.rc: cna.r..ged.~· the level o,r e~ent. 
::;!l0-.r.l i:. ':hi.: c..l'PC:ld.1x. Sched.ulc: G-30 nl.te:: to· oe !.ncrC:t).::ed: coa=e:l:u..."":l.tely 
.,r. ':h S~!:ca.u.lc: C:(-l. 

(Red figure; 
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JOHN E. BRYSON. President 
RICHARD D. GRAVELLE. Commissioner 

We concur. 
With respect to the Ammonia Producers' position however, 

we believe that several comments are appropriate with regard. t.o 
~he request. for additional time. First, the original plea was 
~or ~ six-mon~h de£err~l of any ra~e increase. The six months 
have passed. Second, the rationale expressed W3:S that so long 
as the rate was higher than t.he wholesale rate, there was no 
subsidy. By this order that. rationale fails. Third,. we are 
not impressed that the Ammonia Producers went to the Legislature 
ir.l:lediately upon learning of our decision, D.90322. We do not 
understand why the legislative solution was not earlier pursued, 
particularly in ligh~ of this statement from D.90322' (mimeo. p .. 12): 

"A decision to grant such long-term protection, which 
might require a subsidy of the 3m.'Uonia indus:try 
by other customers in its class or by o~her . 
customers of SeCal, should more appropriately be 
made by the Legislature .. " ' 

Since D.90322 was dated ~~y 22, 1979, we are at a 10s$ to' undcrs~and 
~~y no ection wa~ taken during the int.ervening several months. 

San Francisco, California 
November 30, 1979 


